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SB 157 & HD 319 VY (

Purpose: To modernize and up date the Alaska Small Loan Act. Expand the
availability ofcredit to the Alaska consumer. Allow Alaska based lenders to compete

with out-of-state lenders who import interest rate structures from their home states

into Alaska.

R ciilill To create and retain jobs in Alaska's financial industry. To provide mere local
financing to rural communities. Provide credit to a broader base of Alaskan consumers

who other wise might not have access to the credit they deserve.

Example: Monogram Hank of Georgia currently provides financing for customers at many Audio /
Video dealerships in Alaska. Lets say the dealer runs a 12 month no payments, no interest financing
special program for their customers. The dealer is charged, and must pay 2.5% to the Georgia Bank
on every item that is sold, and financed under the special program. IE: Dealer sells a big screen T.V.
for S4000. Dealer Vv/ill receive a check for S3900 from the Georgia Bank. The dealer must pay
S100.00 to the Georgia bank for the use of the special program. The Interest rate the customer will
pay later if they do not pay off the contract during the special financing program is 21.84% with the

Georgia Bank.

\laskan lenders offer similar special financing programs. However, the cost to the dcder is 10.5%.
Dealer scP; a big screen T.V. for $4000. Dealer will receive a check for $3580 from the Alaskan
lender, flic dealer must pay $420.00 to the Alaskan lender for the use of the special financing
program. Interest rate the customer will pay later if they do not pay off tho contract during the special
financing program is approx. 12.9% with the Alaskan Lender.

Georgia can import ;t's rate structure!21.84%) into Alaska. The Georgia bank charges a lower
discount to the dealer ship for these special financing programs. The dealer chooses to do business
with the out-of-state lender as it is clearly more profitable. The Alaska lender can not match the 2.5* *
discount structure given to the dealer by the Georgia bank due to Alaska’s more restrictive rate

structure (12.9%).

In the above scenario the retail dealer does not even have the Alaskan lenders applications on the
counter. The dealer ship docs not want the customer to do their financing through Alaskan lenders

because the Alaskan lenders cost the dcaler more money.
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CS FOR SENATE BILE NO. 157(Wter
IN THE LEGISLATURE OF THE STATI; OF ALASKA

NINETEENTH LEGISLATURE - SECOND SESSION
BV THE SENATE LABOR AND COMMERCE COMMITTEE

Offered: VIT%
Rrfcrrrd: |inance

SponvorU): SENATE LABOR AM) COMMERCE COMMITTEE BV REQUEST
A BILL

FOR AN ACT ENTITLED

"An Act rclutinn lo the regulation of small loan and retail installment

transactions.” & *>a//osw *t//rt] <) ssnsm<//[4&* era*4i,

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

e Section 1. AS 06.20.030(a) is amended to read:
(@) Investigation expenses incurred by the department in processing an
application for licensure shall be charged to and paid by the applicant under
AS 06 01.010. At the time of submitting the application to the commissioner, the
applicant shall pay to the department SLOOP |S400) in partial payment of those
investigation expenses incurred by the department. (IF HIE INVESTIGATION
EXPENSES INCURRED BY THE DEPARTMENT DO NOT EXCEED $400. H IE
REMAINDER SHALL BE PROMPTLY REFUNDED TO THE APPLICANT))
e See. 2. AS 06.20.030(h) is amended to read
(b) An applicant shall pay lo the department ut the lime of submitting an

application a sum. in addition to that specified in (a) of this section, of S5QQ for a
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singly office license. or $2.000 for n multiple office license [S200| as an annual
license fee for a period terminating on the last day of the current calendar year. [IF

THE APPLICATION IS FILED AFTER JUNE 30. THE ADDITIONAL SUM IS

S100.)

e See. 3. AS 06.20.040 is amended to read:

See. 06.20.040. LIQUID ASSETS REQUIRED. An applicant shall prove, in
form satisfactory to the department, that the applicant has available for the operation
of the business at the location specified in the application, liquid assets of at least
$25.000. or. in the easy of fl multiple office license, that the equivalent amount h
available to each office from a central account ronintainr <l by thc applicant

[S20.000].

e Sec. 4. AS 06.20.050 is amended to read:

See. 06.20.050. BOND. The applicant shall file with the application a bond
to he approved by the department in which the applicant shall be the obligor, in the
sum of $25.000 (S5.000J with one or mute sureties. Only one bond is required for
an application for a multiple office license. The bond shall be for the use of the
state and any person who may have a cause of action against the obligor under this
chapter. The bond must state that the obligor will faithfully conform to and abide by
the provisions of this chapter and of all regulations lawfully adopted by the
department, and will pay lo the stale and to any person all money that may become

due or owing to the state or to the person from the applicant under this chapter.

e See. 5. AS 06.20.060 is amended to read:

See. 06.20.060. ISSUANCE OF LICENSE. Upon the filing of the application,
live payment of the fees and the approval of the bond, the department shall issue a
license to the applicant if it finds upon investigation that (1) the financial
responsibility, experience, character, and general fitness of the applicant and of its
members if the applicant is a copartnership or association, and of its officers and
directors it the applicant is a corporation, arc such as to command the confidence of
the community and to warrant belief that the business wilt be operated honestly, fairly,
and efficiently within the purposes of this chapter, and (2) allowing the applicant to

engage in business at the locution will provide accessibility and [PROMOTE THF.J

GSSII 157(140 4* SIMM 5711
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1 convenience for borrowers of money [AND ADVANTAGE OF THE COMMUNITY
2 IN WHICH THE BUSINESS IS TO BE CONDUCTED], and (3) the applicant has
3 available for the operation of the business at the specific location liquid assets of at
4 least $25.000. or. in the case of a multiply office license, that the equivalent
5 amount is available to each office from a central account maintained bv the
6 applicant [S20.000]. The foregoing facts arc conditions precedent to the issuance of
7 a license under this chapter. The license permits the applicant to make loans in
8 accordance with this chapter at the location or locations specified in the application.
9 The license remains in full force and effect until it is surrendered by the licensee or
10 revoked or suspended. If the department denies the application, it shall notify the
1 applicant of the denial, bill the applicant for any outstanding expenses incurred by the
12 department during the investigation and return the bond if tho>c expenses have been
13 paid. The department shall approve or deny every application for license within 60
14 days from the filing of the application with the fees and the approved bond. 1l the
15 application is denied, the department shall, within 20 days thereafter, serve upon the
16 applicant a copy of the written decision and findings. The decision and findings may
17 be reviewed in the manner provided in AS 44.62.560 and 44.62.570 (Administrative
18 Procedure Act).

19 » Sec. 6. AS 06.20.090 is amended to read:
20 See. 06.20.090. PLACES OF BUSINESS, (at A licensee may maintain only
21 one place of business under a simile office (THE) license, or up t0 10 ulaces 0f
22 business Under each multiple office license, flic department may issue more |han
23 one license to the same licensee upon compliance with the provisions of this chapter
24 governing the original issuance of a license.

25 (b) If a licensee changes the place of business to another location within the
26 same municipality, the licensee shall give written notice to the department in advance.
27 Upon approval, the department shull issue un amended liccmc for (THE
28 DEPARTMENT SHALL ATTAC11 TIIE WRITTEN NOTICE OF 111E CHANGE TO
29 THE LICENSE TOGETHER WITH THE DATE. THEREAFTER THE LICENSEE
30 MAY OPERATE THE BUSINESS UNDER HIE LICENSE AT] the new location.
31 A licensee may not change the place of business to a location outside the municipality

SHOI57H CSSB 157(1.AC)
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1 in which the licensee is authorized to do business.
e See. 7. AS 06.20.180 is amended to read:

See. 06.20.180. HOOKS AND RECORDS OF LICENSEES. Each licensee
shall keep and use in the licensed premises (BUSINESS] those books, accounts, and
records that will enable the department lo determine whether the licensee is complying
with this chapter and with the regulations lawfully adopted by the department under

this chapter. The maintenance of separate books and records for another business

8 authorized by the department under AS 06,20,210 is not required. The method
9 of tracking and numbering the loans shall be determined bv the licensee, as Jonu
10 as the system enables the department to perform the department’s obligations
11 under this title. The licensee shall preserve the books, accounts, and records,
12 including cards used in the card system, if any. for two years after making the final
13 entry on any recorded loan.

14 e Sec. 8. AS 06.20.240 is amended to read:

15 See. 06.20.240. LOANS FOR PURPOSE OF OBTAINING HIGHER
16 INTEREST. [A LICENSEE MAY NOT INDUCE OR PERMIT A BORROWER TO
17 SPLIT UP OR DIVIDE A LOAN.| A licensee may not induce or permit a person, or
18 a husband and wife jointly or severally, to split up or divide a loan or to become
19 obligated, directly or contingently or both, under more than one loan contract at the
20 same time, for the purpose or with the result of obtaining a higher rale of interest than
21 would otherwise be permitted by AS 06.20.230. However. a licensee mav enter into
22 new undifTm-nt loan transactions with the borrower or the borrower’s spouse »t
23 a different time m>lonu as the purpose of the additional transaction does not
24 violate this section.

25 e See. 9. AS 06.20.250 is amended by adding new subsections to read:

26 (d) Loan contracts must provide for substantially eijual payments, and the

27 payments must be due at least once a month, with the first payment beginning not later

28 than 45 days from the date the loan is made.

29 (©) If the incgular payment is confirmed in writing by the borrower, and the

30 method of repayment is consistent with the maximum term and annual interest rate

3 provided in this chapter, and if a borrower demonstrates sufficient seasonal or
SHOI57H
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extraordinary income to support repayment of a loan, die loan contrrct may provide
for irregular payments and first payment loan extensions greater than 45 days from the
date the loan is made.

e See. 10. AS 06.20.260(a) is amended to read:

(@) A further or other charge or amount for an examination, service, brokerage
commission, expense, fee. bonus, or other thing may not |k directly or indirectly
charged, contracted for. or received except

(1) lawful fees actually paid out by the licensee to a public officer for
filing, recording, or releasing any instrument securing the loan, or premiums payable
for insurance in lieu of perfecting a security interest if Ihc.prvmitims do no!
exceed the fees that would otherwise normally he incurred for perfecting, filing,
recording, and releasing the security interest, or for transferring certificate of title
to a motor vehicle securing the lien or noting a lien on that certificate;

(2) premiums actually paid out for insurance on any one or combination
of the following: pledged pmjKrty of the borrower, or consumer credit insurance; in
this paragraph, “consumer credit insurance" has the meaning given in AS 21.57.160;

(3) taxable costs and expenses to which the licensee becomes entitled
under general law in any court proceedings to collect a loan or to realize on the
security after default:

(4) for loans of $10.000 or less that arc secured by an jmcrf&Lin
real estate, reasonable costs and fees paid by a licensee for appraisals, surveys, and
title insurance or reports (IFTHE LOAN IS SECURED BY AN INTEREST IN REAL
ESTATE):

(5) for loans over $10.000, whether em gl secured,.bum intern!
in real estate, reasonable costs and fees paid by u licensee for appraisals, sunm
lillc.iiisutiukc murcporlSi aud crvdiLrrpurhi

(0) a late payment fee of not more than 10 percent of the payment that
is due or £25 (S15). whichever is ess;

111 b fcc-lor di=liDi?7rgd .dmi™-noi-lu txiccd £25 for cadi

dishonored check;

(M reasonable attorney fees. mluul.rAittnscs. and ioxh incurred in

SMI57M CSSB 157(L.AC)

. 5% | .
7o re LN i fraJim mer HVACMUI



© 0 N o O A W N R

=S

13
14

16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

connection with the collection of » ddimiucnt debt .or a-.fom,It)Surt_if-.Ihc
collection or foreclosure IS referred to an attorney who is not a salaried employee
or the licensee and the balance then owinu.on dhv_dd>Lc\cireds.$5,QQih

(9) actual expends and costs incurred in connection.with, a

repossession.

* Sec. 11. AS 06.20.287 is amended to read:

Sec. 06.20.287. CREDIT INSURANCE ON OPEN-END LOANS, (a) A
licensee may obtain consumer credit, credit loss of income, and property insurance on
open-end loans under this chapter. Tire consumer credit insurance obtained by a licensee
shall satisfy the requirements of AS 21.57. lire property insurance obtained by a
licensee shall satisfy the requirements of AS 21.39 and AS 21.42. The licensee shall
comply with AS 21.36.160 and 21.36.165 during all transactions with borrowers
involving consumer credit, credit loss of income, and property insurance.

(b) The licensee shall calculate the charge for credit life, credit loss of income.
or disability insurance in each billing cycle by adding to the unpaid balance in the
borrower’s account the curtent monthly premium rate for the coverage required at the
rate set under AS 21.57, using the method specified in the loan agreement for
determining the unpaid balance.

(c) A licensee may not cancel credit life, credit loss of income, or disability
insurance obtained for an open-end loan if tire borrower is delinquent in paying the
monthly installments unless an installment is delinquent for *8) days or longer. The
licensee shall advance to the insurer amounts necessary to Keep the policy in force until
the 90-day delinquency period has elapsed, and the borrower’s account may be charged

lor the amounts advanced to tire insurer.

e See. 12. AS 45.10.070(b) is amended to read:

(b) Except "hen the senicc chanic Is coinpiitctLtm Hn_add -Qn_Qr_simok

Interest hasis, the |TI'E| amount of the refund credit shall he competed according to
the ’ rule of 7Kths*. that is. it shall represent at least as great a proportion of tlvc original
service charge over S25 in case of a retail installment saic of @ motor vehicle, or Sit) in
case of a retail installment Sales of goods other than a motor vehicle, as (1) tire sum of
the monthly or other periodic unpaid balances under the chedule of payments in the

contract beginning as of the dale after tivr prepayment that |[WIIICH| iS the next

OKH 157(14(0 SHOI57H
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succeeding monthly or other periodic anniversary dale or the due date of the first
installment under the contract, or. if the prepayment is before the due date of the first
installment under the contract, then as of the date after the prepayment that [WHICH]
is the next succeeding monthly or other periodic anniversary date of the date of the
contract bears to (2) the sum of all the monthly or other periodic unpaid balances under

the schedule of installment payments in the contract.

e See. 13. AS 45.10.080(a) is amended to rend:

(@) If authority to do so Is contained in the contract or agreement and
agreed to by the parties, the |THE] holder of a retail installment contract or retail
charge agreement may [NOT | collect any delinquency [OR) collection or dishonored
check charges. [CIIARGE OTL1IER TI IAN| attorney fees, court costs, and disbursements
[UNLESS THE CONTRACT SO PROVIDES). In this case, the charge must [SHALL)
be reasonable, and no attorney fee may be recovered unless the contract is referred for

collection to an attorney not a salaried employee of the holder.

e See. 14. AS 45.10.120 is repealed and reenacted to read:

Sec. 45.10.120. EXTENT OF SERVICE CHARGE, (a) Notwithstanding any
other law, the service charge included in a retail installment contract, retail charge
agreement, revolving charge agreement, or other retail charge agreement shall be at the
rate agreed upon by the retail seller and tin: buyer.

(b) This section does not limit or restrict tire method of computing the service
charge, whether by way of add-on. simple interest, or otherwise, so long as that method

is disclosed in the contract and agreed upon by tire retail seller and the buyer.

e See. 15. AS 45.10.220(3) is amended lo read:

(3) "official fees' means the amount of the fees set by
recording, or otherwise perfecting and releasing or satisfying a retained title, lien, or
other security interest created by a retail installment transaction or premiums navnhle
fur insurance in Iku of perfecting a security inlciol if Ihc.prtrmimiis da.npi sacred

Ilie feta liml " tmld uLbcrv bc uurnmlly be incmntd fur ircrfrcliiigi rvturdiuil

or otherwise perfecting mid releasing or satisfying a retained lltiv. lien, or other

security Interest.

law for filing

< K| cr'/Z crrc*-
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RETAILER
Chevron

Firestone
Lamonts
Fred Moyor
Nordstrom

JCPenney

Radio Shack
Sears

Texaco

Zalos

STATE LAW
GOVERNING
ACCOUNTS

Alaska

Ohio

Ohio

South Dakota

Colorado

Alaska

Tennessee
Arizona

Nebraska

Alaska

LEGAL SERVICE
CHARGE RATE

18% to $1,090;
10%% abova

25%
25%
No statutory rate
limit

21%

18% to ~1,000;
10%% abovo

24%

No statutory rata
limit

No otatutory rate
limit

18% t0o 51,000;
10%% abovo

SERVICE
CHARGE RATE
IN ALASKA

18% to 51,000
8% above

21.84%
19.8%
22.44%

18% to 51,000;
variable above

18% to $1,000;
7.92% abovo

22.3%
21%

21%

18% to $1,000;
6% abovo

Tita informctiCT in thI* ch»M !e b»««d upon cr«d!1 tnplicalton* codl*ct»4 >n1994 and 1995.

ALASKA RETAIL CREDIT GRANTORS
CURRENT SERVICE, DELINQUENCY AND DISHONORED CHECK CHARGES

DELINQUENCY
CHARGE
IN ALASKA

-0.
$10

Lessor of $10 or
5% of missed
payment

$10

(-

515

Lessor of $5 or 5%
of missed paymont

-0-

DISHONORED
CHECK CHARGE |
IN ALASKA

$10
$15
$10
510

$10
$10

$15

January 22,1998



THE CASE FOR LATE FEES FOR /.LASKA RETAIL CREDIT GRANTORS

BACK_GRQYND_EQHALASKA SENATE BILL NO. 157

A "late foo" or "delinquency chargo" is a fee Imposed by a credit grantor on on
overdue account. Retail credit customers who fail to remit their monthly
minimum payment by the agrood due date causo the retailor to incur additional
costs in attempting to collect the post duo aocounts. Those collodion coats aro
in addition to the normal costs incurred in oxtonding credit and servicing Lno
credit customer. (One rotail credit grantor operating under Alaska law
eatimatos thooo cosLs to nverago approximately $7.00). These additional costs,
if not recouped by the credit grantor, may show up In higher morchondiso
prices, moaning that cash customers and those who properly mako thoir
payments provide a subsidy to those who don’'t adhcro to agreed payment
torms. Besides allowing tho retailer to offset tho additional costG incurred, lato
payment fees also provide an inrentivo for the customer not to miss tho
payment in tho first place.

Tho best public policy response lo this situation is to allow retailors to assess a
late ptymenl fee on delinquent crodit customora nt on amount which
encouragos tho customer to mako timely payment and enables the retailor to
rocovor the odditiona! coots which it incurs when tho customer dC93 not do so.
Thus the Alaska Rotail Installment Sales Act (RISA) has, 3incc 'ts enactment in
1962, authorizod reasonable late foos on retail installment contracts; that is,
closed-end (3inglo purchaso) credit contracts. Howovor, unlike tho law in over
three-quarters of tho ctatos In the country, tiro Alaska act is silent with rcspoct
to the imposition of lato foos on the now-pievalont rovolving credit accounts.

Undor fodoral law, some credit grantors can and do charge Into foos on rotail
charge agreements. Such retailors extend crodit through a fedorally-chariored
"credit card bank"™ or through a national or ctato bank located in another state
undor whose laws they can legally impose lato chargos on delinquent accounts
In Alaska. Several auch rotailors aro currently imposing iato foos on Alaska
rosidont customors. This puts retailors operating under tho Alaska RISA at a
compoUtive disadvantage because customers will first pay thoie bills with a
late fee. As a result, tiro bills from retailers operating under Alaska law go to
tho bottom of tho stack and thoso from out-of-slate creditors get paid first

PROPOSED LEGISLATION-ALASKA SENATE BILL NO. 157

Tho propoood legislation, Sonato Bill No. 157, would (in Soction 10) correct tho
current Inequity in tho Alaska Retail Installment Sales Act by allowing tho
imposition of a reasonable delinquency foo not only whon a paymont on n retail
installment contract Is lato, but tlso when a payment on n retail charge
ogroomont is lato. Senate Bill No. *57 rootoros falrnous to creditors operating
under Alaska's law and the vast majority of crodit nccounlholdcrs who pay their
bills on time and should not bo required to subsidizo those who do not.



Retail Credit (2 Party)

States That Authorize Late Payment Fee
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Arizona
Arkansas
California
Colorado
Connecticut
District ol Columoia
Florida
Georgia
Hawaii
Idaho
lllinois
Indiana
lowa
Kansas

Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
Neiv York
North Carolina
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Virginia
Washington
West Virginia
Wisconsin

RETAIL CREDIT 12 PARTY)

Maximum Late Payment Fee Authorized

Not to exceed S5.00 for installment less than $25.00, $10.00 for over $25.00.
No statutory limit. Must equal that assessed in at least one other state
Not to exceed $10.00

Not to exceed $15.00

Lesser of 5% of monthly payment or $10.00

Not to exceed $10.00

Not to exceed $10.00

Maximum of $10.00

Lesser of 5% of monthly payment or $50.00

Greater of 5% of payment or $5.00

Not to exceed $10.00

Not to exceed $15.00 adjusted yearly

Not to exceed $10.00

Not to exceed $10.00 or 5% of monthly payment with a $25.00 maximum
$5.00 for installment less than $25.00, $10.00 for over $25.00.

Ceiling unspecified

Parity with late fees being exported into state by out of state banks
Lesser of $10.00 or 5% of delinquent installment

No statutory limit

Not to exceed the lesser of 10% of balance or $10.00

No statutory limit

Equal to fee permitted by National Banks under MN lav/ (greater of 5% or $5.00)

Maximum of $10.00

Not to exceed $5.00 for installments less then $25.00, $10.00 for installments over

Lesser of 5% of monthly payment or $15.00
The greater of 5% of installment or $5.00
Agreed upon amount, no statutory limit
Agreed upon amount

Not to exceed $10.00

Agreed upon amount, no statutory limit

$5.00 on balance of less then $100.00 and $10.00 on balance of $100 or greater

Lesser of 5% of monthly paympnt or $3.00

Greater of 5% of the monthly payment or $12.50

No Statutory lirr.i other then the charge bo reasonable
Not to exceed $.2.00

Not to exceed $12.00

5% ol payment not to exceed $10.00 or 40% of $10.00
Agreed upon amount

Coiling unspecified

Not to exceed $10.00

Greater ol 5% of monthly payment or $20.00

Agreed upon amount

No statutory limit other than amount n ust bo reasonable
lessor of 5% of monthly payment or $5.00

Not to exceed of $10 00

Not initmird as legal sdviM*, opinion of Uxal counsrl should be obtained
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JCPenney

January 23, 1996
TIA PACS3IXILE

Hr. Gaorgo Doner

House Labor and Caaoarce CccislLtteo
State Capitol

Junaau, Alaska

Ra: BPttJtt JiiX .HQt-3JL2
Dear Nr. Dor lor:
At thn request ot Nr. Jarry Rsinvand, £ as faxing the
accoopanylr.g materials for tha use of tho coaittaa members

at tho hearing on House Bill Ho. 119 scheduled for
Wodncuday, January 24t*i.

Sections 10 and 11 of Ucuma Bill Ho. 319 would axond

tho Alaska fUtail Irwtallatnt Salas Act which govam* tho
Penney Company's rotail crodit arrangements with its Alaska
customers. Tho enclosed materrals relate to those

amendments. They Include, with respect to Soction 10:

1) A chart titled "Alaska Rotail Crodit Grantors
Curront Scrvioc, Oolinquoncy and DlInhonored Chock Charge*;"

3) A papar titled "Tha Caso for Lata Faas for Alaska
Ratall Crodit Grantors;"

3) A chart titlod, "Ratail Crodit (2 Party) - Xaximum
Lata Payment Pea Authorizod; and

4) A map titlod "Rotail Crodit (2 Party) - States That
Authorixo Lota Payoant Poo."

Thoy also Include, with rospoct to Soction 11:

A) A chart titlod "Retail Crodit Service Charges
Government Lmpommd Cato Callings;"

B) A chart titlod "Retail Revolving Crodit (2 Party)
Open Competitive Crodit (UrAet States;" and

C) Portions of a report titled "Tha Economic Impacts
of Revolving Crodit Regulation in Wisconsin, April 1995,
including pages 30-32, and Appendix C, Table 2, sad Table 3
which are rafarrod to in thoee pages of tho report and tho
bibliography of the report. This report, which was prepared

Oim! minaaw ‘M m S| &LITS m
i C Om«w, a. (Ol <Umi 00 Csfer* M U



Mr. Georga Dollar
Alaska Riim ch— lttae on Labor and conarca
]

January 199fi

Page 2

for Covemor Toray ThOBpson and tha Wisconsin legislature
and will ba uncd to support of legislation with tha aasa
intant as Soction 11 of R.B. 319 which will bo introduced in
tho currant session of tha Wisconsin lagialatura. In our

experience tbo conclusions in tha "Merchant Credit- saction
of that report ara an relevant to Alaska as they arc to

W isconsin.

Your assistance in distributing those aaterials to tha
coamittan Dashers for their coneldoration is spproclatod.

Sincerely yours,

d | 4k - mG L I ¥ s ~

John H. Andrew
Senior Covorraunt Relations Counsel

Enclosures

cc: Jsrry Roinvand (w/tncl.)
Willias J. Docs n (JCRonney, Anchorage]
rrad c. Lugsr -

Susan Walters Blxo *



SB 157

Purpose: To modernize the Alaska Small Loan Act and to
allow Alaska lenders to compete with out»of*statc lenders
doing business in Alaska.

Resuit: To create and retain jobs in Alaska's financial
industry and to expand the availability of credit to the

Alaska consumer,

Alaska Small loan Act

Adopted into law in 1955: last significant amendment in 1982.

Principal changes:

1. Application fee increased from S400 to S1.000 and
annual fee increased from S200 to S500; multiple office
license created with S2.000 annual fee for 10 offices.

2. Liquid Asset and bond requirements increased to
$25.000 each from S20.000 and 55.000. respectively.

3. Standards for books and records made consistent with
modern data processing concepts.

4. Irregular repayments authorized for Alaskans with
seasonal income. e.g., fishermen or consrrucdon workers.

5. Loan agreements include cost of credit repons. S25
late payment fee and costs incurred In collecdciis.

iIMatka Retail Installment Sales Vet ("ARISA'

Adopted into law ip 1962: last significant amendment In 1980.

Principal changes:
1. Clarifies appropriate costs to be included In loans.
2. Amends sen ice charges for fixed term and rcvoh mg

charge agreements to 1 1/2% per month or 18% per year,
simplifying the current complex rate structure.



MAXIMUM SERVICE CHARGES ALLOWED FOR
CONSUMER CREDIT

(Interest Rates on

CURRENT ANNUAL RATES IN ALL

State

Arizona
California
Colorado
Hawaii
Idaho
Montana
Nevada

New Mexico
North Dakota
Oregon
South Dakota
Utah
Washington
Wyoming

Alaska:

Current Law

SB 157 Proposal

Industry Request

In

Effect In April

Revolving Credit Loan

Assume S3.Q00Q balance

No
No

Limit
Limit

21.0%
24.0%

No
No
No
No
No
No
No
No
No lim it

Limit
Limit
Limit
Limit
Limit
Limit
Limit
Limit
(exp. 6-30-95)

21.0%

12.8%

18.0%

24.0% or No Limit

Consumer Loans)

15 WESTERN STATES
1995

Fixed Term Auto Loan
Assumel.1Q>QQO0pbalance

No Limit
19.2%
16.4%
24.0%
No lim it
No Limit
No Limit
No Limit
No Limit
No Limit
No lim it
No Limit
No lim it (exp.
22.5%

14.5%

18.0%

24.0% or No Limit

Maximum Sarvica Chargaa foe Cradli



RETAIL REVOLVING CREDIT (2 PARTY)
OPEN COMPETITIVE CREDIT MARKET STATES

(NO STATUTORY FINANCE CHARGE RATE CEIUNG)

ARIZONA
CALIFORNIA
CONNECTICUT
DELAWARE
IDAHO

ILLINOIS
KENTUCKY
NAME
MONTANA
NEVADA

NEW HAMPSHIRE
NEW JERSEY
NCW MEXICO
NEW YORK
NORTH DAKOTA
OREGON
RHODE ISLAND
SOUTH CAROLINA
SOUTH DAKOTA
UTAH

VIRGINIA
WASHINGTON

"PARITY* STATES*

(IN-STATE RETAILERS MAY USE HIGHEST RATE
BONG IMPORTED INTO STATE BY OUT-OF-STATE BANKS)
FLORIDA
LOUISIANA
Note: Lagtolabo* wNck mite im iafwwiMinl I*waal rata ooilaga to ctgr—itoy
pantolng la tetto, ~tdtoaa and Mto+aurl. 1/22/M



The Economic Impacts of Revolving Credit

Rewulation in W isconsin

April 1995

James M. Johannes
Professor and Chair

Department of Finance, Investment & Banking
School of Business

University of Wisconsin-M adison



Appendix C
Government and Academic Studies of Usury Laws; Sample Conclusions

"In general various empirical studir on consumer credit and mortgages support
die idea that when usury ceilings arc binding the volume of loans declines, lenders
try to upgrade quality :0 the detriment of lower income individuals and noninterest
methods of compensation increasingly arc employed-1 (James V in Home. Financial

Martel Rales and Flows, p. 222).

“Interest rales have always been an object of suspicion. No Longer is lending at
interest a crime but in most place a maximum rale b » by law. Unfortunately,
the ceiling is often far below what would be set by the competitive supply and
demand market after account is taken of riskiness and administrative expense
connected with small ioacs. The result? Funds dry up. The cheap moocy you
can't get Joes ycu lirde good. Veterans who tried to get mortgages learned this m
the 1950’s. CoDegc students trying to get tuition loans...learned this in the 1960’s
and 1970's.' (Paul Sarauelion. Economics, 11th ed., p. 370)

"We have learned too slowly and painfully that while government interest rate
ceilings may hold down the cost of a loan, they frequently result in a customer's
gcnine no loan at all/  (Peter S. Rose, Money and Capital Markets, p. 360).

A iigmfican: fending by this government sponsored study (Report of the National
C-jmmission on Consumer Finance, 1972) is that ‘Siat legislation especially has
tended to restrain competition and unnecessarily segment the consumer credit
marker' ..the commission studied numerous other aspeca of consumer lending in
terms of their overall effect on the public. Generally, the legislation (such as usury
laws) which v*ks one improvement produces undesirable side effects soch is
reduced credh availability or service— In addition © advocating the repeal of
restrictive sate legislation the commission recommended improving consumer
knowledge and industry competition.” (Robert Edmistcr, Financial Institutions.

Markets and Management, pp. 262-3)

“Nevertheless. a number of states have succeeded In liberalizing their usury laws,
m some cases tying the ceiling rate to a market rate. However, other states have
cncountercu senous difficulties in obtaining revisica. and their consumers have
suffered as a cotucquence.” (Economic Perspectives, Tederai lleacrve fiank of

L'ucago. Scpcréet 1180, p. 17)
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Table 3

Cost and Revenue Ratios for Merchant Provided Credit 1992

Revenue

Percent of Outstandings Percent Cogfnhutipn
Interest 15.10 100
Noninterest
Total 15.10 100
Cosl
Operating 7.28 *U
Credit Losses 3.45 20
Cost of Funds 6.94 39
Total 1/.67 100
Net Earnings before taxes *2.57

Sourer: Ri\ McAlister. ""Consumer Credit: An Introduction.” University of North Texas
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VI. Merchant Credit

Th.s study, ke many others. has fooused primarily on the bankcard market. Another
simtrican: player in me rewlving aadit market s retail stores.  Retail open-end aadit. or
"merchant credit/ isdifferant then bankcard asdit.

\i Tiblc 5 Jstraies. teuj asedit accounts for about 19% of <U outstanding open-end aedit,
hut -3% of il autstanding open-end accounts. The peretration of retail acoounts in this
market attests 1o the importance cf aailability of open end aodit to conanroert and
merchants One reason —*8% of tre locoounts make up only 19% of the outstanding balances
;j thet balances carried on retail asedit cards are typically much smaller. (7E Copital, for
example, repons avenge outstanding balances 0o reail addit it isses for fims like
Montjerrxry Ward. Casual Comer and American TV of about S230. A reoart study by
Processor Ray Mc.\vJistir a: the University of North Texas [8] reports tret over 80% of retail
customers sampled in Cali/cnia had outstanding balances less than SIQO.

,\s mentioned ut Sccson . -hare arc saveral sagwicant differences berween bonkexd and
rend card revenues and eqpenses. Tables 2 and J show du: retailers receive littke fee income
and rely primarily. ifnot eclusively, on finance charges for revenue. They also show dial on
e expr.sc k. interest expense s typically higher than ita on hJikcards because retailers

must borrow money from banks.

Less revenue and higher expenses inply that retailers have a very diffiault dme running
profiteble aredit opcnoons when all they can charge s 18%. Unprofitable operations aeate
duce problems. The HAntts that merchauu aocempt to recover losses on aredit gperations not
by cxarpng higher fees but by charging hifher pricss. The problem this creates s tta: dl
purenarcrs. not jnn aedit oscn. pay die higher prices. As a reallt, cash paycn subsidize
cadit users.  This phenomenon iswell known as the lest quoee In Appendix C from a Federal
Reserve Study of Retail Oredit atiests.

30
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The -ecund problem s tet this can pui loal merchants at a seriaus conpetitive disadvantage
w vim “hey. because of usury ceilings, cannot charge the matte: clearing rite tor retail gpen™
ar. yediL  In this uumion, local merchants must raise prxcs to cover cadit losses such as
those jlusraccd m Table 3. National merdhants, who import rates from National Banks they
hj%e >et up .n other States, charge market tearing rates ax which their aedit programs arc
profiteble. Because the aedit gperations of those raiiotnl merchants at lesst break even a
die higher rates, they do not have to charge higher prices to recover lossss oo aedit
operations. Hence treir prices are lover and put them n a competitive advantage over oAl
merchants.

A thud problem usury limits areate for mexcaints s tint merchants abandon In house aadit
'n raver of bankcards and thereby lose an inportant tol 1 areate customer alkpar.ee. In die

process consurers lose ? laal source of aadit.

Table 18 illstrates the fie: ttet many natioal dains operating in Wisconsin arc aurrently
tmoor . inj these higher rues through treir banicng affiliaies. This raises ar. important Isse.
Local merchants who do not want to play this cash pnee sahridy game can always contract
w In a r.acomal bank to offer acsiit from a neighboring stair. The problem with this s ttai it
rcauts ul the export of aaiil gperations and jdos 1o neiighboring Hates, consumers axe denied
access 1o loal addit, ana loal residents just end ur paying the higher rate anyway. As
interest rates in the economy are aam nsing. several banks have indeed positioned
themselves to provide these aedit sarvicss from states where finance charges ire dereyulnai
Household Bank. Illrois, for example, isses these “private lael cards far companies like
Sudden Sguare. GE COredit issues Home Depot private lael cards through its afliliite
Monogram Bank in Georgia. The list of merchants they provide credit for in requlated States

i\ growing.
L.kc the bankcard discuision above, hovrrrr, h i imporowit to consider two Isses, k| thae

eaouyh carpetition in retal aedit o enture et consumers will pay a fair price foe retail
adit, ind. what has tre experience been on tte reuil xadc when retail rate* are deregullated™l

31



The answer to tte Tint gquestion s ttat most merchants acoept bankcards as vell.  IFte
merchant”s rate s not competitive, consumers will just use bankcards 1o purchase goods.
TI.is i trie of many major retailers like Penney s Sean. Goodyear, Marshall Feld™s.
Limned, ec. In other worcs. for the most part, this nurkei s just as competitive as te
Ovtiakcard ma/ke: because they arc typically one and the same market.

\i for experience with deregulation, a xeem study by McAlmer [8] found tret two yean
alter Washington deregulated open end aadit in 1992. nearly 75% of retailas had not
chanced treir finance charge even though State taw alllored them todo 0. Indeed oniy one
o: the largest eight companies raised its finence rate.  This evidence s entirely censuimt with
ihc view that conpetition dictates the finance charges on revolving adlit, not State Statutes.
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STATE

Arizona
California
Connecticut
Delaware
Idaho

Ilinois
Kentucky
Montana
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Dakota
Oregon

South Carolina
South Dakota
Utah

Virginia
Washington
Florida
Louisiana
Texas

Ohio

Hawaii
Maryland
Colorado
Georgia
Indiana
Mississippi
Oklahoma
Tennessee
Vermont
Wyoming
North Carolina
Alabama
Kansas
Nebraska
Michigan
Missouri
lowa
Massachusetts
Marne
Minnesota
Pennsylvania
Rhode Island
Wes! Virginia
Wisconsin
Alaska

Arkansas

REVOLVING RETAIL CREDIT

ANNUAL RATE CEILING

Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Competitive
Compelitive
Competitive

Market Rate.
Market Rate.
Market Rate.
Market Rate,
Market Rate,
Market Rate,
Market Rate,
Market Rate.
Market Rate.
Market Rate.
Market Rate,
Market Rate.
Market Rate.
Market Rate.
Market Rate.
Market Raie.
Market Rate.
Marxct Rate.
Market Rate.
Market Rate.

Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No
Deregulated (No

GOVERNMENT-IMPOSED RATE CEILINGS

Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed
Imposed

Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)
Rate Ceiling)

°anty (Highest rate imported into state by out of state lenders)

Parity
Panry
25%
24%
24%
21%
21%
21%
21%
21%
21%
21%
21%

21% on 1st SSGO. IS!, there aner.
21%on lit S750. 18% there after
21%on IstSIGOO. 14 4%thete alter
21% on 1st $500. IS% there after

20 4%
201k
19 8%
181;
(8%
isi;
18%
181;
18%
181;

IS% on 1st $1000. Frdenl Discount rate plus 5 potnu there after

(currently 10.251* there after
Federal Discount rate plus 5 points, tcurrc. 'ly 1025%)
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600Anian B>
I taRowrdl PO.Bor il
vice President Avco %NM Mew. CA a2 T 1
Einecar . financial 44477311
ananmr** Affii.M Servioss. FAX 7:44457167

Jnmmxy 31.1996

Members of the Alaska Stale Legislature

Stale Copitol

Juneau, Alaska 99801

Re: HB-319 and SB-157

Dear Members of the Logisuntre:

Avco Finacial Servioss, who isheadquartered inCorm Meta, Califomiabut has an operating
branch located in Anchorage, supports HB-319 and Si3-157. These billsmake crrtam positive
changes by updating thc _Alaskan Statute™ that affect small 1oam and retail mx iLiireut
trasctias. Hpassed into law, these billlswilll hellp both the Industry and the consumer.  Their
passage will also allov lunhcr expansion of our services within the State of Aleda.

Iwant to thank the members far considering these billls and would like t© urge hoir passage

Sincerely,

Il Lee Ronell

HLR:cb

oo TOTI* 1v<g,



SB157-&J1B319,

Purpose: To modernize and up date the Alaska Small Loan Act. Expand the
availability ofcredit to the Alaska consumer. Allow Alaska based lenders to compete

with out-of-state lenders who import interest rate structures from their home states

into Alaska.

Result: To create and retain jobs in Alaska’s financial industry. To provide more local
financing to rural communities. Provide credit to a broader base of Alaskan consumers

who other wise might not have access to the credit they deserve.

Example: Monogram Bank of Georgia currently provides financing for customers at many Audio /
Video dealerships inAlaska. Lets say the dealer runs a 12 month no payments, no interest financing
special program for their customers. The dealer ischarged, and must pay 2.5% to the Georgia Bank
on every item that issold, and financed under the special program. IE: Dealer sells a big screen T.V.
for S4000. Dealer willl receive a check for S3900 from the Georgia Bank. Hie dealer must pay
S$100.00 to the Georgia bank for the use of the special program. Thc Interest rate the customer will
pay later ifthey do not pay off the contract Jurtng the special financing program is21.84% w ith the
Georgia Bank.

Alaskan lenders offer simillar special financing programs. However, the cost to the dealer s 10.5%.
Dealler <ells a big screen T.V. for S4000. Dealer will receive a cheek for S3580 from the Alaskan
lender The dealer must pay $420.00 to the Alaskan lender for the use of the special financing
program. Interest rate the customer will pay later ifthey do not pay oil the contract during the special
financtng program sapprox. 12.9% with the Alaskan Lender.

Georgia can import It’s rate structured .84%) into Alaska. Die Georgia bank charges a lower
discount to the dealer ship for these special financing programs. The Jcalcr chooses to do business
with the out-of—state lender as tt isclearly more profitable. The Alaska lender can not match the 2._.5%
discount structure given o the dealer by the Georgia hank due to Alaska’smore restrictive rate

structure (12.9%).

In the above scenario the retail Jcalor docs r.ot even have the Alaskan lenders gpplications on the
countter Die dealer ship docs not want the customer todo treir financing through Alaskan lenders
because the Alaskan lenders cost the dealer more money .



Evidence of Competition in

Deregulated Markets

There b ample evidence tiint competition doet work in the urea of
ruttounicr credit finance charge ratci when market* arc free from
restrictive ulaiutnry celling*. Sl rate* riar w th* legal ceiling o™
D wdinr trat ciltt  » below the level required tn recover )" the
reela of providing credit Krvicm.

mm/Zirlilum /et irYA At Kvideoce to thia effect b available fiotn a
area </ urtjimter ru ilit fln*nr>" number of »ourctt. For example. In
iharje raicx ... Kentucky, New Hampshire. and Oregon,

celliuga have nrvir hern inipoaed on retail
credit card*. In theae »lalet without el

<>



ings, competition ha* nlwnyn provided
creditworthy ennaumers with ample @up*
plicA of credit ni a variety of mtm. For the

In them' $1*1*”i irlthnut rollhttf*, turn most patt, finance charge r.it« in these
petition sk ninny* provided unlit ilirstate* hnvc been comparable lo the
northy cnnilWiet* tilth tm/tb" mtpplh-s most common aUitulnry ceilings (omul ina
ttf (tnlit nt £ Inriely nf r.itos. majority of other stares. Until ahunt 1980.

Arizona Idaho
Califomia Ilinois
Connecticut Kontucky
Delaware Ixmiaiann™
D. of Coll Maine*
Florida* Maryland*
Hawaii™* Montana

ilnl leel wan 17 percent. Since then, the
prevailing rale, where alloned, hn* risen
o near 21 jierant.

More recently, cvidenre he* been obtained fmm other states
which ha\c ”’(hregulated” »*tll finance daig*- rates - that K,
where nil stnluton ceiling* have been removed. Asof April, 19>,
there were tw.rnty~«tgit I2RI1 Jurisdictio™ without any ceilings or
wher*- r~iilny* wen- at lesst 21 percent. There are as folloas:

1 ECfectivo about 0/15/95 *Effective August 1, 1995 “25% Ceiling

Nevada Oregon

New HtimpBhiro Rhode lulnnd

New Jcracy S. Carolina !

New Mexico S. Dakota j

New York Utah \

North Dakota4 Virginia

Ohio* Washington

124% celling ™ ’Parity* stntea-ralc out equal that Icing charged by out-of-

state fxmi

Alabamal Indiana Nebraskal Term*****

Colorado Kxnaaa* North 001011110* 70X08*

Georgia MiMisaippi Oklahoma Vermont
Wyoming

In addition lo these twenty-eight,
there are thirteen state* where
retail finance charge ceiling* are 21
perrent. These are likted here;

lLower talc toquircd OU la/gvr buliuicea. 1 Haute rate
18%, but law allows d $2 per month charge,
producing Lht equivalent of 21% on balance* up lo
WOO. * Anothar eparity’ etau wher* law allow* =
rat* equal to that baing charged by out'uf-atalc

firm* up to a maximum of 21%.



Mg«
eunr., nfrruil rtrttU tn hr ,,.r,F

Hr. Hay McAllUer of tic University of North Tcxn* completed n
atndy in 19A8 nf ritftai finance charge rite* aut] other credit term*
iti otdrr. which hod ceilings of 21 jwrceni or more (including those
willi uo ctllupl * 31 a/tea el « lImt lime. The ntndy
documented the term* in effect on mure than 1.300 different retail
credit plan* representing over 13,300 rclsil “lore* and almost 70
million cuitomer acooiinta.

F.vidmre farta tin ss»anPeli »ute* without ceiling* at that time
showed that nwtnmera In the™* »tnte* had a total of twenty 1201
different rate structure* from which t choose. Il no atate were
there Ttwer Timn five different rate* charged. In Califomia, a tolal
of lldi lovwo 113) differant rate* were being Imposed. More than AT
percent of all rote* were Icm lhan 22 percent; the average rate
charged wa™ 20.8 percent # =lighily 1 F_.SSTHA_N the average rate
imposed In the eleven state* with 21 percent celling® 120.9
jpercent!.

Siniihir pattern™ wrr<foiinj in the fourteen state* where celling®
were 21 percent or * tore In thrv. the number of diffirenl rale*
1] ranged from five to eleven; the average rate waa 20.0 per*
oant.

Clratlv, cun«ume;a Inetalm without ccPing* or where ceilings are
« lexd ?t Nifeni, h»\r ample ehoire* a* to the source of retail
credit o be naed. In addition, of course.
customer™* rotdd choose lo ua* any one of a

on,.men tn .ratet rithn,t ef/. Ur*t number of bank aedllcarda. most of

httr *tnrtc hnlcr' " tn thn %

* mewhat dli/erentl)
ffom r,,ul |rardt XhtM. the market seem®v

- levbe working In that a large number of

altermative* arr available and at price*

whbh. fr* thr m«*t part, are reasonable in ligt of the coal iI*
"+eg=. *which have *cowrTed in the past ten to twonty year™.

— m -
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ENATE COMMITTEE RE]J RT

First Committee of Referral

DATE: 4/12/95 FURTHER: [ \Finance
Date of 5*Day Notlco: 3 M M ) DATE TURNED

(in accordanco with Umiffefm Rule 23) INTO OFFICE

Labor and Commorco Committee considered SB 157

Regulation of small loan and rotail installment transactions.

%

and recommends: Senate Hill
IV saec tite

I | be replaced with _ C SillL H | Jnew tde
House Hill

| | adopt previous _ CS same titke
tednical tte

| | attached amendment!s) new SCR*®

| | adopi Ixtier of Inicm h> . Committee

| | further referral lo the Committee

ticfsrfirvm tatr Zero fHAl UrtwrvM U»v Ten* fttcal

oceo jo o
=
I | \ITRG>RI ST10S - no fU*J note *<ink (W*1 Nil



FISCAL NOTE

STATE OF ALASKA BILL NO. SB 1S7
1995 LEGISLATIVE SESSI0ON

R#>t*on Del* Department Allotted Commerce and Economy Devetopmom

RwuUtwn o>Sm=>i Loan k A JfIttIM fli Transxtwns BRU fonfcng. Secunfrs art Cowartne
Component Ba~ng Setul*M art Coaxratans

Sponsor Senate Laby end Comrwc*

RogweMor COMPONENT SERIALND. J22

ErpendituriV//RewnuM: Flhouvinch o<Do*ax;
OPERATING EXPENOfTVRES fy* FYy 97 FY M FY 99 FYOO FY 01
PERSONAL SEI> iCES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 9 0 0
SUPPLIES 0 0 0 0 0 0
EOLHPWENT 0 0 0 0 0 0
LANO| STRUCTURES 0 0 0 0 0 0
GRANTS. CLAIWS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATWO 0 0 0 0 0 0
CAPITAL EXPENDHTRES 1 P 1 o 1 o 1 0 1 0o 1 0
CHANCE IN REVENUES () | 0 | 0 | 0o | 0 | 0 | 0
FUNO SOURCE FTooourOt dFDcikw
iaC? Rk *c( 0 0 0 0 0 0
1CC3GF WUXN 0 0 0 0 0 0
10MGF 0 0 0 0 0 0
1006 GF-Progrm R Ge» 0 0 0 0 0 0
1006 GF UMTIA 0 0 0 0 0 0
Ootw 0 0 0 0 0 0
TOTAL 0 0 0 0 0 0
Ethete ofcumnll ytdt FTK) co*L J O
POSmMOKC
FULTWC 0 0 0 0
PANT TIVE 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

tv Wltof Kr>;»ya> ~ C ¥/ . pAr*
6if*m hart* anaCeranagft ~ Y s D*» v
ACTw»>3 pf Gorrni*criy 1 & » /el

JCsce*:* ledliSCESc

PHIBAALR TO Pf!QVCC AIL CWTRHIUTXW COP<S TO OOVTRNORt LCCrtLATTVt ofTK t
fv ]T# Shefrtiifer r*:r-#ii:n tail f» Gemmor* ttoMwm 0*»

ffn "OW TLAu-MiW A Phl



FISCAL NOTE

STATE OF ALASKA BILL NO. SB 157
1996 LEGISLATIVE SESSI0N

Rovlt»on Daw; Doparlim*nl Common* and Economic Oovoiopmool

Titto Roguiatton o<SmAIl Lo and Ralail InatAllmanl BRU Banking, Soai/Wot And Corporations
Transactions Compononl Banking. Socufltkw end Corporations

Sponsor So ilo Labcx And Commerce

Rcxjooslof Sonnlo Latxx and Commoito COMPONENT SERIAL NO. 1233

EipoodAuroft/Rovpouos

OPERAT1INO EXPENDITURES FY 97 FY 86 FY 09 FYOO FY 01 FY 02
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND A STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING co oo co oo ©o 00
CAPITAL EXPENDfTURES 00 00 00 00 00
ICHAMOE IN REVENUES 00 00 00 00 00 00 I
FUNO SOURCE (Thousands ol DcAars)
1002 Fodoral Roccc*s
1003 GF Malch
1004 Gonoral Fund
1004 GF/Program R«o<*» "
1006 QFMHTIA
OtNor
TOTAL 00 00 00 00 00 00
Estirrwrlo oT Any currant yoar (FY 06) co«l. S 00
FOSTTIONS
fulltime
PART-TIME
TEMPORARY T
ANALYSIS (Ar~ach a v*>4raH> pago | nocotwry)

by w N f K¥\p»tIXK oracso 4AV2421
0 *»«cn liAn*ry} S« \xTo« a/vl Cypyabon* I>Mo

i N

by Gwrwrasvenw Wit amL , TS DMA /- 7/ +*6

Agprcy C<ynwie and \ YVIMC Dtrmogysmen<_
pnePAfien to provto* all o»*tiikut»n copies to oovernorb leo« lattve o ffice
fot iw fPw retsrr*u,n ca» trxo O VONYY'S i 0V«

Pago 1 of |









ALASKA AEROSPACE DEVELOPMENT CORPORATION

KODIAK LAUNCH COMPLEX BUSINESS PLAN

Thu document re tewed And gproved by

KPMG

By Accepting the Kit Buwiext Plan tOf rrview, you are JK'reir** Out you will not provide
topiet N0 Uurr inloemaiRrfi  *ttame«) withm the Buwnevx PUn to anyone without

exprett written prminuon from AAIX..



PETIVE SIMERY

The Alaska Aerospace Development
Corporation (AADC). a public corporation of
the Slate of Alaska, Is proposing to construct a
commercial spaceport, the Kodiak launch
Complex (KI.C). on 3.100 acres of
State-owned land at Narrow Cape.

Kodiak Island Narrow Cape is an

ideal location for launching small

satellites into polar, high inclination and
Molmva orbits The development of

the KI.C has been supported and

encouraged by the State of Alaska, the
federal government, the communities of
Kodiak Island and private aerospace
companies

The market for small satellites in polar
low earth orbit (LEO) promises to
explode. Numerous tckcommurocatiom

AADC has undertaken a comprehensive

environmental analysis of Narrow Cape, ami

has conducted numerous community meetings

on Kodiak Island to discuss the effects of the
KLC, AADC expects to have its federal
and state permits completed and to begin
constriction of the KLC some time in
1995,

AADC has been awarded a total of S1.85
million from the U S. Air Forte for the
design and development of the KLC.
AAIXT has received industry cash
contributions and contracts in the amount
of $310.000 and services it csrtmares
worth at least S5 million. Aerospace
companies across the country have
contributed technical data and assistance to
the KLC design. Alaskan companies have

companies have committed
proposed launching 'Thit bunch «< hit contyrnir pofential he substantial set.ices
LEO constellations Koduk Mir could pottiblv hr ihr bed polar to the KLC

of small satellites for ~ Launch Y%tr including the
global mobile J1 K VsMtne () provision to AADC
communications t - Mj'n-ila Cn*paral«o®  of clectncal power

systems, and the first

Launches of (hose satellites are scheduled for
1995, The KLC is targeting replacement and
replenishment launches for those
communications systems, as well as launches
of small polar<xt*ung federal, scientific and
remote sensing payloads. with over 170
launches predicted tn the nest ten years
AVIXT expects the KIjC to support ux to ten
Launches per year by the year 7000

The design and siting of the KLC facilities are
complete  The KIjC design represents the
stairof (he art us Launch facilities ail weather
in-door processing. flexible. economical and
mnUXoMr to all sxtneM small nxlet Launch
vehicles The krwrt dcselopment. operation
and maintenance costs he the k1jc will
translate into lower Launch costs for K 1jc
customers. »ho will enjoy the KLCs world
class Launch facilities urarepc location and
supportive community

_ ' ~and telephone
connections and installation of the enure
telecommunications infrastructure for the K1jC.

AADC is seeking a loan through a capital
budget appropriation of S18 million to pay for
the construction of the KLC. AADC proposed
the following terms: a 20 year loan at tern to
three pen *st interest with no interest or
principle payments for the first five years
Although AA[XTi market analysts indicates a
revenue attain capable of supporting a
conventional loan, these terms will gjve AADC
the flexibility to rrspsod to unanticipated,
below market prvesng from competitors

lea this investment. Alaska will boast the first
»p*.cp*tin the I S indcperklenl of
Department of Defense controls and
operational conflicts. with stateof dvr ut
facilities and a low<nu fee structure  With
apprmimately four launches per year, the KLC



will break even - covering .ill of the KLC's
operating expenses and the debt service on the
appropriation. At six launches per year, a
target AADC believes to be conservative and
attainable by the year 2000. AADC expects t0
be able to fund all of the KI.C operating
expenses and debt service on the appropriation
as well as AADC's operating expenses.

The henctils of the
KI.C will be
significant.  KLC
operations and launco
activities will bong
more than 100
technical personnel to
Kodiak for 30-*0
days for each launch,
use skilled and semi-skilled servces on Kodiak
and elsewhere in Alaska and inject as much as
S5 million per year into the local economy.
Educational opportunities relating to launch
activities will be available for Alaskan
elementary, secondary, undergraduate anil even
graduate students Spin-off businesses arc
expected to provide further economic
diversification, exploiting Alaskas scientific and
engineering talent and facilities, superior

(hr Air Force Dua

arrmpacr

¥ support Ihr proposal submitted by the Alaska
Arroipacr DreroPmmI Corporation &AA,DC) (or
Lite Space Launch
rant program. Numerous Alaskans ..-and (hr
ayor at'’Kodiak Island Oorough hasc shown
their stron? commitment to brin
aunch capability to Kodiak.*

location for warehousing and shipping, and
need for remote monitoring ami satellite
imaging services.

While this business plan presents the KLC as a
Stale-owned and operated facility, it concludes
with alternative exit strategies for the Stare: the
Stale may contract with a pnvatc company to
operate the facility;
it may jointly
venture the KLC.
or it may sell the
KLC. xccss to the
facility, or an
equity interest in
the KLC to third
parties  Any of
these and other
approaches will be considered by AADC.
AADC will continue exploring such
opportunities with major L'.S aerospace
companies  Such a transaction could transler
operations of the KLC to the private sector,
leaving the State with the oversight
responsibility, easily handled by a single
regulator who could be located in the
Department of Commence and Economic
Desrlopttmr or elsewhere in the Stare
Government, eliminating the need for AALXT

acilities

dual use

Sent0" Ted Str-wm



Ground control

in Fairbanks, a sm:ill but significant
opportunity in the space business

As Alaska's oil bonanra at I'rudhoe Bay Iar{s out,
thf state must > alert for economic oprr])ortunr 1eS of
any strrpe no matter how small or unconventional

théy ma
Ost{alnrlblgnks It home to one Intriguing Sspace-age
It ap gars to be "he best place on the continent for
ataen{rg olar orbit satellites and relaying satellite
ata {0
Farrbanks advantage romes from a %rmple fact of
geography The farther north YOU are. the longer you
can_communicate with a satellite |n polar orbit
That fact grves Fairbanks an eﬂ eon two count
Frrst any satellite, no mgtter where it's launche
nees occasrona orbrt a Justments to keep from
fal rngC ﬁ to E:ﬂ Second, n er you can
cont t th* satellite, the more ou can
download" from it
Having gocd air-cargo service, as Fairbanks does,
rs another h)l s Some’ satellites generate so much
data. Its cheaper to_pnnt ouf the Information and
tuo alr ¢argo, instead of using more expensive
te com unrca 10rs
s o n Seibert, head of the state's Scrence a
Technology Foundatiop, sa¥s of Fairbanks '
farthest “north crtg h a decent arrport
unXlersrt and a ftu rlromrt)uc%r b tbl
ready, one firm wants to prin rtable
satellite c)ommunrc%trons unit to Farrh nl ks, agc 8 g
t[o Plat Ladner, head of the state's Aerospac
eveo me
Phrnlgs t tpwrth a little heIP from the stat
%arrbanks r:ot d ter a Iot more bu% nes% rntt e fiel
hai's evelopment authori
e to Y)VurYd a steﬁﬁte servPcrng o?rce a?l V\here
Such a building would spare each firm from havin
et.romng an ﬁermrt armrovals an

t0 toriale a Site,
rnstal communication lines All a sat lite busrness
would have to do Is show up at the otfice park, g

m ita computers consoles and satellite duries and
would e read go Rental fees would cover the
state's constru tron nd maintenance costs

The spacr authorrty wants to Hart small, perhaP
with only two offices. *nut it plaps to choose a slte
and a design that will allow "aading “offices" at
demand warranta

Mr Ladper says the space authority seeks . 17
million n front money to pursue the Idéa Funding
soyrces. might includé the [t .laturv 1he Alaska
Industrial De-relopenent and L .tor \ulhority or
perhaps even 10*al government bonds

Compared to the p?tentral ain, the cost teems
rﬂodest an the rrskw Iwrthgr fce ptable bound
the variy jet age. Alaska s subpolar 1ration ena Ied

%horage to become the Air Crosrro ﬂ\ot the

rhaps “space »gr opportunities will allow Fair an a

Io become ihe "Satellite Crossroads of the World



nrirtu-oo *c\ iowui mn soltftifc 5 Hen 1-uiNJ rHA MJ. dtW &ti

%

A laska Sciences, Technology Foundation
“ Putting Innovation to Work for Alaska —

Memorandum

To: Roprosontatlvo Mark Hanley
Chair, House Finance Committee

From: Arilss Sturgu/ow skl
Interim Executive Directories’

SUBJECT: Budget Information Roquoslod

DATE: April 26, 1995

Thn following h budget hio/matlon ragvaitai by yoor committaa. M¥>bant utihrad
Sana(a numban thrt thay ra/iact morw tvn*>y Inform*boi than whin (hi FY$6 budgrt
was Suhsrdttvd to tha Goww/nor.

Wth Yrtthout
IRCWF LRCWT
M| 1k
Lslimtttd farrings Rasarra. 6/30/56 3.723.3* $.308.0"
CitJmatad FY96 Cartongs L20Q.0 7.300.0
m iu ILZM .9
UnbrarsHy Agriculture Station 3.000.0 3.0000.0
Aarospaca Daratofrnant Corporation 511.3 511.3
ASTF Optrating tSanata FY96i 1.287.5 1.282.5
ASTT Grants (Sonata FY96/ _ 5.217.b\ 52174\
Additional Grant 1'i AvaiatAs (or Appropriation /%6 iU JN\ uJuLzl
IQM 3J PuS 219
lota! Amounts AvaXatla tor aX Giants to FYS6 6.129 b 71.714.2

'Rartiad atumsta of ASTF FY95 and rY 96 tartw*gt bajtd n,tinlofmttion p/orldad by
Mr. huihra on Apr! 26. 1935

4500 Diplomacy Or/vt. Suita 51S. Anchotapa 39508-5913

Talaphontt <9011371-4333
fax: 19071 214 6123

r.ualuj
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locxhckd atmrr/*

April 25, 1995

Fa! Landner

ExocuOyo Dfrcder

AlJaakn. Aercapaco Development Corporation RECEIVED
3601 C Street Suita 1400

Anchcrago, AK 99503 APR 2 j 1995
Dnar Pat Ans'd........cccoeuvee.

Rtlatimo 1 lotyou kng$vishat progreaawo have made indeveloping « buoimac --—
- —"otnirtegy for tha Lbefctiood Martin corporation relative totha launch ccmptax at
<" Kodiak Islad.

A* you know, ahw my viat to Juneau InMarch, Thavo had sevoml dteojnejons
wi'th toe bodnesa development conmunity intoo Information nod Tochnot™egira
Sector. My alp reportw u briefed to Mr. Teeta on Aprf 5 toby Gary Mann Vbc
President Bmtrciw Development.

w . .
On Apri 12 k.wo had ameeting todiscuss toe Information you prevfocod during
yoor vigrthorn on Axill 6 th At toal meetingw s dedd”d toot tocro was more
information noodcd relatinve, 1o too faoultdes *: Wallope Iriand and on
understanding cFwhat NASA may want to do with thelrgperations. The
attoodooc wore BQ Derdodc, Gerry Stanley, Jerry Falan ,Mike Jchnacn. MiKo
Zorofaky; Kon Branch, and me.

Wo went to a meeting with too Technical Director and the staff atWallcps Islad
cn April 10 to. and tiw routs cfthatmooting are genormifry toot there sa
business opportunity at that lacftty 3 wo take too came approachwc ere
ccrlormpiating mibAlaska. Inour estination, when wre couplle too two stes
together tooy mak» a very stirecdve cppcrtunly for toe corporutfan.

That meeting was aOsndod by deny Felttih, M3co Johnson. John Bemhdol and
me.

The planawu are developing tatomafy ore being dbcussod at toe highest «awlc
cf im Lockheed Martincorpcretin. We have had severe! meetings w<h key
business dovefopment pecpie from three of the major sectors and hope 1o
Include toe forto soon.  Ingereral terms wo are evaluating toe business pctanul
of too ItS* and win tnako awcommoodBt.-cn tOtoo corporation on hew to boat
develop a partrership nth toe states cFAfau*a and Virnla tret bmutually
bereficial for al concermed. Ono cFourgcab ito have aotrol of our own
doatinywhen ltcameo tobunch d o avaulabOy nnd coSL We aurrectfydo ret



havo that ootrol 1fcig a government range and wo look upon th launch
fad_tfoa at Kodiak and Waflopo ac fl\ehicle farachieving that goal.

Wa met again cn toe Al 24th nTTwevire to report on too top toWallops and t©
assign action it tartoo next phase cfour evaluation. Our ach.cdulo of events
will take ua 1o a presentation to Mr. Tclop and Mr. Augustine by the first of Juno.
At trat tin* fj hope to hava direction to complete a more detailed study and t©
open negeflatiorw with Aleak* and VIrglnia/NASA atWaJlope Islad. The
attendee™ vwortr: BUI Malan™ (SASMS) . Mary Shiteh (SASMS), Jeff Snydor
(SASMS), Bl DerdockfSASMS) . Axel Honl (SAGMS), Ren Sobolino (SE.SMS),
Gerry Stanley (Spodnl advisorto Gory Mam -1ATSS), Devid-SQs Drown
n&TSS), Jorry Fofln (IATSS), Dinty MccmfI-SSHATSS), Bob Atkins. (Manned
Spaco-1ATSS)MDcD Johnscn(SASMS) . MD® Zeroteky(IATSS), Ken
Brar>ch(S&S\MS), and mo.

Ourfoaa today isocrooshai limited and wi axpand as we *YchKnowiodgo and
understanding. We aro lodking at becoming an adviser tt Alaska nnd Vtrymia
during Activation of too Imncfc compUwees and Ground station ard texatake ow/r
-as 1o gorating contractor tar tho data. Wo ant considering a State Cwnod
* CcntractorOpenrMd FcSIty(S0CX)}-

I"msurayou can gppreciate tol wo am doing™s rory sansxtiro tranm a cudnor*s
standpoint so Iwould askyou to be disorooi nyour dscunslcn with ctiere.

We willknee you Wormed and Tyou have any questions please ool free to il
me any tino.

Stocnrofy

Charioc M. Rosh

Manager , Advanced Prograrra
Canaveral Launch Cpemtiorrj
LOCKHEED MARTIN
(407)QS3-6B68



SECRETARY OF THE AIR FORCE
WASHINGTON

SAF/AQQS(M) 31 Mar 95
1060 Air Force Pentagon
Washington DC 20330-1060

Mr. H. P. Ladner. Executive Director
Alaska Aerospace Development Corp
3601 C Street. Suite UOO
Anchorage. AK 99503

Dear Mr. Ladner:

| appreciated the opportunity to meet with ihe Alaska Aerospace Development

Corporation (AADC). Governor Knowles, and key members of lhe Alaska legislature

As |l explained in the meetings, the Air Force's Rocket System Launch
Program (RSLP) is actively pursuing a contract with AADC. RSLP has taken the first
step by issuing a work order contract to AADC in order to define RSLP requirements
and AADC's capabilities. The next step will be to prepare a contract for up to 15
launches by RSLP from the Kodiak Launch Complex (KLC) over the next five years.
| anticipate that with the approval of the Department of Defense budget in October
1995. RSLP will be able to book and pay for up to four launches by January 1596.
However, before AADC and the State o( Alaska can enter into a contract with the
RSLP program, the Air Force must be assured that the KLC has the commitment and
support of the State of Alaska, including financial and olher assurances that it will be

completed and available to support RSLP launches by the first part of 1997.

RSLP is exated by the progress that AADC has made and tho extensive
support that was displayed last week for KLC. We will continue to work with AADC
and the State ol Alaska to develop the KLC into an innovative and efficient launch

S<te sorvmg the most exciting part ol the burgeoning launch market

Very Respectfully.

CHARLES S. PUGSLEY Ill. Col. USAF
Chief. IC8M Modernization Branch
Directorate of Long Range Power Projection.

SO F. Airlift and Training Programs
Assistant Socretary (Acquisition)



Low -Rank Coa

Production/U tilization

Conceptual LRCW F Cotnmcreci.il 1'l.tni
Non-hazardous quasi-liquid

replacement for oil.

Made from LRGs by Energy &

Environment Research Center’s

(EERC) hot-water fry ing process.

Non-evaporative, permanent
moisture reduction, prxxess simi-

lar to pressure c*>oking.

I hghly reactive fuel that ignites
rapidly and hurri* completely

with a stable flame.

Requires onlv minor boiler tmxli-

tications ami ha* minimal derat-
ing.
Process proven in EEIU pilot

plant, now reads lor commercial

demonstration.

W ater Fuel (LRCW F): “Environmentally Friendly

Benefits to A laska

Increases Alaska’'s coal exports.
Opens the Beluga Coal Field.

I million tons per year (tpy)
commercial LRCW F plant means

about 250 new primary jobs.

“Value Added" natural resource

creates higher paying jobs.

Incensed State and Borough rev-

enues.

I lelps reduce U.S. balance of pay-
ments to some of our largest cred-

itor nations.

W hy N ow ?

O il production is declining and
other resources must be devel-

oped to sustain economic growth.

Environmentally sale altcrtui

fuels are needed.

Commercialization of U.S.
LRCW F technology by foreign
developers would reduce or elim i-

nate benefit* to Alaskans

Environmentally Friendly

Unlike petroleum based fuels,

LRCW Fs are non-hazardous to

humans, flora and fauna if spilled.

Eliminates the risk of multi-

million dollar cleanup.

VAIr: wltmicfk

Safely transported in single-hull

barges or tankers.

Reduced liability insurance.

Ultra low sulfur Ala*kan *ubbuumi-

nom coal, give* low SO x emissions

Eliminates dust and spontaneous

combustion problems with LIU

handling.

Fuelofthe Future?

M arket Poten tial

Competitive with oil at about

$ 17/bbl and bituminous C'WF.

Consumption by Pacific Run util-
ities alone i* equivalent to over

80 million tpy of LRCW F.

CW F market expected to triple to

9 million tpy by the year 2000.

Developing nations with low-
rank coal rese «fes will seek tech-

nology licensing.

Testing LRCs from around the
world at Alaska* technology

«.Lmonstration facility.

[A [ ¥ sk iVA'fn*" e

ta Uycr




Demonstration Project

I'H

Confirm the economic viability
of producing & utilizing Alaskan
LRCW F.

Provide LRCW F* 10 potential
users for product acceptance and
to instill user confidence.

Pave the way for LRC ’'use in the
Pacific Rim .

University of Alaska Fairbanks
will be the host Mti for the
demonstration project

Plant will become a long-term
coal development and dcmomtm -

tion facility.
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Funding Requirements

e Three yeardemonstration project
to be funded by:
»U.S. DOE - $:0.25 million;
» State of Alaska -$1,985 million;
» Ralan:e ol funding and
equipment provides! by

Alaska CW F, Inc.

Alaska Coal-Water Fuei. Inc

Corporate rvirs:
» Energy *yd Invinninu ni.il Re-natch

Center
» ThihdliCo.il Mine. lik.

Cimxmium A ffiliate *:
» Al 3PH\ IMI« fFforetny
» Akuij Industrial Devdofmetu &
FNosxrt Whomy
» AU*L» S.:nur & Technology SL
RttiM pn
» TVluga Cool thjxiny(PUcchnmc&

US.Inc. & Cool Inlet Recum,

Inc)
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LOW RANK COAL-WATF.R FUEL
(LRCWF)
demonstration project

Questions And Answers

1.) whp wl 11 fund .project?

= Alaska Sclonco 6 Technology Foundation (ASTF) 53.6 mi 11 ion
Fedora 1l (DOE) 10.3 mi 1 ion

Alaska Cool-Water Fuel, Inc. 8.1 mill.on
122. mi 11 ion

* State (ASTF) funding grant will bo contingent
on rocoipt of 510.3 million in Federal dot lorn.
Mo Federal 5. then ASTF grant lapses and no State
funds spent.

2.) Will State and Federal funds be paid back with successful
project ?

Yes. plus interocl (rate yot to bo negotiated).

3.) what are short-term benefits of project?

A 54 million Stato investment will bo leveraged into a
522 million project which will be constructed and
operated ovor a three year poriod.

With tho except ion of 5Smi 11 1ton purchase and fabrleal ion
of oqulpmoni alt remaining project monoys will bo
exponded iIn Alaska.

During tho IB month operational period, the project will
creato approximately 23 new full-time jobs 1iIn the
Fairbanks area.

The project will be located at tho University of Alank.a-
Fairbanko. Tho manufacturing Tacilities, which have a
value of approximately 17 million will remain at the
university and be available for research purposes af*or
the demonstration phase has been completod.

<.) What are the long-term benefits?

The primary, Jlong-range objective of the Demonstration
Project 1is to creato an economically viable means to
develop the beluga Coal Fields and to be able to compote
in tho world coal market.

Development of a commercial scale LRCWF plant, dock and
related infrastructure would be a 1200 million project
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6.)
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and taka two or throe years to construct.

The LRCWF production facility would create » major value
added Industry and also 1increano Alaska’s total coal
exports.

Operation of tho commercial plant and mine could create
about 200 new, TfTull-time, permanent Jobs.

who will own the technology?
Alaska Coal-Water Fuel. Tnc.
Vho are principals Ilit Coal-Water Fuel, 1Inc.?

Corporato Principals:
Energy and Environmental Research Center

Us 1belli Coal Mine. Inc.

Consortium ATf1l latent
Alaska Division of Energy
Alaska Industrial Development A Export Authority
Alaska Science A Technology Foundation
Beluga Coal Company (Placer Dome. U.S., Inc. A Cook Inlet
Region. 1Inc.)
DRVon Corporation
Energy Pacific Corporation
International Coal Preparation Consultants. Ltd.

Major International

POWER Englneoro, Inc.

Tyonok Native Corporation

University of Alanka-Falrbankn.
Who will be the project maragoi for the demonstration?
Alaska Industrial Development A Export Authority.

what conditions must bo met before ASTF will grant up to
million for the demonstrat ion projoct?

1. 110.3 in Foderal DOE +fundn
2. Other adequato private fTunding commitments
3. A suitable business plan

A. Ildentification of markets and ond users for the fuel. *
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MEMORANDUM

To: Kurt Parkan
Special Staf™ Assistant
Office pMfW Governor

From"' WnliaTiu<7Snell

Executive Director
Date March 7. 1995

Subject Low-Rank Coal-W ater Fuel Demonstration Project

The following is a brief synopsis and status report on tne Low-Rank Coal-Water Fuel

Project

BackgtQLinl&tiiste

e Low-rank coal-water fuel (LRCW F) rs a <”uasi-liqu»d substance made by combining
finely ground, subbitummous coal with water and subjecting it to a high pressure
process The resulting product is non-toxic fuel which can be used as a direct
replacement for heavy oil. Attachment No 1 is a brochure which explains the

process and the benefits of the product

e Initial research into tho LRCW F process woe funded, in part, by the Alaska Science
and Technology Foundation (ASTF) as a pilot project at the Energy r -'
Environmental Research Center's (EERC) laboratory facilities in Grand Fork. North
Dakota Tho pilot project proved that a very high grade, clean burning LRCWF

could be made from Alaskan subbitummous coal

e Following tho successful pilot testing, a consortium group comprised of sovoral
AlJasknn businesses, coal oxperts and EERC was formed with the goal of*
comnicfcioU/mg tho technology In 1992. the consortium submitted a grant

application to ASTF for proposed joint funding with the U S Department of Energy
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and the consortium members. The purpose of the grant was to construct and
operate a demonstration facility in Alaska. The overall program cost, including in-

kind contributions by consortium members, was estimated at approximately $25

million

The proposed Demonstration Project is intended to: 1) demonstrate on a commercial
scale basis that LRCWF can be manufactured at a competitive cost; 2) establish
through test burning, tho product's combustion characteristics and performance in boiler
applications; and 3) make the LRCW F product available in quantities of sufficient size to
allow potential industrial users to perform test burns at their own facilities. (Attachment

No. 2 provides additional background information on the Demonstration Project.)

AIDJEAIs Involvement

e Because of the size of the proposed Demonstration Project. ASTF approached
AIDEA in November 1993, seeking assistance and participation in the project as the
Grant Recipient and administrator of the project (sec Attachment No. 3). AIDEA’'s
Board in February 1994. approved our participation in the initial phase of the project

e The Demonstration Project is divided into two phases. Phase 1, which is currently in
progress, is designed to formally organize the consortium, perform additional market
assessments, firm up cost estimates and prepare the grant application for DOE

participation Phase 2 will be lhe actual construction and operation of the plant

e Phase 1 work is currently in progress and will be complete oy tarty April 1995. Our
involvement in Phase 2 will be subject to the results of Phase 1. receipt of federal
participation, continued ASTF grant funding and Board approval. It is assumed that

AIDEA would again serve as tho grant recipient under Phaso 2.

Funding Status

e The total cost for Phase 1 of the project is $429,200 Of *his nmujnt. $185,000 are
grant funds from ASTF. In addition to tho ASTF grant. AIDEA is contributing
$30,000 nnd the consortium members are contributing in-kmd sorviccs and

matching funds in tho amount of $214,200

e Subject to the successful conclusion of Phase 1 and sevoral additional conditions.,
ASTF has approved another $3,615,000 toward Phase 2 of the project (see
Attachment No
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The total cost of Phase 2 is currently estimated at approximately $22,000,000
Federal funding in the amount of $10,250,000 is being sought in the form of a grant
through DOE. In addition to the ASTF grant amount, the balance of $8,075,000 will
be made up as contributions from consortium members (see Attachment No. 5)
Although AIDEA may participate in Phase 2 as the Grantee, we do not anticipate

making any further contributions of AIDEA funds toward the project.

To apply for the DOE grant and have any reasonable hope for securing federal
participation, it will be essential that the State of Alaska show a strong financial
commitment toward the project. Although ASTF has tentatively committed to
funding the full amount requested, due to certain statutory limitations governing the
split of funding between large projects and small projects, ASTF may not be allowed

to obligate the full amount in a single year without legislative approval

Project Benefits

The potential benefits of the project to Alaska fall into two major categories: 1) short
term benefits generated during lhe three year demonstration period; and 2) long
term benefits if the demonstration project is successful and results in the

development of a commercial scale LRCW F plant

Short Term Benefits:

- A $4 million state investment will be leveraged into a $25 million project which

will be constructed and operated over a three year period.

- With the exception of $5 million purchase and fabrication of equipment all

remaining project moneys will be expended in Alaska

e During the 18 month operational period, the project will create approximately 23

new full time jobs in the Fairbanks area

- Tho project will bo located at the University ol Alaska-Fairbanks The
manufacturing facilities, which have a value of approximately $7 million will
remain at tho University and be available for research purposes after the

demonstration phase has been completed.

Long Term Benefits
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- The primary, long-range objective of the Demonstration Project is to create a
economically viable means to develop the Beluga Coal Fields and to be able to

compote in the world coal market.

* Development of a commercial scale LRCWF plant, dock and related

infrastructure would be a $200 million project and take two or three years to

construct.

-The LRCW F production facility would create a major value added industry and

also increase Alaska's total coal exports

- Operation of the commercial plant and mine could create about 200 new. full-

time permanent jobs

e It is worth noting that, even if the Demonstration Project does not result in the

commercialization of the technology. Alaska will receive all of the short-term benefits

at a total investment cost of only $4 million.

Hopefully the above information provides you with a basic understanding of the project

and some of the issues at hand Should you have any questions, or require any

specifi

cc:

c details regarding the project, please give me a call

John W Sibecrt

CWi're~<0



ALASKAN LOW-RANK COAL-WATER FUEL
DEMONSTRATION PROGRAM

Background The technical feasibility of producing a premium low-rank coal-water
fuel (LRCWF) from on Alaskan subbituminous coal from Beluga Coal
Co.'s leases west of Anchorage. AK. was demonstrated using the hot-
water drying (HWD) process developed at the Energy and
Environmental Research Center (EERC). LRCWF made in the EERC
pilot plant was tested in the EERC Combustion Test Facility giving
almost complete carbon burnout, low boiler-tube fouling and SO?2
emissions well below even the most stringent air quality standards.

Beluga coal is part of a deposit around and under the Cook Inlet near
Anchorage. AK that contains approximately 1.5 trillion tons of low-
sulfur subbituminous coal It is thought to be the largest, lowest-cost,

ultra low S coal near tidewater in the world

Markot To avoid potential misunderstanding of marketing goals, it should be
Potontial noted that LRCWF is desighed to replace heavy oil and/or bituminous
CWF in existing oil-fired boilers, not bulk steam-coal The use of

CW Fs is being aggressively pursued in China. Italy. Japan and Russia
to produce a lo>ver-cost. more stable supply of liquid fuel that can be
substituted for heavy oil in industrial and utility boilers In addition,
since CWF is simply coal suspended in water it is. in contrast to oil. a
non-hazardous quasi-liquid fuel that has no long term negative

environmental impact should a major spill occur.

The magnitude of the potential market for coal-water fuels can be
gauged by lhe consumption levels of heavy oil in electric utilities in
Japan, Korea, and Taiwan alone In 1990 the combined total of 200
million barrels of oil used by uMitics in these countnes was equivalent
to about 80 million tons of LRCW F.

Process LRC characteristics and site specific requirements have a profound
Economics effect on costs associated with their conversion and utilization as
LRCW Fs For these and other reasons, accurato LRCWF

production/utilization economics can only be dertved after completion
of demonstration-scale testing ond a thorough analysis of the
commercial site specifics Howovor, for production of 1MM tpy
IRCW F near tho Beluga mmc site, pipeline transportation to a mono-
buoy in Cook Inlet, ond ocean transport to Japan, our best estimate of
the range of costs In dollars per million Btus. CIF Japan, is between
$2 68-$3 84 U S Tho economic succoss of a LRCWF venture will
mainly bo dotermmed by the price of heavy od, although benefits that
are difficult to quantify ond could become important factors include,
environmental safety, pnee stability and secure supply

Att4cha«nt No. 2



Demonstration
Program

CWF Uso
Assossmont

The next step in commercialization is to demonstrate the technology at
a large enough scale to provide potential LRCW F users with sufficient
data to develop their own economic analysis and LRCW F for testing in
their own facilities. There is a unique opportunity to demonstrate this
technology at the University of Alaska Fairbanks Power Plant (UAF), at
a fraction of the cost and time it would take to build a new facility. UAF
will participate in the demonstration and make their facilities available

as a significant portion of the cost share for lhe project.

The project principals are: Usibelli Coal Mine Inc., owner of Alaska's
only operating coal mine; EERC. developers of the LRCWF
production/utilization technology; Beluga Coal Co. (a subsidiary of
Placer Dome U S. Inc. and Cook Inlet Region, Inc.), one of the large
coal lease holders in the Beluga field and UAF, owner of lhe host site
Project affiliates include Alaska Division of Energy; Alaska Industrial
and Export Authority, Alaska Science & Technology Foundation,
DRVcn Corp.; Energy Pacific Corp; International Coal Prep
Consultants. Ltd ; Major International; POWER Engineers. Inc ; Tyonek
Native Corp; and the University of Alaska Anchorage.

Funding for the three year demonstration will consist of the following:
The Alaska Science and Technology Foundation have conditionally
agreed to provide about $4MM and slightly more than $10MM is being
sought from the U.S. Department of Energy Tho balance, which
includes, the technology, pari of the facilities, much of the equipment,
all of the lest coal required for 18 months of operation, some of the
engmecnng and operating manpower, and site permitting information
will be provided by the participants through their recently formed

corporation, Alaska Coal-Water Fuels. Inc

The nominal 150 Ipd hot-water drying (HWD) plant will produce about
twice the amount of fuel needed to run tho oil-designed boiler in the
demonstration plant. Extra fuel will be avadabio for transportation and
end-use testing at polontial LRCWF wusers faciMios, possibilities
include, CWF-fired d*ose! engines, small cool-fired boilers for remote
sites, slurry-fed gasifiers, slagging combustors ond a vonety of oil-

designed boilers

7

Alatki CoabW at* Fitofinc. 12217 0'd Ohnn Hwy .»6
(907)696-4775; Fat (907)699-4776 Ejqlo Riv*. AK 99577
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ALASKA SCIENCE A TECHNOLOGY FOUNDATION

—Putting innovation to Work for Alaska —

M«nh 1s, 1995

The H\jncntih Governor Tony Kr.owies
ofio* noooi
dfivJ. AK 9SSI 1-000t

0*4" Governor Knowles:

rtf: ASIFrtofal 913 193 _
Low FenA Coal Vi'Strr Fut! Gmrnns”efion Pro/CCl

The Al.'lkt Science A Technology Foundation IASTf} it pret=>nly M ining in
the entiyiit 0* whether Aleske's svb-bitvmino“Jl cOel cm be vice to p'OhteCly
prcauce t Mw ftnk CO*1 w$t*r loti ILHCWT) for dornrshe end txpmt yrt*tk*ts.

I\'t prefect stenerlout tt t ttfiei of prcposw's to the Found*nan by the
CbnshHium representing thi p/cject. contittf0 of the fnergy rod Environment*/
Peietrch CenTtr t/CRO in North Oekote. UabeUl Co*/ Mine. inc.. end Bfluo*
CotlCo ThepJotresearch wet funded by ASTF end wet conducted by ELrtC
in North Derate. After uemtnlr.g the nttwe of the demonttretian propose/, it
wet de’'rrrrintd that AIf)CA would be e more epprppnete eumncy to represent
the Sia*1 *h the devc*Oprrent of this prc/eci prindpe/ty in terms of the/rput
tsrwtnct in Jergt economic development projects tuCh *t thit project. In
Me>Ch 1334, AZQCA. et protect meneger, rubnvcted t propose! tc tne
Fcjndedco for the lowrenk ccel weter fuel project 191-3-1S91. The Purpose of
ttrn fI'C;tct ts to design, construct, end demenetrere e feo*ty urng hw-renl
coof n ft*' fuels in Aletie-

ARTE i/ funding the low-rank cool wsxer foot Protect in tnd ph*ses. The
etat'CSi to fund the project we* beecd upon the proposel submitted to the
Foundation, the technic™! renews rtcerred by the Foundsnon, end contidtrehcn
bv the hoard. The Boord epprovwl e twa-phete grent designed to help the
ooneortnen teech e consensus on the outstanding issues while encoureging j
brood-bond approach to mexunise the ievetrg* of store funds end successfully
deuefoo or'd ceevmetoeltit the UtCWf technology. Fhetc On* address os
resolution of Hares surround the Iegal ttrvcture of the project, development of *
hupnet* pfen. end other efforts lee mg to the O'cpe'etion’of * proposel to the
U.S. DeportmentofEner%K for the bulk of the pro,ect fuming, Fhete Two. it
eppraved end funded by the ASTF Qoerd. w>4involve the design, construction,
end testing of on ecrue!production prototype feJUty.

ASTF't Boerd of Directors hei w*OMrf f166.000 ot funding, metchtd with
1744,200 of tundng from AIDFA tU0.COCi end the consortium 11214.2001, for
these On*. Fhete TWo \Pd>*d wfg depend upon the successful completion Of e

<mo CXKmoci »ww+ fuse S'S a-vxvege *****
wvvw mntrtftts
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oimoer of rogufrod condition/. IThoc« conditions included ode”uita funding
commitmontt, t iultetdc business pltn. idwitMeetion of xutdbte rrurket; ond end
users for tho futf, ond tho obdi'ty ofAST? undv its stoM o to motet die gront
poymtnts to th« grt*.oct 11_scheduled. ASTF funding of 13.616,000 for Phest
Two woufd tx mitchod with opprorfmotefy 410.3 mZZon from (ho Htptrtmont
of Savoy ond 111.0tnfflon hem othv sodrces. Including (fit consortium

mombvs.

ASTF boZoeos tho LRCWFhtt the potentimf to_oPon new morkwls (or Alflsfw 1
Coot. ASTF etoo boZoYtt (hot with %n opBruplle 0 structure, dotofod P/vuubg
ondmorkor rosoorch, commhmvnt from btorottod ond urwt. ond*u frident
funding from rht U.S. Deportment of Gnoyy ond other prfyoto ond tOderof
fun,dlnt}; sources, rhfi profoci con bo of proof benoffl to thd Stoto through on
oditnct of Alosko StoHr ogemrrt, prints ontfdts, sod tho ftdorolgovommont.
Stott funds con tx fe w oped rv dotormfho F t yiohHty, both tochnicoUy ond
fmondsUf, of producing hww tt. coof rntv sw from Alethin COof,

ff YOU A*ve eny gvosthnt. pUost Hof frtt tv cut.ua eithor myself or Rebwi 6.
ftvrij. 0*octJf of Tochnohtgy, it 272 4333.

Cordon/.

AjO** SturguiewoH
interim Executfrt Director

cm  Kurt Pv Lma, SpodofAosfotontto tho Goevnor
Moy Snt0,AtDLA



ALASKA SCIENCE & TECHNOLOGY FOUNDATION

—Putting Innovation to Work for Alaska —

November 2. 1993

Mr. Herb Lang, Chairman

Alaska Indusinal Development &
Export Author.ty

480 West Tudcr Road

Anchorage, Alaska 99503

Dear Herb:

For the past several years The Alaska Sconce | TechnoloHy Foundation has
been interested in tho development of Alaska low-rank coaltwater fuels (LRCWF).
This tcennclogy involves high temperature hot water drying of Alaska coal and
slunying of the product with water and a small amount of additive for stability.
The resulting product has characteristics similar to heavy fuel oil ond can be
burned in boilers designed for residual cs fuel with miner modrficottons.

LRCVTF made from Alaska coal has significant advantages over bituminous coal
slurries in that it is cheaper to process ond has very lew sulfur ond ash content. It
apparently has a cost advantage over residual er. and it is relatively
environmentally benign compared to os if It Is spilled. Hawaii, Japan, Korea, and
China are among the potential users of this product for power generation.

Successful development of a cost effective technology for production cf LRCVF
using Alaska ccal could create both a morkot opportunity ond o comfaetitive
advantage for Alaska's vast reserves of low rank coal. Tho potential payoff to the
state of Alaska resulting from tho successful commercialization of such a
technolog{ could be enormous. However, there ore significant technical and
market risks that wil be encountered b such a program.

The Initial research to Investigate tho slurrying and bum properties of AJaske con's
was funded by ASTF at the Energy ond Environmental Reseorch Cantor (EERC)

b Grand Forks, North Dakota, about throe years ego. This piot scale p'oject
showed that tho Lrcw r from Aliska coal hod many superior properties when
compared to other cools. The process used proprietary technology unavailable to
the competition. The research was soundly grounded on hundreds of mXions cl
donors of cool/water fuels research conducted under the USDCE over the past 15
years

A%roposal lor a grant to construct a large-scale LRCWF demonstration plant woa
submitted to ASTF about one year ago bila %roup which Includes EERC. Usibeli
Cool Mino Company. Ptacer-Dome. AEA. Hobbs Industries, ond a few others. The

4500 Dlplemocy DriVe, Suite 515,
Ttltphene: 1907/ 27*

fat: 19071 274-6* Attachaant Ho. \
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group Froposed the formation of a consortium to commercialize tho LRCWF
technology. Tho consortium would acquire the intellectual property rights to tho
proprietary LRCWF technology developed at EERC. construct a demonstration
scale plant to produce LRCWF, and assuming successful up scaling of the
technology, would Eursue full-scale commercialization of tho process using
Alaska coal from tho Beluga fields.

The proposal requested 53.985.000 from ASTF with $11,035.000 in mostly in-kind
funding from tho proposers and tho potential tor $10.245.000 from tho

U.S. Department of Energy. The ASTF hoard responded to the initial Proposal by
stating that LRCWF technology was potentially Important for the development of
Alaska coal resources, and that tho prOﬁosed program had monl. but that
successful commercialization cf the technology would require more focus cn the
marketplace ond should involve the ncxt-stago investors. The board also
requested additional information about the consortium.

In its discussion of this issue, the ASTF board concluded that tho state of Alaska,
0s the major resource owner, should lake a meaningful position in tho
commercialization of this technology. If substantial state funds were to be spent
(through ASTF or other sources) Ihe stale should have a significant ownership
Interest in tho resuiting intellectual propertr and should bo In a position to apply
tho process to the development of all of Alaska's coal resources.

Subsequent to its initial consideration of the proposal, the board recorved
additional information from tho apﬁlicants and reviowod the revised application at
its August meeting. At that time the board declined to fund tho project. Tho
board concluded that tho proLect was technology driven, rather than market
driven, that there was N0 parbcpat/on by potontial end users, and that tho existing
applicants were not adequately positioned to carry tho protect to the level of full
commercialization if tho demonstration were successful.

Subsequently, tho applicants requested that ASTF reconsider its decision.  This
request was supported by letlors from a number of state officials including
Commissioners Fuhs and Biatchford. Those letters all cited the potential pazoff to
the state tf the pro/eci were to result In successful commercialization of Alaska's
cool resources. At Its September meeting the ASTF board agreed to reconsider its
August decision.

Upon further discussion the hoard concluded that ASTF is appropnately positioned
to assess the technology risk and fund tho technolo?y development piece of this
project but that ASTF Is H suited for a market development role. We have
norther the staff nor the expertise to overseo large development projects.

The ASTF hoard concluded that It Is wHing to Invest up to S4 mmttion In LRCVTF
technologr under eppropnate conditions, one of which Is that AIDEA he
responsible for the odministrelkon of the demonstration project end take Lie lead
b provxhng business direction for the venture. The essential elements for ASTF
to proceed w*h this project are as loAowr

1. ASTF will provide funding fo AIDEA as the grantee. By statute, our
assistance is restncted to ptovxdng compelAhre grants As discussed
above. ASTF has oxpertise b assessing and funding technology
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doveloomenl, not in funding large economic development projects. Itis the
exp istation of ASTF's Board that AIDEA will own tho project Initially, with a
structure permitting some form of equity participation or profit-sharing with
investors and/or strategic partners, as discussed below. AIDEA will
determine the fair value of and structure for such equity participation.

2. The grant will be funded In two phases. The first phaso will fund the
formation of tho consortium, the development of tho commercialization plan
and whatever market studies AIDEA deems necessary to analyze the
prospects for the technology in the marketplace. The bulk of the grant funds
will be provided > tho second phaso for development of tho demonstration
project.

3. Tho grant will bo pursuant to ASTF's standard grant agrooment.

4. Tho projoct must rocolvo 510 million in fedora! funds as a
colnvostmont This ccinvestmont must occur prior to or coincident with
ASTF's funding of tho second phaso of tho grant. No federal coinvestment
is required for phaso one. ASTF is not placing any minimum requirements
on private coinvosiment. Instead, we ore relying on AIDEA to assess the
fair market value of such privato participation ond compensate it
proportionally through tho ultimate returns from tho project either through an
equity portidpalicn In tho consortium or some other means.

5. Tho Stato mustrocolvo ownership of all Intellectual property rights, and
other grant participants must provide contributions of technical talent
and resources. ASTF ofways requires coinvosiment to leverage its grant
funds. Tho contribution of technical talent and resources to tho projoct Is an
important sourco of leveraging of ASTF's resources. Because AIDEA wiil
own tho prerct. Ais also Important that AIDEA receive all intellectual
property n? ts. Rather than splitting up those rights. ASTF would like to
s00 some form of equity participation or royalty sharing with those key
strategic members of the project. ASTF believes that the most opprcphato
form of sharing with other participants Is one that wtl only pay out from the
ultimate successful commercialization of tho project ASTF's view is that
participants should receive significant returns only out of the economic
success cf the project, not out of the grant moneys.

6. Involvement of strategic partners should be encouraged. AIDEA should
use its best efforts to Include potential users, technology partners, potenbal
suppliers such as shippers, and equity Investors In the ownership end/or
proCAs of the projoct.  AIDEA's statutes oppear to provide brood Cexibiity in
structuring this pro/ect, end ASTF's concerns about involvement and
leverage wvokt be addressed by a brood range of structures. Inducing
tormehon of (1) e corporaLion and the sale of equit%/ to third parties. (2) a
joint venture cr other partnership, or (3) contractual arrangements providing
for suniir Investment b% end returns to third parties. A key aspect from
ASTF's perspective is the involvement of users of the coal proauct to be
developed by this project
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7. Paymont of grant funds will bo contingent upon racolpt by ASTF of
annual funding of Its grants budget fo the extent of Its annual
endowment earnings. ASTF's Board is interested in funding this project
because of tho potential returns to tho Slato. However, tho projoct would
be by far tho largest that ASTF has funded and wculd reprosont a very
substantial portion of its grants budget over ‘he relevant period. This IS a
potentially important technology, but ASTF is not interested in funding this
project to the exclusion of all other projects important to tho Stato.

8. ASTF must receive a legislative waiver of Its small grants requirements.
ASTF's statute requires that half of all grant funds distnbuted in a fiscal year
must bo for grants of S1C0.000 or less: ASTF could not comply with that
requirement and fund tho LRCWF project.

ASTF is prepared to proceed expeditiously with tho funding of this project
following preparation of the apprcpnato grant applications and contractual
documents. warfe this letter indicates tho intention of the ASTF board, it dees net
bind tho Foundation to the funding of this progect. That can only occur by an
action cf the full board following receipt by ASTF cfapprcpnato applications

I hcpo that AIDEA will see tho merit in thu proposed project and work with ASTF
to bnng about the successful development of LRCV/F technology for Alaska coal.

Smecerely,
Ronald A. Duncan
Chairman cf tho Board

cc.  AIDEA Board
STF Board



ALASKA SCIENCE & TECHNOLOGY FOUNDATION
— Putting Innovation to Work for Alaska —

March 30, 1994

APR 41994 ~

William R. Snell Alaska Industrial Development

Executive Director and EXpOt Autnority
Alaska Industrial Development and Export Authority

405 w. Tudor Avenue

Anchorage. Alaska 99507

Dear Mr. Snell:

Re: ASTF Proposal Number 91-3-189 _
Power Generation from Alaska Low-rank Coal-water Fuels—Commercial
Demonstration Project

This letter is to conFum the action taken by the ASTF Board of Directors on
March 21, at which they adopted the following resolution:

*RESOLVED that Proposal 91-3-189 submitted by AIDEA for the funding of the
Low-rank Ccal-water Fuel Project (the *Projectv Is approved as follows:

ASTF grants up to t 185,000 to Alaska Industrial Development f*
Export Authority (AIDEAJ pursuant to a grant agreement with terms
acceptable to the Executive Director of ASTF for the initial study and

development of the Project as determined by the Executive Director
of ASTF (Phase .

‘2. ASTF Prants up to $3,615,000" to AIDEA upon satisfaction of el of
the following conditions (Phase III:

A.  Successful completion of Phase I;

B. Apgro_val b% ASTF's Board of Directors of the proposal to be
submitted by the proH]ect to the U.S. Department of Energy
(DOEI, apEroval by the DOE of that proposal and agreement
brothe (&0 to fund the project In an amount of not less than
tlOnutkon;

= The fact that this amount is not the totalrequested can be addressed when
the Board considers whether to go forward with Phase II.

*SOODe*omacyOm¥*. $<**515. Arxfcraga.M AKaC|VSCH'[ MO. <
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C. APprovaI by ASTF's Board of Directors of the final business
plan tor the project:

D. Revision of ASTF's legislation SASJ37.171 as proposed by
ASTF. includin% permitting 50% of ASTF's grants by number
to exceed 1100.000 each and the collection by ASTF of
royalties on aT income produced with ASTF grant funds:

E. Binding commitment to the project of the site for the project
demonstration;

F. B-ndtng contracts for aV aspects of the commercial activities
of the project, including commitment from one ormore
energy producers to participate in the project:

G. Executicn of a grant agreement with terms acceptable to
ASTF's [xecuirve D rector."

*s you know, ASTF has met with Dave Eberie and members of the Consortium
to a'tcuss the Board's expectations. The attached r>vo pages were developed in
that effort and explain further tha items ASTF *v# be judging at the end of Phase
. Pleete let us know H anything it unclear.

On a dilfere t topic. we have noticed that you signed sect.-on ¢ of Form G
requestmg corft entity for project tetris. This section states that you
"..attached a description of the information tor which confidential material

n itus is reguested and the rtgried justification for this regucsr. * However. /
em unable to trid this description orjustification.

Enclosed is e copy of ASTF's cpnfidentlydgiadeSnet. Please note thet the last
paragraph states thet *Information developed under a grant from ASTF is pubFc
Information unTett _ CH?.LEtiICdX".ia UltJrH "tLs!
IfijLCtiflf- ft conGdent atoy it deured tor Phase |l. Please be certain to provide
the necessary descrﬁrlcn andjusfitcation along wth the other Phase |
deWerabris. ASTF has to go through $J these ccrrvo*ut*ons because h doesn't
have the right to protect trade secrets He AIDEA does

If | can be of further assistance, please do not heutate to cat me at 272~t333.
Cord aTy,

Ann Al Kampfer
Grants Manage*

Enc: Conf-denbalty Grifttnts
Phase / Tails

t HJ.



ATTACHMENT NO. 5

FINANCING AND DEVELOPMENT SCHEDULE

eHasfilL&29.2Q0Q

ASTF has already funded $185,000 of Phaso | of this project AIDEA has contributed
$30,000 The private-sector consortium members have contributed in-kind services
ond matching funds totaling $214,200 Eliascl.y/ilLbg-£<miCigle™tQ-&aily A pillJ995.

EHfIMJLIDIfILiundin3.$22.00QjDO

Eiflcoie.dJund m olJjifilkdaM L

$10,250,000 Federal DOE grant
$ 8.075.000 Private seclor contributions
$ 3.900.000 State contingent match (ASTF)

(ASTF already has set aside)

. Comploto Phaso 1 Business Plan for submittal to ASTF - April 1.1995

. Receive ASTF Board approval for phase two funding $3 8 million - Aprill5. 1995,

. Finalize Federal funding source ond submit proposal packoge (eitherprggv back
existing CCT projects, or direct appropriation) $10 25 million - April - May. 19L,,.

e« Bogm negotiating ASTF/AIDEA/AK CWF. Inc contract - May 1995

. Federal funding approval June «July 1995

e Forward fund $1 25 million of ASTF Finds, to AIDEA. with conditions that federal
funds must be committed prior to being disbursed - Must be done by Juno1995

. Negotiate Fedora' contract juty <« August 1995

e Select A&E ond begm detail design «July 1995

e Order long lead time items « September 1995

. Initiate permitting - September 1995

. Begm PICO bkfg upgrades - October 1995

. Start modulo fabrication « March 1996

. Srto construction = Moy 1996

e Bog.n shako down . September 1996

e Begm operation « Apnl 1997 « August 1998



TIM BRADNCR

Coal technology gives Alaska
the chance to be there first

We Ve reft.'d it often Mid that Alaska ii t Saudi
Arabia of aal. We have trillias of tons of the stuff
But as 1 heard our coal project manager put it to
state legidators in Juneau recatly, thats about
like vaytag Alaska"s huge coastline maker it a hot

for a*w beach resorts.

Unfortunately, a lot of other regions hav.* "cal.
and 1In places a lot easier to mine and closer to
markets WUat we seed to do Is get smart and make
something out of our coal that makes it more
valuable, essier to move and then ==Il It to a
different market

W> may he on the verge of that A small group of
companies with Alaska coal holdings s working
with the University of North Dakota"s Energy and
Environmental Research Center and University of
Alaska Fairbanks In an effort to build a pilot plant
to produce a low-rank coal-water flel

This I a liquid*fual product of coal particles
mixed * th water thrmigb a proprietary process
developed by North Dakota®"s EERC

One* manufactured in a plant, ideally located
near a coal mis*, the product could be moved by
pipeline and loaded on a tanker, a process les
costly than moving dry coal. The product could be
sold as fun! o customer-. 1lk* large power utilitdes
Thus, a oo«l derived product would be competing
against midual fuel oil In a new market

Th* manufacturing proems has beer, demonstrat-
ed in laboratory tests. The participant* including
the EERC and Ui:b«I!l Coal Mlo™"t Loc of Fair
bonks, have formed a company. Alaska Coal Water
Fuel Inc., that would builld the pilot plant and own

Ib

ha. W--W — - -1
organi&ation and planning oosts, and it hat comrr. It

ted S3S million toward S« million needed 1o
develop * pilot plant "-gafcic of producing 15d Iusis
per day Alaska Industrial Development and F.-*port

| "*<«§—PaQ0C . OKADHtM



BRADNER: Liquid-fuel coal technology explored
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Authority Is work Inc with
ASHZIas a project mnnng
or

If the money can be
railed, the ptlot plant
would be located in a ocool-
llred power plant at the
University of Alaska Fair-
banks The pilot will nllow
project participants tocom
pile octual mting cost
data, which would be used
10 assess the fessibility of
a Tfull-scale production
plant

A full scale riant would
probably proauce In the
range cf a million tons a
year of coal water fuel and
would be best located near
n large coal it and
near tidewater. For the
first plant, that moons "fe
Heluga coal field, across
Cook Inlet from Anchor
tg.-

_There ar# some IMtrigu-
trig things abcut this pro*
ecl. some reasons why 1K
strategically Important to
Alaska, and why nn Alas
ka coat water fuel project
has competitive advan-
tages

Interestingly, tests of
coal water fuels by the
U S Department of tr.ergy
show that a fuel male
from low-rank or loner-
quality, coaj U\e Alaska®s

abundant sub-bituminous
coals hums more efficient-
ly than a fuel made of a
hlghcrgrade coal, like bi-
tuninous. Tliats because
of the different chemical
characteristic* of the ooals.

Another  advantage:
Alaska®s subbituminous
coal k very low in suHur,
whteh means a fuel product
made from the cool will k>
In demand among utilities
facing new air pollution
control requirements.

For the product In gener-
al, theres also an Impor-
tant environmental advan-
tage. A soill of coal-water
el doesnt o= the same
environmental threat as a
hcAvy—fuel ol spill because
coal doesn’t contain many
of tr* toxic components In
found in oil

So why aren"t big oail
and mitring commr i<

ruthlnu Into such u gren!
deal?

Well, tri k Intor »
U S. oil companies pour-d
hundreds of inllllon »>sf
dollars Into coal-fuel t-L
oologies Jn the year- of
high ol priocss, but lower
prices and the recerit down
sizing In the Industry
forced the industry to focus
on Is com business of pro-
dylcing and refining crude
ol

A ot of the iIndustry™s
effort* also were aimed nt
working with higher-rank-
i'l co The FEIIC. In
North Dakota. kone of the
few research groups that
focused on lower-ranked
coals arid succeeded

Japnncv? companies arc
reported close behind the
F.BRC k. developing a simi-
lar cenl-wnler fUel technol-
ogy Il why [et the Irpr.

iee do 2 If the Alaska
group, working with the
FEnC. can gel (he tedrol-
cyy proved first and Into
ta market. Alaska reaps
I/m berefits of having tho
Jihijts. and Jass, here.

And ur.llkc ninny other
stale development efforts,
trae™s also the possibility
that the Alaska _Science
and Technology Foundn
lion might share In some of
the profit In retum for
putting seed money Into
this project, the foundation
may be able t ¢gel n small
royolly on sales of the re-
surting technology

Cl Tim Bf*dn«r write* lor an
Alaska economic reporting ssr-
vice HI* private cUenls Include
petroleum companies Hta opin-
ion column appsars every
toorlh Sunday.



AMENDMENT

OFFERED IN THE SENATE BY SENATOR
TO: SB 161
Page 1, lire 1, following relating to the'":
Insert "Alaska Science and Technology Foundation and to the’
Page 1, line 2
Delete “and"
Page 1, line 4 following project :

Insert and relating to a feasibility study to be conducted concerning

the establishment of a Challenger Learning Center for the study of science and

technologyl
Page 4, following line 2

Insert a new bill section to read:

H*Sec. 8. CHALLENGER LEARNING CENTER FEASIBILITY
STUDY. The Alaska Aerospace Development Corporation shall conduct a
feasibility study on the tednical, financial, and economic fessibility of
establishing in the state a Challenger learning Center that is for the study of
>cionce and technology and that s modeled after the Challenger learning
Center program established by the Challenger Center tor Spaa* Science
Education The fessibility study shall consider various locations for the
center The cost* of the study shall be paid as follows:

(@ one-half the Alaska Aerospace Development Corporation
and tho Alaska Industrial Development and Export Authority;
and

(@ one-half by the municipalities desiring comidcratton as
possible locations for the center ™
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State of Alaska
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JUM'-AU

April 20, 1995

The Honorable Drue Pearce
President of the Senate
Alaska State Legislature
State Capitol

Juneau, AK 99801-1182

Dear President Pearce:

L ndcr the authority of art IIl, see. 18. of the Alaska Constitution, 1am transmitting a bill
that would improve die ability of public corporations of the state to finance technological

developments.

This bill amends AS 37 17 to facilitate the Alaska Science and Technology Foundation's
(ASTF) development of commercial uses for technological developments, among its other
purposes These amendments will assist state agencies and public corporations such as
the Alaska Aerospace Development Corporation (AADC) and the Alaska Industrial
Development and Export Authority (AIDEA) in technology-related development projects
ASTF would be able to provide guidance through its established peer review system and
grant review process, as well as financial assistance to projects meeting its technological

and business cntcna

Existing AS 37 17 090(d) requires that at least 50 percent of the ASTF endowment
income that is distributed by ASTF in a fiscal year must be for grants ot S100,000 or less
Section 3 of the bill would exempt two grants to AIDEA or AADC from that
requirement Absent this exemption. \STF would be limited to providing only minor
financial assistance to projects of potentially great benefit to the state One of the two
grants is for development of the Kodiak launch complex and Fairbanks satellite ground
station space park Ihe second grant is for development of low-rank coal water fuel
technology It is anticipated that the grants from ASTF for these projects may be phased

in

Section <of the bill also provides ASTF wnh more flexibility to ensure » fair financial
return to the state based upon the value derived b> the gTantcc from the ASTF grant The
b Il replaces the current narrow language of AS 37 17 090(g). restricting ASTF to a return
from "rovallies, licenses, and patents’, with broader language acknowledging that

grantees can gain significant economic benefit from an ASTF grant without ever earning
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income from royalties, license;, and patents. For example, ASTF could receive a return
from AADC for the operation of the Kodiak launch facility. Section 5 provides ASTF

with additional protection for its investments by the addition of language allowing ASTF
to take a security interest in, and own. patents, copyrights, and other intellectual property

to secure payment of sums owed to ASTF under a grant agreement.

The bill continues to require that the revenue received by ASTF be paid into the principal
of the endowment, rubjcct to AS 37.07. The bill allows ASTF to tailor crch "return”
provision to the specific circumstances of the grantee Under this provision. ASTF is able
to receive a fair return where the grantee is going to manufacture and sell its own
products based upon ASTF technology ASTF is also able to receive a fair return based

upon the growth in the grantee's business based upon the ASTF grant.

The bill improves ASTPs ability to protect sensitive commercial information it receives
through the grant process. Section | of the bill amends AS 37.17.090(f) to allow the

board of ASTF to adopt administrative regulations necessary to protect trade secrets and
other proprietary information submitted to ASTF from disclosure under AS 09.25 110 -
09 25 120. These regulations would be adopted by the board under standards developed

to protect the interests of the state and the prospective grantees.

The bill also contains a section authonzing AIDEA to issue up to S20.000.000 in bonds to
finance die development of the Kodiak rocket launch complex and the Fairbanks satellite
ground stations, or to finance these projects by other means available to AIDEA This
section also includes a limitation that the board of directors of AIDEA and AADC must
each determine that there is sufficient commercial interest and financial viability to

support the debt service and costs of the facility before money may be expended for am

phase of construction
1 rge your prompt consideration and passage of this bill

Sincerelgy
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SENATOR LYDA GREEN
SENATE DISTRICT N

Sponsor Statement

Senate Bill 162

Senate Dill 162 amends Alaska Statute Title 38 with regard to agricultural land
disposal and utilization. The proposed changes are designed to help facilitate
the growth, stability and economic viability of agricultm as a renewable

resource industry for Alaska.

This legislation expands the state’s ability to convey interests in land classified
for agricultural purposes that the state has conveyed or may convey.
Currently, the state conveys agricultural interest only and the state retains all
other interests. With the passage of SB 162, the state shall convey fee simple
title, subject to certain restrictive covenants that would underpin the use of
the land for agricultural purposes. This change would allow owners of

agricultural parcels the opportunity to obtain financing from other than lhe

state.

Agricultural land disposal represents a cost effective means of transferring
public land into private ownership. Increased private ownership expands the
local tax base and reduces revenue sharing needs while promoting
community development and supporting infrastructure development for a
variety of other resource uses, i.e.. public recreation, mining and
transportation. Other provisions of SB 162 aid future land disposals in two
ways: by allowing the use of a site-specific plan to support a land classification
for new commercial agricultural projects, and by authorizing the sale of Ag

land in parcels or tracts by aliquot parts.

The remaining provisions of the bill emphasize a greater level of autonomy
for the individual agribusiness owner, while ensuring the states interests are
protected. The bill also reduces the slate’s direct control over individual farm
development and utilization and allows Ag land owners the ability to make
business decisions responsive to the economic factors of the marketplace and

their individual circumstances.

SB 162 redefines the stale's role in agricultural land disposal and
development to better enhance economic development opportunities Its
passage will allow the state of Alaska to reap the benefits of agriculture as an
economically viable and expanding resource industry. | respectfully request

your support of SB 162.
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Senate Bill 162 - Ag Lands 3//796

Section by Section Notes:

Section L outlines the primary: intent of this bill to provide for. the
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Section 6 allows the department to dispose of land by aliquot parts.

Section 7c(§ar|{|es contract terms with re arc? to the] department’s
options in declaring a payment moratoritm for Ag land contracts.
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the subdivision parameters
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Section 14 repeals departmental requlations. inconsistent with the
statutory chaRges mada Wroug% t?%s egisiation,




