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R e a s o n :  C o n s i s t e n c y  w i t h  P E R S  a n d  T R S .

* Section 27. Adds language specifically authorizing self-insurance o f retiree medical, 

dental, vision, audio, and long-term care plans. This authorization applies to PERS, 

TRS, JRS and EPORS.

Reason: Codifies practice and clarifies current statute.

* Section 28. This section makes PERS board membership separate from the 

Personnel Board. Currently the three appointed members on the PERS Board serve by 

virtue o f their appointment to the Personnel Board. This would make PERS Board 

appointment separate. Rationale: the PERS Board meets almost monthly to hear 

disability appeals and has other broad responsibilities. The level o f  activity has risen to 

the point where separate appointment is appropriate.

Reason: Board request.

* Section 29. Adds language to change how the winner in a PERS board election is 

determined. Current language uses the term “m ajority” A majority o f votes cast means 

the winner must receive greater than 50% o f the cast vo.':es. This is virtually impossible 

since a PERS board election usually draws ten or more candidates. The use o f the term 

“majority” virtually assures a runoff election, therefore doubling the cost o f the election 

process. With this change the winner is the person who receives the most votes. If  two 

seats are open, then the top two vote getters are elected.

Reason: Board request and efficiency measure.

* Section 30. Two physicians sit on the TRS and PERS boards when medical 

disability appeals are heard. The current statute requires the Governor to appoint two 

physicians from each o f the four judicial districts in the state. The statute goes on to 

require that the physicians residing in the locality o f the appeal hearing are first to be 

called to serve. Practically speaking, the Governor has had a very difficult time 

recruiting physician board members. This change would simplify the appointment
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process by requiring the Governor to appoint two physicians and two alternate 

physicians to serve on the PERS Board. This amendment also provides that when two 

physicians are not available, one physician ma> satisfy the quorum rules for a medical 

disability case. There is difficulty in appointing physician members and scheduling 

meetings to mesh with the schedules of those who have been appointed. Efficiencies 

and cost savings would follow if but one physician member would satisfy the statute, 

provided there is a need. The TRS parallel is section 2.

Reason: Board request and efficiency measure.

* Section 31. This amendment provides for an honorarium payment to PERS board 

members consistent with that paid to members o f the Alaska State Pension Investment 

Board (currently $ 150/day) and recognizes the significant workload entrusted to board 

members. This provision requires no general fund money. It is financed by the PERS 

fund. The TRS parallel is section 3.

Reason: Board request.

* Section 32. This section allows the PERS Board to adopt regulations defining a 

quorum for the conduct o f its business. Subsection 12 is added giving the PERS 

Board authority over setting the contribution surcharge for noncertificated school 

district employees who elect to have their service calculated using the TRS schedule. 

This provision was added through Senate Bill 9, which passed last session. This 

section I rings the setting of the contribution surcharge into an open forum. The TRS 

parallel is section 4.

Reason: Board request/clarification o f legal authority.

* Section 33. The first part o f this section clarifies that the PERS board has the 

authority to adopt regulations for the conduct o f hearings. The second part addresses 

an inconsistency in statute relating to the issuance o f  subpoenas, administration of 

oaths, depositions and affidavits. The board already has similar authority to that 

addressed in this subsection, but curiously only for hearings concerning waivers of
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adjustments under AS 39.35.522. This new subsection extends that authority to all 

board hearings. However, the scope of the authority is limited to  the hearing 

proceedings themselves, and by its terms does not extend to  prehearing discovery. The 

goal is to ensure that appropriate evidence may be presented at a hearing without 

complicating proceedings by broadening the scope to prehearing discovery. In 

addition, this is added to allow the board to appoint hearing officers to hear and decide 

appeals. This provision would allow (but not necessarily require) the board to appoint 

hearing officers for these situations. By regulation, the Board could identify the types 

o f appeals it might hear itself and set qualifications for hearing officers. Appellants 

would always have the option to appeal to the Board, even if a hearing officer has 

considered their cases.

If the board’s vote on an appeal is a fie vote o f those members present and voting, the 

administrator’s decision is affirmed; the board, by regulation, shall provide for a method 

for it to reconsider a decision it has reached. This codifies the current and past practice 

o f the board. Finally, this section adds final decisions o f the board may be appealed by 

an aggrieved party to the superior court. The TRS parallel is section 5.

Reason: Board request. This provision restates rights that exist as a matter o f case 

law, and also amplifies that a "final" decision by the board is a precondition to 

further appeal.

* Section 34. This amendment clarifies a conflict that existed in statute. This 

clarification places retirement system eligibility o f employees, including compensated 

elected officials, in the control o f the employer.

Reason: Addresses conflict in statute.

* Section 35. This section eliminates an inequity in current law. Currently, a PERS 

member who retires early (not under the RIP) and returns to work receives a penalty 

for their early retirement. On returning to work, the member’s early retirement benefit 

stops. When the member subsequently retires, their early retirement benefit resumes
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and they receive a second benefit based on their reemployment service. There is no 

adjustment for the early retirement benefits foregone. This section will authorize the 

division to make an actuarial adjustment to make the member whole. This same 

inequity wold be corrected for level income option benefit recipients who return to 

work before age 65, It is anticipated that this section will have no financial impact to 

the TRS fund. The TRS parallel is section 6.

Reason: Addresses inequity in current law and member request.

*  Section 36. This amendment removes the irrevocability o f  election by a 

noncertificated school district employee under authority o f  SB 9, which passed last 

legislative session.

Reason: Clarification o f SB 9, which passed the last legislative session.

* Section 37. This amendment removes the irrevocability o f an election by a 

noncercificated school district employee under authority o f SB 9, which passed last 

legislative session. Revocation would only be allowed when a person changes their 

work status from seasonal to full year employment (and vice versa).

Reason: Clarification o f SB 9, which passed the last legislative session.

* Section 38. Adds a new section that sets out the conditions under which a qualified 

employee o f the State o f Alaska may make an election once they have passed the initial 

opportunity at hiring.

Reason: Clarification o f SB 9, which passed the last legislative session.

* Section 39. This amended to remove the irrevocability o f election as this does not 

consider those instances when a qualified employee o f a school district, regional 

educational attendance area or other qualified employer may change their work status 

from seasonal to full year employment.

Reason: Clarification o f SB 9, which passed the last legislative session.
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* Section 40. Adds a new section that sets out the conditions under which a qualified 

employee o f a school district, regional educational attendance area or other qualified 

employer may make an election once they have passed the initial opportunity at hiring. 

Reason: Clarification o f SB 9, which passed the last legislative session.

* Section 41. This amends a section o f the PERS statute requiring, unless there are 

extraordinary circumstances, a member to file a nonoccupational disability application 

within 90 days after the member terminated employment. The TRS parallel is section 9. 

Reason: Establishes consistency between PERS and TRS disability requirements.

*Section 42. This adds a subsection to the PERS statute requiring, unless there are 

extraordinary circumstances, a member must file an occupational disability application 

within six months o f the date the member’s disability began or 90 days after the 

member terminated employment (whichever is later). The TRS parallel is section 9. 

Reason: Establishes consistency between PERS and 1 RS disability requirements.

* Section 43. Clarifies language regarding the “level income option” that was repealed 

effective July 1, 1996. This section simply recognizes that people hired before that date 

have a right to the level income option.

Reason: State Constitution requirement.

* Section 44. Amends PERS language to clarify that an alternate payee under a 

qualified domestic relations order (QDRO) has a right to the contribution account o f a 

member, not just any benefit payment. TRS parallel is Section 13.

Reason: This clarifies and simplifies ODRO procedures.

* Section 45. Adds language that allows the PERS to pay a lump sum distribution 

directly to an Individual Retirement Account - IRA. The parallels are sections 14 

(TRS), 23 (JRS), 26 (NGNMRS) and 59 (EPORS).

Reason: Simplifies procedures for members.
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* Section 46. Removes requirement that the PERS board must rule on a waiver o f 

adjustment appeal within 120 days o f its receipt. The purpose is to have a consistent 

process for all appeals. TRS parallel is Section 11,

Reason: Board request to increase flexibility to appellants and the PERS.

* Section 47. This repeals language no longer needed with the additions to  AS

39.35.077. Makes the hearing process consistent for all types o f hearing. This 

supports section 33.

Reason: The purpose is to have a consistent process fo r  all appeals.

* Section 48. This repeals language no longer needed with the additions to AS 

39 35.077. Makes the hearing process consistent for all types o f hearing. This 

supports section 33.

Reason: The purpose is to have a consistent process fo r  all appeals.

* Section 49. This section adds language in PERS authorizing the division’s long­

standing practice o f deducting retiree insurance premiums (medical, dental, vision, 

audio, and long-term care) from retirement checks. The parallels are sections 10 (TRS) 

and 24 (JRS),

Reason: Codifies practice.

^Section 50. This amendment protects PERS employers from costs arising from 

requests by employee groups to change their retirement system coverage.

Reason: System efficiency.

*Scction 51. This section updates PERS statutes relating to fraud, making such 

actions class A misdemeanors. TRS parallel is in Sections 15 and 16.

Reason: Clarification o f the law.
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*Scction 52, This section clarifies the purposes o f Senate Bill 9, enacted during the 

1999 legislative session. Under SB9, a person can elect to receive a year o f service 

credit for working at least 172 days in a school year. This amendment clarifies 

calculation o f average monthly compensation for this group.

Reason: Legal clarification.

* Section 53. Adds language in PERS that defines a compensation limit for pension 

plan purposes for all members first hired on or after July 1, 1996. All members hired 

after that date must follow the limitations set by Section 401 (a)(l 7) o f the IR.S code 

(initially set at $150,000). The parallels are sections 17 (TRS) and 21 (JRS).

Reason: Compliance with federal law.

* Section 54. Clarifies that the income and interest earned by the PERS fund belong to 

the fund. Codifies the practice in place since PERS was established in the 1960s and the 

trust requirements o f the retirement fund. The TRS parallel is section 19.

Reason: Codifies practice.

* Section 55. Companion to Section 44. Amends the PERS definition o f QDRO to 

clarify that a former spouse has a right to the contribution account o f  a member.

Current language limits the former spouse to the benefit payable. The parallels are 

sections 13 (TRS), 25 (JRS), 26 (NGNMRS) and 59 (EPORS).

Reason: Addresses legal inconsistency.

* Section 56. Both the PERS and the TRS statutes require appointment o f physician 

board members to hear disability appeals. Due to the disclosure requirements o f

AS 39.50 (especially disclosure o f individual patients), the division and the Governor’s 

Office have had great difficulty recruiting physicians to board appointment. This would 

amend the law to remove physicians appointed to the PERS and TRS boards from the 

definition o f public official under AS 39.50.

Reason: Conjlict with patient confidentiality.
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* Section 57. Repei is sections relating to PERS board hearings that are no longer 

necessary with the addition o f AS 39.35.077 in Section 33.

Reason: Addresses statutory consistency.

*Sectiom 58. Allows an EPORS member to receive a refund o f any principle or interest 

paid on prior indebtedness. Also grants EPORS members the right to repay an 

indebtedness at any time up to the time o f retirement. This language makes EPORS 

rules consistent with other state retirement systems. Parallels section 22 (JRS).

Reason: Makes EPORS statute consistent with PERS and TRS.

*Scction 59. Places qualified domestic relations order (QDRO) language in EPORS 

which is equivalent to that contained in PERS and TRS statutes. Also creates the 

mechanism for members to transfer their contribution account to another qualified plan 

or IRA. The parallels are sections 13 and 18 (TRS), 25 (JRS), 26 (NGNMRS), 44 and 

55 (PERS).

Reason: Makes EPORS statute consistent with PERS and TRS.

* Section 60. Parallels Section 28, which separates the PERS Board from the 

Personnel Board. Addresses length o f initial appointment o f PERS Board appointees. 

Reason: Ensures continuity o f membership on the PERS Board.
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. Date Referred to Committee: March 8, 2000 FURTHER REFERRALS:

Date of Committee Action: J l

The FINANCE Committee considered: HB 337

HOUSE BILL NO. 337 CLAIMS AGAINST PERM FUND DIVIDENDS

"An Act relating to claims against permanent fund dividends to pay certain amounts owed to state agencies and to fees 
for processing claims against and assignments of permanent fund dividends; and prodding for an effective date."

recommends it be replaced
with the following committee substitute
[ J additional referral t o _______________
| | attached amendment(s)

A D O PT S:_____________________________

[ ] the same title 
A t )  B -R  U U P )  [-T a new title

Committee

Letter of Intent

ATTACHES NEW FISCAL NOTE(s): (Dep0

| ] fiscal n o t e ( s ) _______________________

APPROVES PREVIOUS: 
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0  F I S C A L  N O T E  Bill V e r ® :
No: 1

HB 337

Revision Date/Time (Note if correction):______________
Title: An Act relating to . . .  Admin collection
of Perm. Fund Div for amounts owed to State

S T A T E  O F  A L A S K A

2 0 0 0  L E G I S L A T I V E  S E S S I O N

(H) Publish Date: 2 / 4 / u 0

Department Affected: Labor
BRU: Employment Security
Component: ________

Sponsor
Requestor

Rules Committee Unemployment Insurance
Governor

EXPENDITURES/REVENUES:

COMPONENT SERIAL NO.

(Thousands of Dollars)________

2 2 7 6

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS & CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL

CHANGE IN REVENUE 377.1 569.8 385.4 385.4 385.4 385.4
FUND SOURCE# 1004 1004 1004 1004 1004 1004

FUNDING: (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipt
1006 GF/MHTIA 
Other (Specify Type)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year (FY00) impact: $ 0.0
ANALYSIS: (Attach a separate page if necessary) 

(See Attached)

U a J i  0 0
Prepared by: Rebecca Gamez, Director P h o n e : 465-2711
Division: Employment Security Division Date/Time: 1/12/00 11:36 AM

Approved by Commissioner: Ed Flanagai(!\om W ss7Sher
Agency: Department of Labor and Workforce Development Date: 1/12/2000

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE
For further distribution information call the Governor's Legislative Office
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k A T T A C H M E N T  ^  ^  H  £5 3  3
Fiscal Note for Governor's B ill^P .."  Administrative Collection of Perm ant^^und  Dividends...for amounts

f*owed to state.

The Alaska Department of Labor and Workforce Development, Employment Security Division, Benefit Payment 
Control Unit, is responsible for recovery of overpaid unemployment insurance (U I) benefits and fraud penalties. The 
current outstanding debt owed to the state for overpayments is a little over 9 million dollars; comprised o f $4,900,000 
paid erroneously due to a fraudulent act committed by the claimant; $1,500,000 paid due to error, most often the 
claimant’s; and $3,000,000 in statutory penalty applied for receipt o f benefits through fraudulent acts.

In order to obtain federal administrative funding from the U.S. Department of Labor, our division must continue to 
improve the percentage of overpayments we recover. Currently, the only way to attach a Permanent Fund Dividend 
is by voluntary assignment, a judgment through small claims action, or through a criminal prosecution judgment. The 
latter two actions are lengthy and time consuming and are used in less than 5% of the cases. Authority to attach 
Permanent Fund Dividends through administrative action would simplify the process and increase the Department's 
recovery o f improperly received payments and penalties.

Attachment o f Permanent Fund Dividends would only be used after proper notice of liability has been given and 
appeal rights have expired or been exhausted. It would only be used on past due a'.counts.

No fiscal impact to the operational costs of the Unemployment Insurance program is anticipated. The costs related to 
the legislation will be replaced by efficiencies and related savings realized by a reduction in the number o f judgments 
required through small claims action, or through a criminal prosecution.

Alaska statute 23.20.390 (a) requires that the over paid U I payment when recovered is to be returned to the U I trust 
fund. Since unemployment insurance benefits are primarily paid through taxes from Alaska’s employers, the recovery 
of these overpaid benefits has a positive impact on employer tax rates. Alaska statute 23.20.390 (f) requires that any 
penalty recovered will be deposited into the state general fund.

After all other administrative remedies are exercised, the department anticipates levies on permanent fund dividend 
funds will result in recovery o f overpaid UI payments and penalties as follows:

First Calendar Year of Implementation effective January 1,2001
Fraud overpays $1,148,200
Non-fraud overpays $362,600

Total Returned to U I Trust Fund $1,510,800

Penalties Recovered for GF deposit $754,200 (a)

Second &  Subsequents Calendar Years
Fraud overpays $638,300
Non-fraud overpays $128,900

Total Returned to U I Trust Fund $767,200

Penalties Recovered for GF deposit $385,400 (a)

In the first calendar year of implementation of the permanent fund levy, the UI overpay and penalty calculations 
represent the backlog which is greater than what would typically be expected on an ongoing annual basis. The 
second and subsequent year calculations is what we expect annually after the backlog is recovered.

FOOTNOTE:
(a) the state fiscal year distribution (see fiscal note form) of penalties recovered for deposit to the 
state general fund due to the 1/1/2001 effective date is as follows:

♦FY2001 =$377,100 (50% o f I st calendar year penalties)

*FY2002 = $377,100 (50% o f l sl calendar year penalties)
♦FY2002 = $192,700 (50% o f 2nd calendar year penalties)

♦FY2003 & subsequent fiscal years =  $385,400



FISCAL NOTE
STATE OF ALASKA
2000 LEGISLATIVE SESSION

(H) Publish Date: 2 / 2 3 / 0 0

N o: 2
Bill V ersion: C S H B  3 37 (STA)

Revision Date/Time (Note if c o r r e c t i o n ) _____________
Title Claims Against Permanent Fund Dividends

Dept Affected 
|BRU
Component

Revenue_______________
Revenue Operations_____
Permanent Fund Dividend

Sponsor
Requester

Rules
House State Affairs

Expenditures/Revenues

Component Serial No.

(Thousands of Dollars)

981

OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

— .......  .............. ------- ----

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 o.<

[capital e x p e n d it u r e s

CHANGE IN REVENUES (

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other (Specify Type)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.

Estimate of current year (FY2000) cost: 
POSITIONS

0.0

Full-time
Part-time
Temporary

ANALYSIS: (A tta c h  a  s e p a ra te  p a g e  if  n e c e s s a ry )

This bill allows state agencies to file claims against Permanent Fund Dividends of individuals with unpaid debts owed to state agencies. 
Section 2 of this bill allows the Permanent Fund Dividend Division to collect an administrative fee to cover costs associated with 
processing these claims. This existing fee of $2 per claim (as set out in regulation) is based on state agencies using electronic media t 
transmit any and all claims to the dividend division. The division may have to increase the fee to a particular agency if that agency is 
unable to transmit its claims electronically and instead creates additional paperwork and manual processing for the dividend division.

Prepared by Nanci A. Jones, Director Phone 465-2323
Division Permanent Fund Dividend DatefTime Febmary 8, 20000
Approved by 
Commissioner Wilson L. Condon ^-1 ^ /

l l :  -
Date February 8, 20000

Agency Department of Revenue ' —
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

For further distribution Information, call the Governor's Legislative Office i
Page 1 o
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Thank you for the opportunity to appear today to discuss this bill.

For the record, I am Ron Hull, Deputy Director of the Employment Security 
Division of the Department of Labor and Workforce Development.

I know you are pressed for time and will keep my statements as short as 
possible:

I would like to explain what this bill accomplishes. One of ESD's responsibilities 
is the unemployment insurance program. ESD's mandate is to protect the UI 
trust fund. This bill would provide an additional tool for improving the collection 
rate of overpaid benefits.

The PFD statute prioritizes the state entities that can attach an individual's PFD. 
It would place ESD at number 6 along with other state agencies not already 
named in the existing statute.

The total debt balance we are speaking to, as of 12/31/99 was $9, 574,892

Fraud $4, 912, 834
Non-fraud $1,516,888 
Penalty $3, 145, 620

The two categories of Fraud and Non-fraud are actual overpaid UI benefits and
when collected would be returned to the trust fund.

The penalty amount is deposited directly into the general fund.

We strongly believe maintaining a healthy UI trust fund precludes us from having 
to raise the employer tax rate.

We have conservatively estimated a yearly deposit to the general fund of $385 - 
400 thousand in penalty collections to the general fund.

That concludes my prepared statements, I would be happy to entertain any 
questions.

G o o d  a f t e r n o o n  Mr. C h a i r m a n ,  R e p r e s e n t a t i v e s

i
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F I S C A L  N O T E
N o: 1

B ill VerJ HB 3 3 7

Revision Date/Time (Note if correction):_______________
Title: An Act relating t o . . .  Admin collection
of P e rm . F u nd  Div fo r am o u n ts  ow ed to  S ta te

S T A T E  O F  A L A S K A

2 0 0 0  L E G I S L A T I V E  S E S S I O N

Sponsor:
Requestor

Rules Committee
Governor

(H) Publish Date: 2 / 4 / 0 0

Department Affected: Labor
BRU: Employment Security
Component ________

Unemployment Insurance
COMPONENT SERIAL NO. 2 2 7 6

EXPENDITURES/REVENUES: (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.

OPERATING FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS & CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL

CHANGE IN REVENUE 
FUND SOURCE#

377.1
1004

569.8
1004

385.4
1004

385.4
1004

385.4
1004

385.4
1004

FUNDING: (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipt
1006 GF/MHTIA
Other (Specify Type)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year (FY00) impact: $ 0.0
ANALYSIS: (Attach a separate page if necessary) 

(See Attached)

{J 0 / ) ^  - 4  0 - 0

Prepared by) Rebecca Gamez, Director P h o n e : 465-2711
Division: Employment Security Division Date/Time: 1/12/00 11:36 AM

Approved by Commissioner: Ed FlanagaiCWmWissTCner
Agency: Department of Labor and Workforce Development Date: 1/12/2000

oqitftiT fiE  c o f i v
PREPARER TO PROVIDE ALL DISTRIBU1 ION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

For further distribution information call the Governor's Leg islative Office
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Fiscal Note for Governor's Bill^F»"Adm inistrative Collection of Pcrrnan^Brund Dividends...for amounts 
owed to state."

The Alaska Department of Labor and Workforce Development. Employment Security Division, Benefit Payment 
Control Unit, is responsible for recovery of overpaid unemployment insurance (U I) benefits and fraud penalties. The 
current outstanding debt owed to the state for overpayments is a little over 9 million dollars; comprised o f $4,900,000 
paid erroneously due to a fraudulent act committed by the claimant; $1,500,000 paid due to error, most often the 
claimant’s; and $3,000,000 in statutory penalty applied for receipt o f benefits through fraudulent acts.

In order to obtain federal administrative funding from the U.S. Department of Labor, our division must continue to 
improve the percentage of overpayments we recover. Currently, the only way to attach a Permanent Fund Dividend 
is by voluntary assignment, a judgment through small claims action, or through a criminal prosecution judgment. The 
latter two actions are lengthy and time consuming and are used in less than 5% of the cases. Authority to attach 
Permanent Fund Dividends through administrative action would simplify the process and increase the Department's 
recovery o f improperly received payments and penalties.

Attachment o f Permanent Fund Dividends would only be used after proper notice o f liability has been given and 
appeal rights have expired or been exhausted. It would only be used on past due accounts.

No fiscal impact to the operational costs of the Unemployment Insurance program is anticipated. The costs related to 
the legislation will be replaced by efficiencies and related savings realized by a reduction in the number o f judgments 
required through small claims action, or through a criminal prosecution.

Alaska statute 23.20.390 (a) requires that the over paid U I payment when recovered is to be returned to the U I trust 
fund. Since unemployment insurance benefits are primarily paid through taxes from Alaska's employers, the recovery 
o f these overpaid benefits has a positive impact on employer tax rates. Alaska statute 23.20.390 (f) requires that any 
penalty recovered will be deposited into the state general fund.

After all other administrative remedies are exercised, the department anticipates levies on permanent fund dividend 
funds will result in recovery of overpaid UI payments and penalties as follows:

First Calendar Year of Implementation effective January 1, 2001
Fraud overpays $1,148,200
Non-fraud overpays $362,600

Total Returned to U I Trust Fund $1,510,800

Penalties Recovered for GF deposit $754,200 (a)

Second &  Subsequents Calendar Years
Fraud overpays $638,300
Non-fraud overpays $128,900

Total Returned to U I Trust Fund $767,200

Penalties Recovered for GF deposit $385,400 (a)

In the first calendar year of implementation of the permanent fund levy, the UI oveipay and penalty calculations 
represent the backlog which is greater than what would typically be expected on an ongoing annual basis. The 
second and subsequent year calculations is what we expect annually after ‘he backlog is recovered.

FOOTNOTE:
(a) the state fiscal year distribution (see fiscal note form) of penalties recovered for deposit to the 
state general fund due to the 1/1/2001 effective date is as follows:

♦FY2001 = $377,100 (50% o f 1st calendar year penalties)

♦FY2002 = $377,100 (50% of 1sl calendar year penalties)
♦FY2002 = $192,700 (50% of 2nd calendar year penalties)

♦FY2003 & subsequent fiscal years =  $385,400

<3 / /  /L s



FISCAL NOTE

Revision Dateffime (Note if correction)

STATE OF ALASKA
2000 LEGISLATIVE SESSION

(H) Publish Date: 2 / 2 3 / 0 0

^  No: 2
Bill Version: C SH B 3 3 7  (S T A )

Dept Affected Revenue
Title Claims Against Permanent Fund Dividends BRU Revenue Operations

Component Permanent Fund Dividend
Sponsor Rules
Requester House State Affairs Component Serial No. 981

E xpend itu res/R ev enues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims — ------- -----
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

[CAPITAL EXPENDITURES | I I I

CHANGE IN REVENUES ( ) j
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of current year (FY2000) coat: 0,0
POSITIONS
Full-time
Part-time I
Temporary

ANALYSIS: (Attach a separate page if necessary)

This bill allows sta te  agencies to file claims against Perm anent Fund Dividends of individuals with unpaid debts owed to s ta te  agencies. 
Section 2 of this bill allows the Perm anent Fund Dividend Division to collect an administrative fee to cover costs associa ted  with 
processing these  claims. This existing fee of $2 per claim (as se t out in regulation) is based  on state agencies using electronic media to 
transmit any and all claims to the dividend division. The division may have to increase the fee to a particular agency if that agency is 
unable to transm it its claims electronically and instead creates additional paperwork and manual processing for the dividend division.

«i

Prepared by Nanci A. Jones, Director Phone 465-2323
Division Permanent Fund Dividend Date/Time February 8, 20000
Approved by 
Commissioner Wilson L. Condon / i  1 2 ' Date February 8, 20000
Agency Department of Revenue ~ '

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution Information, call the Governor's Legislative Office ,

Page 1 of
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February 2, 2000

The H onorab le  Brian Porter 
S peaker o f  the H ouse 
A laska State Legislature 
State C apito l 
Juneau, A K  99801-1 182

D ear S peaker Porter:

Som e state agencies are currently allow ed to seek from individuals overdue paym ents o f  
m oney due the state through a sim ple adm inistrative collection o f  perm anen t fund 
d ividends. But m ost state agencies still need to use a tim e consum ing and costly  court 
action to  attach an individual's perm anent fund dividend. It m akes sense for all ou r state 
agencies to have access to this "fast track" m ethod o f  collecting from  a person w ho 
receives a perm anent fund dividend w hile in arrears w ith paym ents law fu lly  due to  the 
state. This bill I transm it today accom plishes this change in law.

E xam ples o f  agencies now  able to attach perm anent fund dividends w ith  a sim ple 
adm in istrative action include the D epartm ent o f  H ealth and Social Services, for 
re im bursem ent o f  certain court-ordered treatm ent, and the A laska C om m ission  on 
Postsecondary Education for student loans in default.

But the D epartm ent o f  L abor and W orkforce D evelopm ent, for exam ple, m ust tile a sm all 
claim s court action or seek crim inal prosecution to recover overpaid unem ploym ent 
insurance benefits and fraud penalties. Partly as a result o f  this cum bersom e m ethod, the 
departm ent estim ates the state is ow ed $4.5 m illion in outstanding benefits received  by 
fraudulent m eans, $3.6 m illion in statu tory  penalties, and $1.6 m illion for overpaid  
benefits. N ot only will this bill increase recovery rates, but because these ow ed benefits 
are paid by em ployer taxes, it will reduce em ployer tax rates w ithin the state.

A state agency w ould not be required to use these new  procedures for co llection . A ny 
agency that elects to use the new procedures w ould be required to no tify  the individual o f  
the c !aim  with a fair opportunity  for a hearing  at w hich the individual could con test the
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The H onorable Brian Porter 
February 2. 2000 
Page 2

agency’s claim  to the perm anent fund dividend. I f  a hearing is not requested or the claim  
is resolved in favor o f  the state agency, the agency m ay collect the m oney from the 
individual's perm anent fund dividend w ithout filing a court action.

Passage o f  this m easure gives state agencies an additional tool to recover m oney that is 
law fully  ow ed to the state under ex isting state laws.

Sincerely,

G overnor
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DATE: 4 /1 6 /0 0 REPORTED OUT OF
SFC

FURTHER:

DATE TURNED 
INTO OFFICE:.

Finance Committee considered CS FOR HOUSE BILL NO. 337(JUD)

"An Act relating to claims against permanent fund dividends to pay amounts owed to the Department 
of Labor and Workforce Development under the Alaska Employment Security Act and to fees for 
processing certain claims against permanent fund dividends; and providing for an effective date.

and recommends:

be replaced with K f csC j fS .  J 3 Z  
[ ] adopt previous ___
[ ] attached amendment(s) 

[ ] adopt Letter of Intent by . 

[ ] further referral to th e ___

Senate Bill:
[*T same title 

J  F J  [ ] new title
House Bill:

_(_________ ) [ ] same title
[ ] technical title 
[ ] new: SCR"___

CS
aittee

nittee

NEW FISCAL NOTE(S): 
Department Date Zero Fiscal

PREVIOUS FISCAL NOTE(S):* 
Department Date Zero Fiscal
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.
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[ ] APPROPRIATION -  no fiscal note ♦include fiscal notes accom panying G overnor’s bill



Revision Date/Time (Note if correction):________________  Department Affected: Labor_____________
Title: An Act relating t o . . .  Admin collection BRU: Employment Security_____________
o f  P e r m .  F u n d  Div.. . .  f o r  a m o u n t s  o w e d  t o  S t a t e _____________  C o m p o n e n t :  _________________________________

Sponsor: Rules Committee_____________________  Unemployment Insurance_________
Requestor: Governor____________________________  COMPONENT SERIAL NO. 2 2 7 6

EXPENDITURES/REVENUES:_________________________ (Thousands of Dollars)__________________________

F I S C A L  N O T E  B ill Vert, i: HB 3 3 7

STATE OF A L A S K A  REPORTED OUT OF (H ) P ub lish  Date: 2 / 4 / f i 0

2000 LE G IS LA TIV E  SESSIO N SFC

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS & CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL

CHANGE IN REVENUE 377.1 569.8 385.4 385.4 385.4 385.4
FUND SOURCE# 1004 1004 1004 1004 1004 1004

FUNDING:____________________________________________(Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipt
1006 GF/MHTIA 
Other (Specify Type)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year (FY00) impact: $ 0,0

ANALYSIS: (Attach a separate page if necessary) 

(See Attached)

H  0 - 0

Prepared by) Rebecca Gamez, Director P h o n e : 465-2711
Division: Employment Security Division Date/Time: 1/12700 11:36 AM

Approved by Commissioner: Ed FlanagaiCWrnlTfissJCher 
Agency: Department of Labor and Workforce Development Date: 1/12/2000

e q m u r r a  c o p y

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information call the Governor’s Legislative Office



ATTACHM ENT H  ^  Tu
Fiscal Note fo r Governor’s B ill .."Administrative Collection o f Permane. .'’und Dividends...for amounts 
owed to state."
The Alaska Department o f Labor and Workforce Development, Employment Security Division, Benefit Payment 
Control Unit, is responsible for recovery o f overpaid unemployment insurance (U I) benefits and fraud penalties. The 
current outstanding debt r  ,ved to the state for overpayments is a little over 9 million dollars; comprised o f $4,900,000 
paid erroneously due to a fraudulent act committed by the claimant; $1,500,000 paid due to error, mosi often the 
claimant’ s; and $3,000,000 in statutory penalty applied for receipt o f benefits through fraudulent acts.

In order to obtain federal administrative funding from the U.S. Department o f Labor, our division must continue to 
improve the percentage o f overpayments we recover. Currently, the only way to attach a Permanent Fund Dividend 
is by voluntary assignment, a judgment through small claims action, or through a criminal prosecution judgment. The 
latter two actions are lengthy and time consuming and are used in less than 5% o f the cases. Authority to attach 
Permanent Fund Dividends through administrative action would simplify the process and increase the Department's 
recovery o f  improperly received payments and penalties.

Attachment o f  Permanent Fund Dividends would only be used after proper notice o f liability has been given and 
appeal rights have expired or been exhausted. It would only be used on past due accounts.

No fiscal impact to the operational costs o f the Unemployment Insurance program is anticipated. The costs related to 
the legislation will be replaced by efficiencies and related savings realized by a reduction in the number o f judgments 
required through small claims action, or through a criminal prosecution.

Alaska statute 23.20.390 (a) requires that the over paid UI payment when recovered is to be returned to the UI trust 
fund. Since unemployment insurance benefits are primarily paid through taxes from Alaska's employers, the recovery 
o f these overpaid benefits has a positive impact on employer tax rates. Alaska statute 23.20.390 (0  requires that any 
penalty recovered will be deposited into the state general fund.

After all other administrative remedies are exercised, the department anticipates levies on permanent fund dividend 
funds will result in recovery o f overpaid UI payments and penalties as follows:

First Calendar Year of Implementation effective January 1,2001
Fraud overpays $1,148,200
Non-fraud overpays $362.600

Total Returned to U I Trust Fund $1,510,800

Penalties Recovered fo r G F deposit $754,200 (a)

Second & Subsequents Calendar Years
Fraud overpays $638,300
Non-fraud overpays $128.900

Total Returned to U I Trust Fund $767,200

Penalties Recovered for GF deposit $385,400 (a)

In *' e first calendar yea r. f  implementation o f the permanent fund levy, the UI overpay and penalty calculations 
represent the backlog which is greater than what would typically be expected on an ongoing annual basis. The 
second and subsequent year calculations is what we expect annually after the backlog is recovered.

FOOTNOTE:
(a) the state fiscal year distribution (see fiscal note form) o f penalties recovered for deposit to the 
state general fund due to the 1/1/2001 effective date is as follows:

*FY2001 = $377,100 (50%  o f l 51 calendar year penalties)

•FY2002 = $377,100 (50% o f 1st calendar year penalties)
*FY2002 = $ 192,700 (50% o f 2nd calendar year penalties)

♦FY2003 & subsequent fiscal years = $385,400



REPORTED OUT OF
SFC

STATE OF ALASKA
2000 LEGISLATIVE SESSION

FISCAL NOTE

Revision Date/Time (Note if correction) _______________
Trtlo Claims Against Permanent Fund Dividends

D ept Affected 

'BRU
Component

No:
Bill Version: CSHB 3 3 7  (STA )
(H) Publish Date: 2 / 2 3 / 0 0

Revenue____________

Revenue Operations
Permanent Fund Dividend

Sponsor

Requester

Rules

H ouse S tate Affairs

Expenditures/Revenues
Note: Amounts do not include inflation unless otherwise noted below.

Component Serial No.

(Thousands of Dollars)

981

OPERATING EXPENDITURES FY2001 FY 2002 FY 2003 FY 2004 FY200S FY 2006
Personal Services 

Travel 

Contractual 
Supplies 

Equipment 
Land & Structures 

Grants & Claims 

Miscellaneous

.............................. ------- ----

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.

ICAPITAL EXPENDITURES"

ICHANGF. IN REVENUES (~

FUND SOURCE (Thousands o f Dollars)

1002 Federal R eceipts

1003 GF Match
1004 GF

1005 GF/Program Receipts 

1037 GF/Mental Health 

Other (Specify Type)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.I

Estlmato of current year (FY2000) cost: 0.0

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

This bill allows state agencies to file claims against Permanent Fund Dividends of individuals with unpaid debts owed to state agencies. 
Section 2 of this bill allows the Permanent Fund Dividend Division to collect an administrative fee to cover costs associated with 
processing these claims. This existing fee of $2 per claim (as set out in regulation) is based on state agencies using electronic media to 
transmit any and all claims to the dividend division. The division may have to increase the fee to a particular agency if that agency is 
unable to transmit its claims electronically and instead creates additional paperwork and manual processing for the dividend division.

Prepared by Nanci A. Jon es, Director Phone 465-2323

Division Permanent Fund Dividend D ateffim e February 8, 20000
Approved by 

Commissioner Wilson L. Condon /  ̂ [ J  '
Date February 8, 20000

Agency Department of Revenue

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution Information, call the Governor's Legislative Office ,
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Amendment
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Senator A! Adams
Senator Gary Wilken
Senator Pete Kelly
Senator Lyda Green
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Co-Chair John TorgersonTally

Yea
Nay
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HB 337 
TALKING POINTS

The Employment Security Division (ESD) of the Department of Labor 
and Workforce Development administers the Unemployment Insurance 
Program.

That entails the collection of taxes from Alaska’s employers and the 
paying out of benefits to Alaskans who are temporarily out of worl 
Last year over $129 million was paid out in benefits.

Inherent in the responsibility of administering the program is the 
protection of the UI Trust Fund.

By protection, I mean the detection, prevention, and the collection of 
improperly paid benefits.

As of 12/31/99 the overpayment balances were as follows:

Fraud $4,912,384
Non-Fraud $1,516,888
Penalty $3,145,620 (Statutory penalty for fraud)

This bill would speed the recovery of overpaid UI benefits that are a
debt to the state.

The overpaid benefits would be returned to the Trust Fund. This would 
have a beneficial effect on the employers' UI tax rates.

The Penalty amount would be deposited in the General Fund.

With the passage of this bill we estimate in the first year we could return 
over $1.5 million to the Trust Fund, and over $750 thousand to the 
General Fund.

Every year thereafter, it is estimated between $700 - $800 thousand 
would be returned to the Trust Fund and between $400 - $500 thousand 
would be deposited in the General Fund.

The passage of this bill is good for the UI Trust Fund, its good for the 
General Fund, and its good for Alaska's employers.
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February 2. 2000

T he H onorable Brian Porter 
Speaker o f  the House 
A laska State Legislature 
State Capitol 
Juneau. A K  99801-1182

D ear Speaker Porter:

Som e state agencies are currently allowed to seek from individuals ov erdue paym ents o f  
m oney due the state through a sim ple adm inistrative collection o f  perm anent fund 
dividends. But most state agencies still need to use a tim e consum ing and costly court 
action to attach an individual's perm anent fund dividend. It m akes sense for all our state 
agencies to have access to this "fast track" m ethod o f  collecting from a person w ho 
receives a perm anent fund dividend w hile in arrears w ith paym ents law fully due to the 
state. This bill I transm it today accom plishes this change in law.

Exam ples o f  agencies now able to attach perm anent fund dividends w ith a sim ple 
adm inistrative action include the D epartm ent o f  H ealth and Social Services, for 
reim bursem ent o f  certain court-ordered treatm ent, and the A laska C om m ission on 
P ostsecondary Education for student loans in default.

But the D epartm ent o f  Labor and W orkforce D evelopm ent, for exam ple, must tile a sm all 
c laim s court action or seek crim inal prosecution to recover overpaid unem ploym ent 
insurance benefits and fraud penalties. Partly as a result o f  this cum bersom e m ethod, the 
departm ent estim ates the state is owed S4.5 m illion in outstanding benefits received by 
fraudulent m eans. S3.6 m illion in statutory penalties, and S I .6 m illion for overpaid 
benefits. N ot only will this bill increase recovery rates, but because these ow ed benefits 
are paid by em ployer taxes, it will reduce em ployer tax rates w ithin the state.

A state agency w ould not be required to use these new  procedures for collection. Any 
agency that elects to use the new procedures w ould be required to notify the individual o f  
the claim  w ith a fair opportunity for a hearing at w hich the individual could contest the



The H onorab le Brian Porter 
February 2. 2000 
Page 2

agency’s claim  to the perm anent fund dividend. I f  a  hearing is not requested or the claim  
is resolved in favor o f  the state agency, the agency m ay collect the m oney from the 
individual's perm anent fund dividend w ithout filing a court action.

Passage o f  this m easure gives state agencies an additional tool to recover m oney that is 
law fully ow ed to the state under existing state laws.

S incerely.

G overnor
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FISC A L N O TE
No: 4

Bill Version: CSHB 3 3 3  ( j u p )
(H) Publish Date: 4 / 1 1 / 0 0

STATE OF ALASKA
2000 LEGISLATIVE SESSION
Revision Date/Time (Note if correction) ___________________
Title An Act relating to crimes involving computers,
access devices, other technology, identification documents.
Sponsor Rules Committee_________________________
Requester Governor_________________________________

E x p e n d i t u r e s / R e v e n u e s ____________________

Dept. Affected Depaim ent of Corrections 
BR'J Administration and Operations
Component___________ All

Component No. 

(Thousands of Dollars)

#0694

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous 14.3 28.7 42.9 57.3 64.4 96.6

TOTAL OPERATING 14.3 28.7 42.9 57.3 64.4 96.6

CAPITAL EXPENDITURES 1

CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 14.3 28.7 42.9 57.3 64.4 96.6
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type)

TOTAL 14.3 28.7 42.9 57.3 64.4 96.6

Estim ate of any current year (FY2000) cost: 0.0
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
See attached.

Prepared by: Candy Brower, Legislative Liaison Phone 465-3307
Division Commissioner's Office
Approved by Commissioner Margaret M. Pugh 4Agency Dept, of Corrections 6

DateTTime 2722700 9:17 AM
Date 7„- - 2 1 ' O V

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
C O M M IT T E E  C O P Y  For further distribution Information, call the Governor's Legislative Office
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STATE OF ALASKA BILL NO. HB 338
2000 LEGISLATIVE SESSION PAGE 2 of 2
DEPARTMENT OF CORRECTIONS DATE 2/22/00

FISCAL NOTE

If passed, this legislation would greatly enhance the ability to prosecute those who would use technology 
for harm. Cybertheft, theft of identity, theft of access cards and electronic transmission of child 
pornography are all targets of this bill. Technology is creating a new breed of criminal because of the 
ease with which someone with particular skill and knowledge can steal, disrupt and otherwise harm 
without detection. Law enforcement is not easy in these cases and the expertise and equipment required 
to keep pace with those who are perpetrating such crimes will be critical.

The Department of Corrections anticipates that the criminals prosecuted for these crimes will likely be 
new to the system. It is anticipated that the first year, there may be four convictions for C felonies 
resuiting in a Suspended Imposition of Sentence of 24 months with 21 suspended for a period of 5 years. 
That would result in a period of confinement of 2 months for each individual. The fact that these would 
likely be first time offenders and not violent, they will likely serve their confinement in Community 
Residential Centers at a rate of $59.61 per day. The first year fiscal impact would be approximately 
$14 300.

It is anticipated that the numbers of criminals being prosecuted will increase each year as law 
enforcement becomes more adept at apprehending them. For FY 02, it is anticipated there may be six 
convictions with a similar sentencing for a total of $21,500 plus one person from the previous year who 
violated his probation for an additional 6 months sentence with four months to serve totalling $7,200. FY 
02 would see a total fiscal cost of $28,700.

FY 03 is estimated to have eight convictions using the same formula as above, that would result in 
$28,600. In addition, it is expected that two of the previous ten would violate probation for a net result of 
six months each with four months to serve totalling 14,300. The total esiimate for FY 03 is $42,900.

FY 04 is estimated to reach ten convictions using the same formula as above, resulting in a cost of 
$35,800. If probation violations occur, as expected, there would be an additional three inmates subject to 
additional time of approximately 4 months each for $21,500 The total fiscal impact in FY 04 would be 
$57,300

If prosecutions arid convictions continue to increase, we would anticipate 12 convictions in FY 05 at a 
resulting cost of $42,900. If three probationers violate, the resulting cost would be $21,500 for a total of 
$64,400.

FY 06, if increases continue as expected, could result in 15 convictions for a total of $53,700 plus four 
probation revocations at an average of 9 months each, 6 months to serve totalling 42,900. The total fiscal 
impact for FY 06 would be approximately $96,600.

The increase in sentencing for probationers is a result of the possiblity of re-offenders getting additonal 
time for coming back before the court again. This fiscal note does not reflect costs of community 
supervision.

Page 2 of 2



F I S C A L  N O T E Bill Version:
No: 3

STATE OF ALASKA
2000 LEGISLATIVE SESSION
Revision Date:_____________________

(H) Publish Date:
H E. 3 3 3

2 / 4 / 0 0

Department Affected: Administration
Title: ‘An Act relating to crimes involving computers. BRU: Legal and Advocacy Services

Component: Public Defender Agency
Sponsor: Rules Committee
Reouestor; Governor COMPONENT SERIAL NO. 1631

EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2 003 FY 2004 FY 2005 FY 2006 !

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

46.5 46.5 46.5 46.5 46.5 46.5
3.5 3.5 3.5 3.5 3.5 3.5

26.3 26.3 26.3 26.3 26.3 26.3 |
1.9 1.9 1.9 1.9 1.9 1.9
6.5 1

1 j

TOTAL OPERATING 84.7 78.2 78.2 78.2 78.2 78.2 I

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE: (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
OTHER

84.7 78.2 78.2 78.2 78.2 78.2 1

|

TOTAL 84.7 78.2 78.2 782 78.2 78.2 i
Estimate of any current year (FY 00) cost: $_ 
POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

1 1 1 1 1 1 I

I

ANALYSIS: (Attach a separate page if necessary.) This bill amends current law and adds new statutes to enable prosecution o f  a wide variety 
o f “Cybcrcrimes."

Prosecution and defense o f  Cybercrimcs will require sophisticated technical expertise. The Public Defender Agency does not currently have sta ff 
who have the technical knowledge necessary to defend criminal cases that could be brought under this new legislation.

The Public Defender Agency will need to hire an Analyst Programmer I in order to consult with and train the attorneys appointed to defend these 
cases. The Analyst Programmer will be based in Anchorage. In addition to providing technical assistance on individual cases in Anchorage, the 
Analyst Programmer would also be responsible for training attorneys and investigators in all Public Defender Agency offices on technical issues in 
these cases. One-time equipment costs for computer equipment is also included in the first year.

Prepared by: Barbara Brink. Director
Division: Public Defender Agency

Phone:
Date:

(907) 264-4414

Approved by Commissioner: Robert Poe Jr. I U  , — -Phone: i
Agency: Department of Administration ( Date: I \ 5 r\

Rev 10/97

DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE 
For further distribution information, call the Governor’s Legislative Office

Page 1 o f 1_
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FISC A L  N O TE B H 1 0 - :
N o: 2

sion: hb  33  8

STATE OF ALASKA
2000 LEGISLATIVE SESSION

(H) Publish Date: 2 / 4 / 0 0

Revision Date/Time (Note if correction)_____________________
Title ‘An Act relating to crimes involving computers,
access devices, other technology, identification documents ...*
Sponsor Rules Committee___________________________
Requester Governor___________________________________

Dept. Affected 
'BRU

Law
Criminal Division

Component 1st Judicial Dist; 4th Judicial Dist;
Criminal Appeals/Special Litigation 

Component No. 2198:2201:2203

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 20')4 FY 2005 FY 2006
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

3.3 3.3 3.3 3.3 3.3 3.3
6.7 6.7 6.7 8.7 6.7 6.7

5.0 5.0 5.0 5.0 5.0 5.0

TOTAL OPERATING 15.0 15.0 15.0 15.0 15.0 15.0

CAPITAL EXPENDITURES

ICHANGE IN REVENUES ( ) T

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other (Specify Type)

15.0 15.0 15.0 15.0 15.0 15.0

TOTAL 15.0 15.0 15.0 15.0 15.0 15.0

Estim ate of any current year (FY2000) cost: 
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

This bill amends and expands the substantive criminal law to address the use of computers and other 
technology in the widespread perpetration of crimes. Child pornography, theft of personal information 
with the intent to defraud, theft of personal information resulting in damage to a person's, financial 
reputation, deceptive business practices, “hacking" to get unauthorized information or introduce false 
inforr ation, introducing damaging viruses, eavesdropping on other peoples' voice or e-mail are all 
offenses where technology has offered new ways for criminals to victimize individuals. The amendments 
in this bill will update existing law to help law enforcement prosecute those who cause harm to others 
through the use of computers and other technology.

jL
Prepared by: 
Division

Joan M. Kasso
Attorney General's

Approved by Commissioner 
Agency ___________

Phone 465-5370
Date/Time 12/15/99, 8:37 AM

ruce M. Botelho. Attorney General Date 12/15/99
Department of Law

o o M ifiW ird frv
Page 1 of 2

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFF ICE
For further distribution information, call the Governor's Legislative Office



FISCAL NOTE

STATE OF ALASKA BILL NO. H - 6  3 3 8
2000 LEGISLATIVE SESSION 

ANALYSIS CONTINUATION
Much of the bill expands on existing crimes already being prosecuted, and is not anticipated to cause 
increased workload. The new crimes defined in the bill are expected to result in approximately ten new 
prosecutions in the first year, with the number increasing in future years. These new white-collar cases 
will be handed by existing staff. Although no new personnel are believed to be necessary, other 
resources will be needed.

Investigation and prosecution of cybercrimes require that the prosecutor keep up with the constantly 
changing world of information technology. Those who use computers to commit crimes are very 
knowledgeable about technology, and usually have state-of-the-art equipment. Prosecutors must have 
the same or better knowledge and equipment as those who use the equipment for illegal purposes.

The Department of Law intends to have three of its prosecutors specialize in this technology driven area 
of law: one in Anchorage OSPA, and one each in the Juneau and Fairbanks district attorney's offices. 
These assistant district attorneys will need on-going training to stay aheao of the inventive ways people 
come up with to use technology to cause harm to others and to keep up with how law enforcement is 
responding in other jurisdictions. The department estimates $10.0 per year will be spent on training, 
divided equally between the three components. $5.0 per year is included to maintain state-of-the-art 
computer equipment, software, peripherals, and associated communications devices in Anchorage 
OSPA as a resource for the entire Criminal Division to use in preparing and presenting its cases.

Page 2 of 2



FISC A L NOTE Bill ^ ^ 5

No: i
sion: hb 338

Revision Date 
Title

STATE OF ALASKA
2000 LEGISLATIVE SESSION

(H) Publish Date: H .A U in .

Dept. Affected 
'BRU

Public Safety
Alaska State TroopersAn Act relating to crimes involving computers, ____________________________

access devices, other technology, and identification documents ... Component Criminal Investigations Bureau
Sponsor Rules Committee______________________________ ____________________________
Requester Governor

E x p e n d itu re s /R e v e n u e s

Component No. 

(T housands of Dollars)

830

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services 73.1 73.1 73.1 73.1 73.1 73.1
Travel 3.0 3.0 3.0 3.0 3.0 3.0
Contractual 22.4 22.4 22.4 22.4 22.4 22.4
Supplies 4.6 4.6 4.6 4.6 4.6 4.6
Equipment 42.5 3.0 3.0 3.0 3.0 3.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 145.6 106.1 106.1 106.1 106.1 106.1

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) | I

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 145.6 106.1 106.1 106.1 106.1 106.1
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type)

TOTAL 145.6 106.1 106.1 106.1 106.1 106.1

Estim ate of any current year (FY2000) cost: 0.0
POSITIONS
Full-time 1 1 1 1 1 1
Part-time
Temporary

ANALYSIS: (see attachment for more details)
This bill will great!’/ enhance the ability of law enforcement to deal with computer related criminal activity, including: 
child pornography in electronic format or on the internet; using credit cards or electronic access devices 
fraudulently; identity theft; and committing deceptive business practices with the aid of a computer. This bill will 
also increase the penalties for engaging in such practices if the person commits the offense by computer.

This fiscal note would add 1 full lime position (Trooper Investigator) and associated support costs in the Criminal 
Investigations Bureau. This position will be located in Anchorage. One time equipment request, in FY2001, is 
necessary to provide this position with sophisticated computer equipment adequate to meet new and expanded 
responsibilities provided for in this legislation.

Prepared by: Royce Weller. Special Assistant_______________________   Phone 465-4322

i U a l r x j I
Division Office of the Commissioner fl Date/Time 12/23/1999 12:00:00
Approved by Commissioner___________ Ronald L. Otte^ ) „  U  Date 12/23/99
Agency Department of Public Safety

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution Information, call the Governor's Legislative Office

(R«v 10/99) 2000rnfomvxlt/OM8 page 1 Of 2
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Fiscal Note: "An Act relating to crimes involving computers..." (FY2001 - start up costs)
PERSONAL SERVICES

76A, salary schedule 1A, 144 hrs OT 73,100

TRAVEL and PER DIEM 3'000

CONTRACTUAL
Telephone, postage 1,080
Film processing 600
PSEA Physical exam, avg 400
Fuel 1.272
HWCF vehicle - Class 115 oper & replacement 11,256
Training 7,800

Total Contractual 22,408

SUPPLIES and MATERIALS
Initial issue uniform 3,435
Film, office supplies 600
Consumables (1st aid, chains, flares,

batteries, etc,) 600

Total Supplies/Materials 4,635

EQUIPMENT
Forensic computer, software, printers, storage devices 15,000
Trooper interceptor vehicle (fully equipped) 27,500 42,500

0  f | £ 3 3 8

Total first-year cost of a new State Trooper: 145,643
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Februarv 2, 2000

The H onorable Brian Porter 
Speaker o f  the House 
A laska State Legislature 
State Capitol 
Juneau, A K  99801-1182

D ear Speaker Porter:

The advances in technology in the last decade have given us dazzling and practical tools for 
w orking together and com m unicating with the entire world. W ith these advances, however, 
com e opportunities for criminals to victimize individuals and the public in devious and 
harmful ways. This bill I am transmitting today will help law enforcem ent prosecute those 
who cause harm and comm it crimes through the use o f computers and other high technology.

This bill recognizes that theft o f personal information, known as "identity theft," can damage 
people in financial loss and reputation, which is difficult to repair. M oreover, it is often 
difficult for the ow ner o f  the identity to get help from law enforcem ent because that person is 
not considered the victim; the bank, credit card company, or retailer who advanced the 
property or services is considered the victim.

D eceptive business practices, such as fraud and false advertising, can more easily be 
perpetrated through electronic comm unication methods with a limitless num ber o f  potential 
victim s. A dditionally, offenses such as the production o f child pornography are much more 
harmful to victim s when the material is widely dispersed in an electronic format.

To address all o f  the above issues, the bill specifically makes the following changes in our 
crim inal laws:

• E lim inates any potential confusion that placing child pornography in an electronic 
form at and then onto a computer network or computer system is a serious crime.

• Replaces "credit card" with "access device" in our theft statutes so they clearly include 
identification numbers and telephone information in addition to credit card numbers.

Transmittal Letter



The H onorab le  Brian Porter 
February 2, 2000 
P ase 2

• A llow s a person to be prosecuted for obtaining an "access device" with intent to use it 
fraudulently, and for using the device to defraud.

• Establishes a class B felony to use identity information o f  another person without 
authorization and for damaging the financial reputation o f that person. A class B felony 
is punishable by im prisonm ent for up to 10 years and by a fine o f  up to $50,000.

• Raises the stakes for engaging in deceptive business practices with the use o f  a computer 
by m aking it a class C felony, punishable by up to five years incarceration and a $50,000 
fine.

• B roadens the definition o f  criminal use o f a computer, a class C felony, to include 
obtaining proprietary information, information that is only available to the public for a 
fee, introducing inform ation that damages the computer, and encrypting information.

• M akes it a class A m isdem eanor to eavesdrop on another person's electronic or voice 
mail or other com m unication in electronic storage. A class A m isdemeanor is 
punishable by up to one year in jail and a fine o f  up to $5,000.

This bill is tim ely and necessary to keep law enforcem ent in pace with m odem  technology.

Sincerely,
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STATE OF ALASKA 
2000 LEGISLATIVE SESSION
Revision Date/Time (Note if correction) _______________________ Dept. Affected Department of Corrections
Title An Act relating to crimes involving computers. BRU Adm inistration and Operations

FISC A L N O TE

access devices, other technology, identification documents. Component___________ All
Sponsor Rules Committee_______________________________________________________
Requester Governor Component No. #0694

E x p e n d itu re s /R e v e n u e s (T housands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous 14.3 28.7 42.9 57.3 34.4 96.6

TOTAL OPERATING 14.3 28.7 42.9 57.3 64.4 96.6

CAPITAL EXPENDITURES I

CHANGE IN REVENUES ( ) ,

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 14.3 28.7 42.9 57.3 64.4 96.6
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type)

TOTAL 14.3 28.7 42.9 57.3 64.4 96.6

N o: 4

B i l l  Vers ion: c s h b  3 3 8  (JU D )
(H ) Publish Date: 4 / 1 1 / 0 0

Estim ate of any curren t year (FY2000) cost: 0.0
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
See attached.

Prepared by: Candy Brower, Legislative Liaison__________________________  Phone 465-3307
Division Commissioner's Office Pi 1
Approved by Commissioner Margaret M. Pugh |L( >L i
Agency Dept, of Corrections v 3 I

Date/Time 2/22/00 9:17 AM
Date 7„- ' I ' Z - O 'D

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
C O M M IT T E E  C O P Y  For further distribution information, call the Governor's Legislative Office
^  Li mooi onrvMnnn nU/Aun P^HP 1 f)f / >
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FISCAL NOTE

STATE OF ALASKA
2000 LEGISLATIVE SESSION
DEPARTMENT OF CORRECTIONS

BILL NO. HB 338 
PAGE 2 of 2
DATE 2722/00

If passed, this legislation would greatly enhance the ability to prosecute those who would use technology 
for harm. Cybertheft, theft of identity, theft of access cards and electronic transmission of child 
pornography are all targets of this bill. Technology is creating a new breed of criminal because of the 
ease with which someone with particular skill and knowledge can steal, disrupt and otherwise harm 
without detection. Law enforcement is not easy in these cases and the expertise and equipment required 
to keep pace with those who are perpetrating such crimes will be critical.

The Department of Corrections anticipates that the criminals prosecuted for these crimes will likely be 
new to the system. It is anticipated that the first year, there may be four convictions for C felonies 
resulting in a Suspended Imposition of Sentence of 24 months with 21 suspended for a period of 5 years. 
That would result in a period of confinement of 2 months for each individual. The fact that these would 
likely be first time offenders and not violent, they will likely serve their confinement in Community 
Residential Centers at a rate of $59.61 per day. The first year fiscal impact would be approximately 
$14,300.

It is anticipated that the numbers of criminals being prosecuted will increase each year as law 
enforcement becomes more adept at apprehending them. For FY 02, it is anticipated there may be six 
convictions with a similar sentencing fora total of $21,500 plus one person from the previous year who 
violated his probation for an additional 6 months sentence with four months to serve totalling $7,200. FY 
02 would see a total fiscal cost of $28,700.

FY 03 is estimated to have eight convictions using the same formula as above, that would result in 
$28,600. In addition, it is expected that two of the previous ten would violate probation for a ;iet result of 
six months each with four months to serve totalling 14,300. The total estimate for FY 03 is $42,900.

FY 04 is estimated to reach ten convictions using the same formula as above, resulting in a cost of 
$35,800. If probation violations occur, as expected, there would be an additional three inmates subject to 
additional time of approximately 4 months each for $21,500 The total fiscal impact in FY 04 would be 
$57,300

If prosecutions and convictions continue to increase, we would anticipate 12 convictions in FY 05 at a 
resulting cost of $42,900. If three probationers violate, the resulting cost would be $21,500 for a total of 
$64,400.

FY 06, if increases continue as expected, could result in 15 convictions for a total of $53,700 plus four 
probation revocations at an average of 9 months each, 6 months to serve totalling 42,900. The total fiscal 
impact for FY 06 would be approximately $96,600.

The increase in sentencing for probationers is a result of the possiblity of re-offenders getting additonal 
time for coming back before the court again. This fiscal note does not reflect costs of community 
supervision.

Page 2 of 2



F I S C A L  N O T E Bill Version:
STATE OF ALASKA

2000 LEGISLATIVE SESSION
Revision Date:_________________

HB 3 3  8
(H) Publish Date: 2 / 4 / 0 0

Department Affected: Administration
Title: “An Act relating to crimes involving computers..."

Sponsor: Rules Committee________________________
Requestor: Governor______________________________

BRU: Legal and Advocacy Services
Component: Public Defender Agency

COMPONENT SERIAL NO. '1631

EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2 003 FY 2004 FY 2005 FY 2006

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

46.5 46.5 46.5 46.5 46.5 46.5
3.5 3.5 3.5 3.5 3.5 3.5

26.3 26.3 26.3 26.3 26.3 26.3
1.9 1.9 1.9 1.9 1.9 1.9
6.5

TOTAL OPERATING 84.7 78.2 78.2 78.2 78.2 78.2

CAPITAL EXPENDITURES

I CHANGE IN REVENUES ( X

FUND SOURCE:__________________________ (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
OTHER

84.7 78.2 78.2 78.2 78.2 78.2

TOTAL 84 7 78 2 78 2 78,2. 78.2 78.2
E stim ate o f an y  c u rre n t year (FY 00) cost: $. 
POSITIONS:
FULL-TIME 1 1 1 1 1 1
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page i f  necessary.) T h i s  b i l l  a m e n d s  c u r r e n t  l a w  a n d  a d d s  n e w  s t a t u t e s  t o  e n a b l e  p r o s e c u t i o n  o f  a  w i d e  v a r i e t y  

o f “ C y b e r c r i m e s . ”

P r o s e c u t i o n  a n d  d e f e n s e  o f  C y b e r c r i m e s  w i l l  r e q u i r e  s o p h i s t i c a t e d  t e c h n i c a l  e x p e r t i s e .  T h e  P u b l i c  D e f e n d e r  A g e n c y  d o e s  n o t  c u r r e n t l y  h a v e  s t a f f  

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

T h e  P u b l i c  D e f e n d e r  A g e n c y  w i l l  n e e d  to  h i r e  a n  A n a l y s t  P r o g r a m m e r  I i n  o r d e r  t o  c o n s u l t  w i t h  a n d  t r a i n  t h e  a t t o r n e y s  a p p o i n t e d  t o  d e f e n d  t h e s e  

c a s e s .  T h e  A n a l y s t  P r o g r a m m e r  w i l l  b e  b a s e d  in  A n c h o r a g e .  I n  a d d i t i o n  t o  p r o v i d i n g  t e c h n i c a l  a s s i s t a n c e  o n  i n d i v i d u a l  c a s e s  in  A n c h o r a g e ,  t h e  

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

t h e s e  c a s e s .  O n e - t i m e  e q u i p m e n t  c o s t s  f o r  c o m p u t e r  e q u i p m e n t  i s  a l s o  i n c l u d e d  in  t h e  f i r s t  y e a r .

3repared by: Barbara Brink, Director_________________________________ Phone: (907) 264-4414
Division: Public Defender Aqencv a 

Approved bv Commissioner: Robert Poe Jr. (

Date:

77JL— Phone: L. 1
Aqencv: Department of Administration 1 /  N, Date: J i  I b / T I

DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office

Rev 10/97 Page _1___o f _ 1
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FISC A L N O TE B i l l 0 h
N o: 2

sion: h b  3 3 8

STATE OF ALASKA
2000 LEGISLATIVE SESSION

(H) Publish Date: 2 / 4 / 0 0

Revision Date/Time (Note if correction)_____________________
Title ‘An Act relating to crimes involving computers,
access devices, other technology, identification documents
Sponsor Rules Committee___________________________
Requester Governor___________________________________

Dept. Affected 
'BRU

Law
Criminal Division

Component 1st Judicial Dist; 4th Judicial Dist;
Criminal Appeals/Special Litigation 

Component No. 2198;2201;2203

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not Include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services
Travel 3.3 3.3 3.3 3.3 3.3 3.3
Contractual 6.7 6.7 6.7 6.7 6.7 6.7
Supplies
Equipment 5.0 5.0 5.0 5.0 5.0 5.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 15.0 15.0 15.0 15.0 15.0 15.0

|CAPITAL EXPENDITURES I _ _ I
ICHANGEIN REVENUES ( ) | | j | | | j

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 15.0 15.0 15.0 15.0 15.0 15.0
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type)

TOTAL 15.0 15.0 15.0 15.0 15.0 15.0

Estim ate of any current year (FY2000) cost: 
POSITIONS
Full-time
Part-time
Temporary

This bill amends and expands the substantive criminal law to address the use of computers and other 
technology in the widespread perpetration of crimes. Child pornography, theft of personal information 
with the intent to defraud, theft of personal information resulting in damage to a person’s financial 
reputation, deceptive business practices, "hacking" to get unauthorized information or introduce false 
information, introducing damaging viruses, eavesdropping on other peoples' voice or e-mail are all 
offenses where technology has offered new ways for criminals to victimize individuals. The amendments 
in this bill will update existing law to help law enforcement prosecute those who cause harm to others 
through the use of computers and other technology.

L
Prepared by: 
Division

Joan M. Kassoi
Attorney General's

Approved by Commissioner 
Agency ____________

Phone 465-5370
Date/Time 12/15/99,8:37 AM

ruce M. Botelho, Attorney General Date 12/15/99
Department of Law
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FISCAL NOTE

STATE OF ALASKA BILL NO b)£ 3 3 8
2000 LEGISLATIVE SESSION 
ANALYSIS CONTINUATION
Much of the bill expands on existing crimes already being prosecuted, and is not anticipated to cause 
increased workload. The new crimes defined in the bill are expected to result in approximately ten new 
prosecutions in the first year, with the number increasing in future years. These new white-collar cases 
will be handed by existing staff. Although no new personnel are believed to be necessary, other 
resources will be needed.

Investigation and prosecution of cybercrimes require that the prosecutor keep up with the constantly 
changing world of information technology. Those who use computers to commit crimes are very 
knowledgeable about technology, and usually have state-of-the-art equipment. Prosecutors must have 
the same or better knowledge and equipment as those who use the equipment for illegal purposes.

The Department of Law intends to have three of its prosecutors specialize in this technology driven area 
of law: one in Anchorage OSPA, and one each in the Juneau and Fairbanks district attorney's offices. 
These assistant district attorneys will need on-going training to stay ahead of the inventive ways people 
come up with to use technology to cause harm to others and to keep up with how law enforcement is 
responding in other jurisdictions. The department estimates $10.0 per year will be spent on training, 
divided equally between the three components. $5.0 per year is included to maintain state-of-the-art 
computer equipment, software, peripherals, and associated communications devices in Anchorage 
OSPA as a resource for the entire Criminal Division to use in preparing and presenting its cases.
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FISC A L N O TE
No: i

Revision D a t e _____________________
Title An Act relating to crimes involving computers,
access devices, other technology, and identification documents ,
Sponsor Rules Committee____________________________
Requester

STATE OF ALASKA
2000 LEGISLATIVE SESSION

Bill W Tsion: HB 3 3 8
(H) Publish  Date: 2/4/nn

Dept. Affected 
'BRU

Public Safety
Alaska State Troopers

Component Criminal Investigations Bureau

Governor

Expen fes/Revenues
Component No. 

(Thousands of Dollars)

830

Note: An r jn ts  do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services 73.1 73.1 73.1 73.1 73.1 73.1
Travel 3.0 3.0 3.0 3.0 3.0 3.0
Contractual 22.4 22.4 22.4 22.4 22.4 22.4
Supplies 4.6 4.6 4.6 4.6 4.6 4.6
Equipment 42.5 3.0 3.0 3.0 3.0 3.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 145.6 106.1 106.1 106.1 106.1 106.1

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) ]

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 145.6 106.1 106.1 106.1 106.1 106.1
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type)

TOTAL 145.6 106.1 106.1 106.1 106.1 106.1

Estim ate of any curren t year (FY2000) cost: 0.0
POSITIONS
Full-time 1 1 1 1 1 1
Part-time
Temporary

ANALYSIS: (see attachment fcrmore details)
This bill will greatly enhance the ability of law enforcement to deal with computer related criminal activity, including: 
child pornography in electronic format or on the internet; using credit cards or electronic access devices 
fraudulently: identity theft; and committing deceptive business practices with the aid of a computer. This bill will 
also increase the penalties for engaging in such practices if the person commits the offense by computer.

This fiscal note would add 1 full time position (Trooper Investigator) and associated support costs in the Criminal 
Investigations Bureau. This position will be located in Anchorage. One time equipment request, in FY2001, is 
necessary to provide this position with sophisticated computer equipment adequate to meet new and expanded 
responsibilities provided for in this legislation.

Prepared by: Royce Weller, Special Assistant___________________________  Phone 465-4322
Division Office of ttie Commissioner_______<Tpr~x f)________  Date/Time 12/23/1999 12:00:00
Approved by Commissioner Ronald L. Ott^T ) * 0  & w — Dat e 12/23/99___________
Agency Department of Public Safety

PREPARER  TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office

(R«v 10/99) 2000Tnfcxnvxl*yOMB page 1 Of 2
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0  0  + | 3 3 3 BFiscal Note: "An Act relating to crimes involving computers..." (FY2001 - start up costs)
PERSONAL SERVICES

76A, salary schedule 1 A, 144 hrs OT 73,100

TRAVEL and PER DIEM 3.000

CONTRACTUAL
Telephone, postage 1 .°80
Film processing 600
PSEA Physical exam, avg 400
Fuel 1,272
HW CF vehicle - Class 115 oper & replacement 11,256
Training 7,800

Total Contractual 22,408

SUPPLIES and MATERIALS
Initial issue uniform 3,435
Film, office supplies 600
Consumables (1st aid, chains, flares,

batteries, etc,) 600

Total Supplies/Materials 4,635

EQUIPMENT
Forensic computer, software, printers, storage devices 15,000
Trooper interceptor vehicle (fully equipped) 27,500 42,500

Total first-year cost, of a new State Trooper: 145,643



FISC A L N O TE
Bill Version:

No: 4
CSHB 3 3 8 (JU D )

(H ) Publish Date: 4 / 1 1 /OO
STATE OF ALASKA
2000 LEGISLATIVE SESSION
Revision Date/Time (Note if correction) ___________________
Title An Act relating to crimes involving computers,
access devices, other technology, identification documents.
Sponsor Rules Committee_________________________
Requester Governor_________________________________

Expenditures/Revenues

Dept. Affected Department of Corrections 
BRU Adm inistration and Operations
Com ponent  All

Component No. 

(Thousands of Dollars)

#0694

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous 14.3 28.7 42.9 57.3 64.4 96.6

TOTAL OPERATING 14.3 28.7 42.9 57.3 64.4 96.6

CAPITAL EXPENDITURES | | i

CHANGE IN REVENUES ( ) | I i

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 14.3 28.7 42.9 57.3 64.4 96.6
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type)

TOTAL 14.3 28.7 42.9 57.3 64.4 96.6

Estim ate of any curren t year (FY2000) cost: 0.0
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
See attached.

Prepared by: Candy Brower, Legislative Liaison Phone 465-3307
Division Commissioner's Office ft t
Approved by Commissioner Margaret M. Pugh Li
Agency Dept, of Corrections v 1

Date/Time 2/22/00 9:17 AM 
Date

C O M M IT T E E  C O P Y

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office
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FISCAL NOTE

STATE OF ALASKA
2000 LEGISLATIVE SESSION
DEPARTMENT OF CORRECTIONS

BILL NO. HB 338 
PAGE 2 of 2
DATE 2/22/00

If passed, this legislation would greatly enhance the ability to prosecute those who would use technology 
for harm. Cybertheft, theft of identity, theft of access cards and electronic transmission of child 
pornography are all targets of this bill. Technology is creating a new breed of criminal because of the 
ease with which someone with particular skill and knowledge can steal, disrupt and otherwise harm 
without detection. Law enforcement is not easy in these cases and the expertise and equipment required 
to keep pace with those who are perpetrating such crimes will be critical.

The Department of Corrections anticipates that the criminals prosecuted for these crimes will likely be 
new to the system. It is anticipated that the first year, there may be four convictions for C felonies 
resulting in a Suspended Imposition of Sentence of 24 months with 21 suspended for a period of 5 years. 
That would result in a period of confinement of 2 months for each individual. The fact that these would 
likely be first time offenders and not violent, they will likely serve their confinement in Community 
Residential Centers at a rate of $59.61 per day. The first year fiscal impact would be approximately 
$14,300.

It is anticipated that the numbers of criminals being prosecuted will increase each year as law 
enforcement becomes more adept at apprehending them. For FY 02, it is anticipated there may be six 
convictions with a similar sentencing for a total of $21,500 plus one person from the previous year who 
violated his probation for an additional 6 months sentence with four months to serve totalling $7,200. FY 
02 would see a total fiscal cost of $28,700,

FY 03 is estimated to have eight convictions using the same formula as above, that would result in 
$28,600. In addition, it is expected that two of the previous ten would violate probation for a net result of 
six months each with four months to serve totalling 14,300. The total estimate for FY 03 is $42,900.

FY 04 is estimated to reach ten convictions using the same formula as above, resulting in a cost of 
$35,800. If probation violations occur, as expected, there would be an additional three inmates subject to 
additional time of approximately 4 months each for $21,500 The total fiscal impact in FY 04 would be 
$57,300

If prosecutions and convictions continue to increase, we would anticipate 12 convictions in FY 05 at a 
resulting cost of $42,900. If three probationers violate, the resulting cost would be $21,500 for a total of 
$64,400.

FY 06, if increases continue £ * expected, could result in 15 convictions for a total of $53,700 plus four 
probation revocations at an av rage of 9 months each, 6 months to serve totalling 42,900. The total fiscal 
impact for FY 06 would be approximately $96,600.

The increase in sentencing for probationers is a result of the possiblity of re-offenders getting additonal 
time for coming back before the court again. This fiscal note does not reflect costs of community 
supervision.

Page 2 of 2



F I S C A L  N O T E Bill Version:
No: 3

STATE OF ALASKA 
2000 LEGISLATIVE SESSION
Revision Date:___________________________________
Title: "An Act relating to crimes involving computers.

Sponsor: Rules Committee________________________
Requestor: Governor______________________________

HB 3 3 8
(H) Publish Date: 2 / 4 / 0 0

Department Affected: Administration 
BRU: Legal and Advocacy Services
Component: Public Defender Agency

COMPONENT SERIAL NO. 1631

EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2 003 FY 2004 FY 2005 FY 2006

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

46.5 46.5 46.5 46.5 46.5 46.5
3.5 3.5 3.5 3.5 3.5 3.5

26.3 26.3 26.3 26.3 26.3 26.3
1.9 1.9 1.9 1.9 1.9 1.9
6.5

TOTAL OPERATING 84.7 78.2 78.2 78.2 78.2 78.2

CAPITAL EXPENDITURES

I CHANGE IN REVENUES . t H

FUND SOURCE:  (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
OTHER

84.7 78.2 78.2 78.2 78.2 78.2

TOTAL 84.7 78.2 78? 78.2 78.2 782
Estimate of any current year (FY 00) cost: $. 
POSITIONS:
FULL-TIME 1 1 1 1 1 1
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page if necessary.) This bill amends current law and adds new statutes to enable prosecution o f  a wide variety 

o f “Cybercrimes."

Prosecution and defense o f  Cybercrimes will require sophisticated technical expertise. The Public Defender Agency does not currently have sta ff 
who have the technical knowledge necessary to defend criminal cases that could be brought under this new legislation.

The Public Defender Agency will need to hire an Analyst Programmer I in order to consult with and train the attorneys appointed to defend these 
cases. The Analyst Programmer will be based in Anchorage. In addition to providing technical assistance on individual cases in Anchorage, the 
Analyst Programmer would also be responsible for training attorneys and investigators in all Public Defender Agency offices on technical issues in 
these cases. One-time equipment costs for computer equipment is also included in the first year.

Prepared by: Barbara Brink. Director______________________________  Phone: (907) 264-4414
Division: Public Defender Aqencv

Approved by Commissioner:
Agency: Department of Administration

DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor’s Legislative Office

Rev 10/97 Page _1___o f 1—
4
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FISC A L  N O T E B i H 0 h
N o: 2

sion: h b  3 3 8

STATE OF ALASKA
2000 LEGISLATIVE SESSION

(H) Publish Date: 2 / 4 / 0 0

Revision Date/Time (Note if correction)_____________________
Title “An Act relating to crimes involving computers,
access devices, other technology, identification documents ...*
Sponsor Rules Committee___________________________
Requester Governor___________________________________

Dept. Affected 
'BRU

Law
Criminal Division

Component 1st Judicial Dist; 4th Judicial Dist;
Criminal Appeals/Special Litigation 

Component No. 2198;2201 ;22Q3

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

3.3 3.3 3.3 3.3 3.3 3.3
6.7 6.7 6.7 6.7 6.7 6.7

5.0 5.0 5.0 5.0 5.0 5.0

TOTAL OPERATING 15.0 15.0 15.0 15.0 15.0 15.0

|CAPITAL EXPENDITURES"

jCHANGE IN REVENUES ( ) T I
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other (Specify Type)

15.0 15.0 15.0 15.0 15.0 15.0

TOTAL 15.0 15.0 15.0 15.0 15.0 15.0

Estim ate of any  cu rren t year (FY2000) cost: 
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

This bill amends and expands the substantive criminal law to address the use of computers and other 
technology in the widespread perpetration of crimes. Child pornography, theft of personal information 
with the intent to defraud, theft of personal information resulting in damage to a person's financial 
reputation, deceptive business practices, "hacking" to get unauthorized information or introduce false 
information, introducing damaging viruses, eavesdropping on other peoples' voice or e-mail are all 
offenses where technology has offered new ways for criminals to victimize individuals. The amendments 
in this bill will update existing law to help law enforcement prosecute those who cause harm to others 
through the use of computers and other technology.

L
Prepared by: 
Division

Joan M. Kasso
Attorney General's

Approved by Commissioner 
Agency ____________

' U r ^ Phone 465-5370
Date/Time 12/15/99. 8:37 AM

ruce M. Botelho, Attorney General Date 12/15/99
Department of Law

o o & m n r & P Y

PREPA RER  TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office
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FISCAL NOTE

STATE OF ALASKA BILL NO. H 3  3 3  8
2000 LEGISLATIVE SESSION 

ANALYSIS CONTINUATION
Much of the bill expands on existing crimes already being prosecuted, and is not anticipated to cause 
increased workload. The new crimes defined in the bill are expected to result in approximately ten new 
prosecutions in the first year, with the number increasing in future years. These new white-collar cases 
will be handed by existing staff. Although no new personnel are believed to be necessary, other 
resources will be needed.

Investigation and prosecution of cybercrimes require that the prosecutor keep up with the constantly 
changing world of information technology. Those who use computers to commit crimes are very 
knowledgeable about technology, and usually have state-of-the-art equioment. Prosecutors must have 
the same or better knowledge and equipment as those who use the eqi ipment for illegal purposes.

The Department of Law intends to have three of its prosecutors specialize in this technology driven area 
of law: one in Anchorage OSPA, and one each in the Juneau and Fairbanks district attorney's offices. 
These assistant district attorneys will need on-going training to stay ahead of the inventive ways people 
come up with to use technology to cause harm to others and to keep up with how law enforcement is 
responding in other jurisdictions. The department estimates $10.0 per year will be spent on training, 
divided equally between the three components. $5.0 per year is included to maintain state-of-the-art 
computer equipment, software, peripherals, and associated communications devices in Anchorage 
OSPA as a resource for the entire Criminal Division to use in preparing and presenting its cases.

Page 2 of 2



No: i

FISC A L N O TE Bill rsion: hb  33 8

STATE O F ALASKA
2000 LEGISLATIVE SESSION

(H) Publish Date: 2 /4 /.f i0

An Act relating to crimes involving computers,
Revision Date 
Title
access devices, other technology, and identification documents
Sponsor Rules Committee___________________________
Requester Governor__________________________________

Expenditures/Revenues ___________

Dept. Affected 
'BRU

Public Safety
Alaska State Troopers

Component Criminal Investigations Bureau

Component No. 

(Thousands of Dollars)

830

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services 73.1 73.1 73.1 73.1 73.1 73.1
Travel 3.0 3.0 3.0 3.0 3.0 3.0
Contractual 22.4 22.4 22.4 22.4 22.4 22.4
Supplies 4.6 4.6 4.6 4.6 4.6 4.6
Equipment 42.5 3.0 3.0 3.0 3.0 3.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 145.6 106.1 106.1 106.1 106.1 106.1

|CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 145.6 106.1 106.1 106.1 106.1 106.1
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type)

TOTAL 145.6 106.1 106.1 106.1 106.1 106.1

Estim ate of any current year (FY2000) cost: 0.0
POSITIONS
Full-time 1 1 1 1 1 1
Part-time
Temporary

|ANALYSIS: (see attachment for more details)
This bill will greatly enhance the ability of law enforcement to deal with computer related criminal activity, including: 
child pornography in electronic format or on the internet; using credit cards or electronic access devices 
fraudulently: identity theft; and committing deceptive business practices with the aid of a computer. This bill will 
also increase the penalties for engaging in such practices if the person commits the offense by computer.

This fiscal note would add 1 full time position (Trooper Investigator) and a r0ociated support costs in the Criminal 
Investigations Bureau. This position will be located in Anchorage. One t me equipment request, in FY2001, is 
necessary to provide this position with sophisticated computer equipment adequate to meet new and expanded 
responsibilities provided for in this legislation.

Prepared by: Royce Weller. Special Assistant___________________________  Phone 465-4322
Division Office of the Commissioner <T7T^\ n Date/Time 12/23/1999 12:00:00
Approved by Commissioner Ronald L. OttK o 0 Date 12/23/99
Agency Department of Public Safety

PREPARER  TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution Information, call the Governor's Legislative Office

(R*v 10/99) 2COOfnfomvxl«/OMB page 1 Of 2
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Fiscal Note: "An Act relating to crimes involving computers..." (FY2001 - start up costs)
- H / 3  3 3 8

PERSONAL SERVICES
76A, salary schedule 1A, 144 hrs OT 73,100

TRAVEL and PER DIEM 3-000

CONTRACTUAL
Telephone, postage 1,080
Film processing 600
PSEA Physical exam, avg 400
Fuel 1,272
HWCF vehicle - Class 115 oper & replacement 11,256
Training 7,800

Total Contractual 22,408

SUPPLIES and MATERIALS
Initial issue uniform 3,435
Film, office supplies 603
Consumables (1st aid, chains, flares,

batteries, etc,) 600

Total Supplies/Materials 4,635

EQUIPMENT
Forensic computer, software, printers, storage devices 15,000
Trooper interceptor vehicle (fully equipped) 27,500 42,500

Total first-year cost of a new State Trooper: 145,643







(ii) • lO USE COMMITTEE R E I ^ T
f 4 Diite Referred to Committee: April 3, 2000 FURTHER REFERRALS:

Date of Committee Action: ^  1h  l o t?

The FINANCE Committee considered: HB 339

HOUSE BILL NO. 339 CFAB LOANS FOR TOURISM & NAT RESOURCES

"An Act authorizing the Alaska Commercial Fishing and Agriculture Bank to make loans relating to tourism and 
development or exploitation of natural resources."

recommends it be replaced . ^  , x  [i^ the same title
with the following committee substitute   t  -■ H O  -  d  1 l  [ " i M J [ ] 4 new title

I ] additional referral t o ________________________ Committee
[ j attached amendment(s)

ADOPTS: Letter of Intent

ATTACHES NEW  FISCAL NOTE(s): (Dcp0 APPROVES PREVIOUS: (DeftfDtu)

| ] fiscal n o t e ( s ) ___________________________[ ] fiscal note(s) _______________________________

[ J zero fiscal note(s) _________________ [<] zero fiscal note(s) DCB 0  _[3j£j
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FISCA L NOTE
No:

f i l l  Version: CSHB 3 3 9 ( L & C )

S T A T E  O F  A L A S K A
2000 L E G I S L A T I V E  S E S S I O N

(H ) Publish Date: 4 / 3 / 0 0

Revision Date/Time (Note if correction) ______________
Title CFAB Loans For Tourism & Nat Resources

_ Dept. Affected____________ Community & Econ. Dev.
BRU Banking. Securities, and Corporations
Component Banking, Securities, and Corporations

Sponsor
Requester

Rep(s) Mulder, Hudson, Austerman
H L&C

Expenditures/Revenues

Component Serial No. 

(Thousands of Dollars)

1233

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES (

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other (Specify Type)

TOTAL

oooo 0.0 0.0 0.0 0.0

Estim ate of any cu rren t year (FYOO) cost: 
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
The division does not anticipate any fiscal impact with this proposed legislation.

The bill would have little to no effect on the department's requirement to examine CFAB. It could take some additional time to 
analyze the new policies associated with the new types of lending and to analyze the new loans put on the books, but the 
additional time is not expected to be significant.

Prepared by 

Division

Approved by Commissioner 

Agency

Franklin T. Elder, Director Phone 465-2521

. Banking, Securities and Coi

Deborah B. Sedwick 
Community and Ecotybmic

Date/Time 2/24/00 9:25 AM 

Date

(Rev

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE
For further distribution Information, call the Governor's Legislative Office

Page  of
C O M M IT T E E  C O P Y



•
 No: i

r iv 3 \_ ^ / V J L /  KJ JL XL/ ill Version: CSHB 3 3 9 ( L £ C )

STATE OF ALASKA
2000 LEGISLATIVE SESSION

(H ) Publish Date: 4 / 3 / 0 0

Revision Date/Time (Note if correction) __________________________ Dept. Affected_____________ Community & Econ. Dev.
Title CFAB Loans For Tourism & Nat Resources____________ BRU Banking, Securities, and Corporations

___________________________________________________________________ Component Banking, Socurities, and Corporations
Sponsor Rep(s) Mulder, Hudson, Austerman__________________  ______________________
Requester H L&C_____________________________________________ Component Serial No. 1233

Expenditures/Revenues_______________________________________ (Thousands of Dollars)__________
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES_______________ (_____________     [

CHANGE IN REVENUES ( ) I I I I I ~T
FUND SOURCE______________________________________________________ (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other (Specify Type)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estim ate of any current year (FYOO) cost: 
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
The division does not anticipate any fiscal impact with this proposed legislation.

The bill would have little to no effect on the department's requirement to examine CFAB. It could take some additional time to 
analyze ihu new policies associated with the new types of lending and to analyze tho new loans put on tlio books, but the 
additional time is not expected to be significant.

Prepared by 

Division

Approved by Commissioner 

Agency

Franklin T. Elder, Director Phone 465-2521

. Banking, Securities and Coi

Deborah B, Sedwick j ( .
Community and Economic

Date/Time 2/24/00 9:25 AM 

Date v/lX/oV

(Rev

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution Information, call the Governor's Legislative Office
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R epresentative  E ldon  M ulder
D i s t r i c t  2 3  - M u l d o o n  &  F o r t  R i c h a r d s o n  

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

H o u s e  o f  R e p r e s e n t a t i v e s  

“ P ro u d  To B e  A M u ld o o n e r ”

SPONSOR STATEMENT

H o u s e  B i l l  3 3 9

“ An Act relating to the Alaska Commercial Fishing and Agriculture Bank.”

HOUSE BILL 339 expands the lending authority of the Commercial Fishing and 

Agriculture Bank (CFAB) and enables it to make loans to Alaskan small business 

enterprises involved in natural resource development and tourism. Presently, CFAB 

may make loans to Alaska residents engaged only in commercial agriculture or 

fishing. The bank seeks expanded authority to provide financing opportunities to 

small Alaskan business entrepreneurs who generally have trouble obtaining 

commercial loans because of their relative small size and lack of financial 

experience.
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The Alaska State Legislature created CFAB in AS 44.81 in 1980. This statute 

governs CFAB’s operation and provides for its accountability to the Legislature and 

Administration. Because CFAB is incorporated under this unique and specific 

statute, it requires legislative approval for any changes in operational authority.

Twenty years ago, limited access to commercial financing by resident Alaska 

commercial seafood harvesters, processors and farmers stim ulated the need fo r of 

CFAB as a private cooperative. The State of Alaska responded by providing 

CFAB’s initial capital through the purchase of $32.0 million of Special Preferred 

Stock in 1980. CFAB began making monthly payments in 1991 to the State of 

Alaska, repurchasing increments of the stock. In September of 1998, the stock 

repurchase agreement was completed as specified in statute and today CFAB is 

owned solely by its past and present borrowing members.

In 1986, The Alaska Supreme Court identified CFAB as a private entity. AS44.81 

states it is not subject to the Alaska Cooperative Corporation Code or the Alaska 

Banking Code. It pays federal and state corporate income tax, state auditing fees 

and is subject to legislative audits. In short, CFAB is now a private lender operating 

within the free enterprise system with limited ties to the State of Alaska.



CFAB’s auditors, from both the public and private sector, give the bank favorable 

reviews but consistently note the concentration in agricultural and fishing industry 

bans results in an unusual level of risk exposure and vulnerability to the ups and 

downs of these industries.

House Bill 339 recognizes these underlying concerns and resolves the issue by 

allowing CFAB to go beyond the present restrictions found in AS 44.81.215 and 

expand its custom er base to other Alaskan industries needing loan assistance.
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S U B JE C T : Sectional Summary o f  HB 339; An Act authorizing the Alaska
Commercial Fishing and Agriculture Bank to make loans relating to 
tourism and development or exploitation o f  natural resources. (HB 
339)

T O : Representative Eldon Mulder
Attn: Dale Anderson

F R O M : George U term ohlejW
lselLegislative Counsel

You have requested a sectional summary o f  HB 339; An Act authorizing the Alaska 
Commercial Fishing and Agriculture Bank to make loans relating to tourism and 
development or exploitation o f natural resources.

A sectional summary o f a bill is not an authoritative interpretation o f the bill. The bill itself 
is the best statement o f its contents.

Section 1 o f the bill amends AS 44.81.010(a) to make u technical conforming amendment 
made necessaiyby the renumbering of the paragraphs o f  AS 44.81.215 by sec. 2 o f the bill.

Section 2 o f  the bill amends AS 44.81.215 by adding new paragraphs which authorize the 
Alaska Commercial Fishing and Agriculture Bank to make loans relating to tourism and to 
development or exploitation o f natural resources within the state.

Section 3 o f the bill amends AS 44.81.350 by adding definitions for key terms that are added 
to AS 44.81 by this bill: natural resources, coal, gas, geothermal system, oil, other minerals, 
tourism, and water.
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CS FOR HOUSE BELL NO. 339(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FIRST LEGISLATURE - SECOND SESSION

BY THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): REPRESENTATIVES MULDER, Hudson, Austerman

A BILL 

FOR AN ACT ENTITLED 

"An Act authorizing the Alaska Commercial Fishing and Agriculture Bank to 

make loans relating to tourism and development or exploitation of natural 

resources."

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

* Section 1. AS 44.81.010(a) is amended to read:

(a) There is established the Alaska Commercial Fishing and Agriculture Bank. 

The exercise by the bank of the powers conferred by this chapter is considered to be 

for a public purpose. In the exercise of its powers under AS 44.81.215(11) 

[AS 44.81.215(7)], the bank is acting as an agent under the express authority and 

reservations of the state as the issuer o f limited entry permits under AS 16.43. The 

bank is exempt from the provisions of AS 06.05 (Alaska Banking Code) and AS 10.15 

(Alaska Cooperative Corporation Act) in its structure and operations and in the 

exercise of powers granted by this chapter.

* Sec. 2. AS 44.81.215 is amended to read:
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1 Sec. 44.81.215. Lending powers o f the bank. The bank may

2 (1) make loans to individuals, including married couples, who are

3 residents of the state and who are engaged in commercial agriculture or fishing,

4 including harvesters, processors, suppliers, and marketers, if at least one o f the primary

5 obligors on the loan is a member of the bank;

6 (2) make loans to corporations, partnerships, or limited liability

7 companies engaged in commercial agriculture or fishing if the majority interest of the

8 corporation, partnership, or limited liability company is beneficially owned by residents

9 of the state and a majority of the owners are residents of the state, and if at least one

10 of the primary obligors on a loan is a member of the bank; however, the bank may not

11 make a loan under this paragraph to a corporation, partnership, or limited liability

12 company for the purchase of a new or existing fishing boat or for the repair or

13 renovation of an existing fishing boat if the primary purpose of the fishing boat is to

14 commercially harvest fishery resources, unless the corporation, partnership, or limited

15 liability company is wholly owned and controlled by residents of the state, and unless

16 at least one of the primary obligors on the loan is a member of the bank;

17 (3) make loans for limited entry permits to individuals who fish

18 commercially if the individual is a state resident; loans made under this paragraph are

19 subject to AS 44.81.231;

20 (4~) make loans not to exceed $500.000 to individuals, including

21 married couples, who are residents o f the state and who will use the loan proceeds

2 2  to commercially engage in tourism within the state if at least one o f the primary

23 obligors on the loan is a member o, the bank;

24 (5) make loans not to exceed $1.000.000 to corporations,

25 partnerships, or limited liability companies that will use the loan proceeds to

26 commercially engage in tourism within the state if the majority interest o f the

27 corporation, partnership, or limited liability company is beneficially owned by

28 residents o f the state and a majority of the owners are residents of the state, and

29 if  at least one of the primary obligors on the loan is a member of the bank;

30 (6) make loans not to exceed $500.000 to individuals, including

31 married couples, who are residents of the state and who will use the loan proceeds
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to commercially eneaee in the development or exploitation of natural resources 

within the state if at least one or the primary obligors on the loan is a  member of 

the bank;

(7) make loans not to exceed $1.000.000 to corporations, 

partnerships, or limited liability companies that will use the loan proceeds to 

commercially engage in the development or exploitation of natural resources 

within the state if the majority interest of the corporation, partnership, or limited 

liability company " beneficially owned bv residents of the state and a majority of 

the owners arc residents of the state, and if at least one of the primary obligors 

on the loan is a member of the bank:

(8) [(4)] make a loan for capital investment or operating capital to a 

shore-based fish processor, a timber processor, or an agricultural piocessor or harvester 

who does not meet the resident ownership requirements of (1) or (2) of this section if 

a facility of the processor or harvester is located in the state and the majority interest 

in the processor or harvester is beneficially owned by residents of the United States;

(9) [(5)] make a loan to a person, regardless of residency, if the board 

determines that the loan is necessary to preserve the value of property held by the bank 

as security for a loan that was made under AS 44.81.210 or this section and that is in 

default;

(10) [(6)] make loans, as provided in (1). (2). or (4) - (8) [(1), (2), OR 

(4)] of this sectior., that are secured by liens subordinate to valid first liens and 

security agreements granted to another creditor;

(11) [(7)] accept the pledge of a limited entry permit as security for 

a loan made under this chapter subject to the conditions set out in AS 44.81.236 on 

pledges of limited entry permits;

(12) [(8)] make loans in participation with other lenders as provided 

in (1). (2). or (4) - (8) ((1), (2), OR (4)] of this section, whether or not an obligor is 

a member of the bank;

(13) [(9)] purchase or acquire participations in loans from other lenders 

if the participations conform to the provisions of (1). (2). or (4) - (8) [(1), (2), OR (4)] 

of this section, whether or not an obligor is a member of the bank;
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1 (14) [(10)] issue certificates of loan participation to members and to

2 other individuals, corporations, partnerships, and limited liability companies, but the

3 bank may not issue a certificate of lean participation if the certificate would allow

4 participation by the member, individual, corporation, partnership, or limited liability

5 company in loans that individually or cumulatively involve more than 20 percent of

6 the commercial fishery entry permits issued for one type of gear in a specific fishery

7 resource administrative area.

8 * Sec. 3. AS 44.81.350 is amended by adding new paragraphs to read:

9 (9) "natural resources" includes water, coal or other minerals, oil or gas,

10 and geothermal systems; in this paragraph

11 (A) "coal" means all forms of coal, including lignite;

12 (B) "gas" includes all natural gas and all hydrocarbons produced

13 at the wellhead that are not oil;

14 (C) "geothermal system" means a stratum, pool, reservoir, or

15 other geologic formation containing geothermal resources;

16 (D) "oil" includes crude petroleum oil and other hydrocarbons

17 regardless of gravity that are produced at the wellhead in liquid form and the

18 liquid hydrocarbons known as distillate or condensate recovered or extracted

19 from gas, other than gas produced in association with oil and commonly known

20 as casinghead gas;

21 (E) "other minerals" means clay, stone, sand, gravel,

22 metalliferous and non-metalliferous ores, and other solid materials or

23 substances of commercial value excavated in solid form from natural deposits

24 on or in the earth; "other minerals" does not include coal or minerals that uccur

25 naturally in liquid or gaseous forms;

26 (10) "tourism" means the provision or presentation of goods, supplies,

27 equipment, food and food stuffs, accommodations, entertainment, cultural practices and

28 attractions, natural resouice access, or transportation for Alaska^totmsm^

29 (11) "water" has the meaning given in AS 46.15.260.
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FISC A L NOTE

ision Date/Time (Note if correction) ______________
. ,iie CFAB Loans For Tourism & Nat Resources

STATE OF ALASKA
'’OOO LEGISLATIVE SESSION

BILL NO. HB339

Community & Econ. Dev.Dept. Affected________
BRU Banking, Securities, and Corporations
Component Banking, Securities, and Corporations

Sponsor
Requester

Rep(s) Mulder, Hudson, Austerman
H L&C

Expenditures/Revenues

Component Serial No. 

(Thousands of Dollars)

12 33

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Personal Services
T ravel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES (

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF

05 GF/Program Receipts
J37 GF/Mental Hsalth

Other (Specify Type)
TOTAL 0.0 0.0 o.o] 0.0 0.0 0.0

Estim ate of any curren t year (FY' cost: 
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page If necessary)
The division does not anticipate any fiscal impact with this proposed legislation.

The bill would have little to no effect on the department's requirement to examine CFAB. It could take som e additional time to 
analyze the new policies associated with the new types of lending and to analyze the new loans put on the books, bu'. the 
additional time is not expected to be significant.

Prepared by 

Division

Approved by Commissioner 
\gency

Franwin T. Elder, Director Phone 465-2521

, Banking, Securities and Coi 

Deborah B. Sedwick
Community and Ecoi

and Corporations 

i^tamic Dev^'opment

Date/Time 2/24/00 9:25 AM 

Date /̂■eh/ ov
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For further distribution Information, call the Governor's Legislative Office
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CFAB BACKGROUND NOTES

Excerpts from January 12, 1996 reports by Division of Legislative Audit for the review by 

the m e m b e r s  of the Legislative Budget a n d  Audit Committee in accordance with the 

provisions of Title 24 of the Alaska Statutes. Audit in its entirety can be found on the 

w e b  by going to the LegislatUe Homepage, clicking AUDIT, and then going to the 1996 

Audit List.

ALASKA. COM M ERC IA L  F ISH ING  AND A GR ICU LTURE  BANK 
January 12, 1996 

Audit Control Number 
08-4525-96

page 3... CFAB  makes loans for most fishing or farming related purposes. The  most 
common purposes are the purchase, modification, or refinancing of a vessel; purchase 
of a limited entry fishing permit; gear, engine, or equ ipment rep lacement or upgrade; 
genera l operating capital; and fish processing. There are no "standard" repayment terms 
or programs.

In order to be eligible to be a C FAB  borrower, an applicant must he engaged in the 
commercia l fishing or farming industries. An individual applicant must be an Alaska 
resident, and a partnership must have majority ownership by Alaska residents. W hen  the 
applicant is a corporation, the majority ownership and control must rest with Alaska 
residents.

Eligibility, however, is only the first step of the lending process. To obtain a CFAB  loan, 
an applicant must be found by CFAB  to be capab le and creditworthy v/ithin the context 
of the specific loan request. The  standards used by CFAB are essentia lly the sam e  as 
those of any responsible lender. However, CFAB's spec ia lized purposes, and their 
experience, has a llowed them to cons ider a broader range of 
applicant qualifications than most other lenders.

Page 5... In the late 1970’s, the commerc ia l fishing industry expressed dissatisfaction 
with the available credit sources to finance operations and the deve lopment of the 
industry. In response, the legislature comm iss ioned a study in the fall of 1977 to 
evaluate the adequacy of the ava ilab le financing sources for the commerc ia l fishing 
industry in Alaska.

The study conc luded that there was a need for improved access by the Alaska 
commercia l fishing industry 'o sources of credit. Severa l alternatives to improve such 
access were d iscussed in the report. O n e  of the options recommended was for the 
State to form a private, cooperative deve lopment bank for the Alaska commerc ia l fishing 
industry that could leverage its capital with funds from the Federal Farm Credit System .



As a result of the study, in 1978 the legislature passed a bill that created the Alaska 
Commerc ia l F ish ing and Agriculture Bank (CFAB or Bank). It was to provide f inancing 
for the commerc ia l fishing and agriculture industries within the State by leveraging its 
capital with funds from the Federal Farm Credit System as recommended .

The  concept of CFAB  was patterned after the Federal Farm Credit System (System) 
wh ich provides a source of credit to farmers, ranchers, and producers or harves*ers of 
aquat ic products. The  Federal Farm Credit Act of 1933 provided for the organization of 
thirteen Banks for Cooperatives (BCs). BCs were initially capitalized by the federal 
government and rema ined largely owned by the government until the Farm Credit Act of 
1953 was passed . Th is act provided for a means of control of the entire System by its 
users and paved the way for the ultimate retirement of all the federal government capital 
investment in the System. The  Federal Farm Credit Act of 1971 recodified all the prior 
laws govern ing the System, modernized its 'unctions, broadened its lend ing powers 
(e.g., loans to producers and harvesters of aquatic products), and brought dec is ion 
making c loser to its borrowers.

BCs  are cooperatives them se l .e s . They are financial institutions whose bus iness is to 
provide credit and  related services to their agricultural and aquatic cooperative 
members . B C s  obtain a major portion of their loan funds through the sa le of securities 
backed by the notes of borrowers. These securities are sold through a fiscal agent with 
the aid of a nationw ide group of securities dealers. Through the issuance of these 
securities, BCs  provide their cooperative members with direct access to the nation's 
m oney markets wh ich he lps to ensure an adequate supply of dependab le  credit.

Page 13... Not only is CFAB  the State's only mechan ism  to access capital from th'-j 
Federal Farm Credit System, it is also one of only two sources of capital for Alaska 
residents to f inance the purchase of a limited entry permit. F inanc ing from C FR L F  is the 
only alternative.

In 1972, Article VIII, Section 15 of the Alaska Constitution was am ended  to allow a 
limited entry program to be created by the State for fisheries resource conservation and 
deve lopment purposes. Then , in 1973 the legislature enacted the Commerc ia l F isheries 
Limited Entry Act (AS 16.43).

Th is Act conta ined limitations and restrictions on permits that were des igned to keep 
control of the permit in the hands of the holder and to not allow direct or indirect control 
by third parties, i.e., canneries , financial institutions, or speculative investors. 
Specif ica lly, AS 16.43.150(g) stated:

An entry permit may not be:

(1) pledged, mortgaged, or encumbered in any way;
(2) transferred with any retained right of repossession or foreclosure; or
(3) attached, distrained, or sold on execution of judgment or under any other 
process or order of any court.



In 1978, this statutory section was amended to allow the fishers to take advantage of the 
value of their permits to fund their operations or if they no longer wanted to participate in 
the fishery. With the passage of Chapter 83, SLA 1978, CFRLF was authorized to make 
and foreclose on limited entry permit purchase loans to Alaska residents. The aim of the 
State was to place more limited entry permits in the hands of Alaskans. CFRLF loans 
would still be consistent with the original intent of the Limited Entry Act, as the State 
would be the holder of the foreclosed permit in the case of default on the loan by 
the fisher. This would ensure the permit would be sold to a qualified person under the 
Limited Entry Act requirements, allowing the State to maintain control over its fisheries 
resource management, in addition, if the sale of the foreclosed permit were financed by 
CFRLF, the purchaser must meet the residency requirements of the loan program.

The next year, the legislature passed an amendment to CFAB's statutes that gave the 
Bank the same authority to make limited entry permit loans as was given to CFRLF. The 
sectional analysis of the bill stated in part:

. . .  This language parallels the existing law that allows the state division of loans to 
m a k e  limited entry permit loans.. . The purpose of this section is to expand the 

bank's power to provide for limited entry permit loans to Alaskans. Since the Ba n k  

provides for loans only to resident Alaskans, this additional capital source will be an 

advantage to Alaskans w h o  want to get into the fishery in the future. At least one- 

third of Alaska's salmon fishermen is still nonresidents.. . This expansion of loan 

authority to the Commercial Fishing and Agriculture B a n k  will provide another source 

of capital to Alaskans w h o  want to m o v e  into the salmon fisheries in the state.

Again, the limited entry permit loans made by CFAB were considered consistent with the 
intent of the Limited Entry Act. As CFAB was a c.eature of Alaska law, the procedures 
for foreclos *e could be set by statute, thus protecting the State's right to control the 
transfer of 6.,iy foreclosed limited entry permit. Also, any purchaser of a foreclosed 
limited entry permit that obtained financing for the purchase from CFAB would have to 
meet its statutory residency requirement.

In 1995 there were 13,364 limited entry fishing permits held by fishers. Of those, 1,363 
had liens against them by CFRLF and 383 by CFAB.

Page 22... In enacting the limited entry system, the legislature recognized that, for the 
purpose of conservation, the State needed to retain control of its fishery resources. In 
view of this, the legislative intent of the limited entry permit program was that an entry 
permit would not be the property of its holder but rather a use privilege, which can be 
modified or revoked by the legislature without compensation.

The legislature further recognized that the absence of a property right in a limited entry 
permit would not allow the holder the ability to obtain financing for its purchase or to use 
it as collateral to obtain financing for his/her commercial fishing operations. In order to 
provide a source of capital to the fishers, the legislate mended the Alaska 
Commercial Fisheries Entry Commission in 1978 (Ch. - , SLA 1978) to allow the 
Commercial Fishing Revolving Loan Fund to take limited entry permits as security for its 
loans to fishers. Then in 1981 (Ch. 51, SLA 1981), similar legislation was passed which 
provided for CFAB to take limited entry permits as security for loans.

..................... end o f Leg is la tive  A ud it backg roun d



Excerpts from 1999 audit by the Division of Bank, Securities and Corporations, D C ED  

Cover letter...

The overall condition of your bank is satisfactory with significant improvement s ince  the 
last exu . . . ’nation. Asset quality has improved notably in relationship with the overall 
condition of the fishing industry. Overall capital remains strong and is ava ilab le to 
mitigate the credit risk of lending exclusively into the Alaskan commerc ia l fishing 
industry. M anagement’s efforts to seek expanded areas in which to lend would he lp to 
mitigate the concentration of risk and make the bank’s successful operation less reliant 
upon these volatile industries.

Page 1... A SSET  QUALITY
Asset quality has improved ... As bank management performs a satisfactory job of 
admin ister ing the loan portfolio, the irregular numbers appear to be a function of the 
unpredictable nature of the fishing industry. Efforts by management to ga in entry to 
other areas of allowable lending would greatly aid in mitigating the effect the fishing 
industry has on the bank.

Page 3... MANAGEMENT
Managemen t’s present cha llenge is to generate new loan bus iness to grow the bank... 
to increase the size of its loan portfolio, management is taking steps to am end  the 
current statutes under which the bank operates. The amendment would a llow CFAB  to 
loan into other resource based industries, including tourism. Shou ld this be 
accomp lished , it would not only increase its reach to new potential borrowers, but it 
would a lso diversify the risk of concentration of credit to the fishing and agricultural 
industries.

PageS... CAPITAL ADEQUACY
The bank continues to maintain the strong capital position necessary to mitigate its 
exposure to the inherent risks of lending entirely to the Alaskan commerc ia l fishing and 
agriculture industry.

P a g e  7... EARN INGS
... a variety of factors make earnings performance and trend analys is problematic . The
primary factor causing earnings fluctuations noted above is the lack of portfolio
diversification. In a commerc ia l financial institution, the loan portfolio would typically be 
diversified in a variety of industries, as will as geograph ic areas. C FAB  was chartered to 
promote agriculture and fishing industries in Alaska. Initially the opportunity for 
diversification was limited to fishing and agriculture with the agricultural diversification 
becom ing nil.

end o f aud it
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A SPECIAL MESSAGE -  AND OPPORTUNITY -  FOR 

ACTIVE CFAB MEMBERS

Your CFAB Board of Directors consists o f seven persons — five elected by the CFAB 

membership and two appointed by the Governor o f Alaska -  who are charged with the overall 

governance and direction of the institution and who are granted broad authorities, by both the 

“CFAB law” and CFAB’s Bylaws, to aid in meeting those responsibilities.

The direction and oversight o f CFAB’s basic and day-to-day operations, making 

loans, is rather straightforward. It consists of assuring that sound and rational credit policies 

c  are in place, that the staff possesses a high level o f competence and expertise, that lending 

decisions are equitable, and that there is adequate accounting capacity, etc.

However, there are sometimes more challenging issues, such as establishing overall 

financial strategies, administering various aspects o f CFAB’s equities programs, and 

determining fundamental directions. These are often made difficult because CFAB represents 

several different (but not necessarily competing) interests. For example, there are many 

members who once borrowed from CFAB but do not do so today; they continue to own Class B 

Preferred Stock and retained patronage. They expect the values o f those equities to be 

protected and to one day be paid to them. There are also those members who are today’s 

borrowers; while they hold CFAB equities also they tend to be more focused on the 

effectiveness o f CFAB’s operations today in order to enjoy the lowest possible costs o f 

borrowing. And there are tomorrow’s members, the resident Alaska fishermen and farmers 

who will borrow in the 21SI century. We cannot identify them — they cannot identify themselves 

-  but we know we must strive to assure that CFAB exists, that it is strong, and that it is stable, 

when it is needed.

A la ska  C om m ercia l F ishing a n d  A gricu lture  Bank



Quite likely, each past and present borrower/stockholder holds his or her own view 

as to CFAB’s effectiveness. There is no doubt in our collective mind within CFAB itself that 

the institution’s very existence has resulted in meaningful benefits to every resident Alaska 

farmer or seafood harvester who has borrowed nom a n y  source during the past 20 years; CFAB 

sets a standard for costs and services which other lenders must equal or exceed in order to 

attract discerning borrowers.

The aspect of CFAB’s long-term performance o f which we are perhaps the most 

proud — but which seems almost impossible to “sell” to prospective borrowers -  can be 

illust rated by recounting a discussion which occurred recently at Fish Expo. A Washington 

State fisherman approached CFAB staff to ask if  there were any way he could be eligible to 

apply to refinance the commercial bank loan on his vessel. Although the answer was “no,” and 

remained so, he went on to say, “I’ve got two buddies with CFAB loans who each got into 

financial trouble at times in the past. I watched how CFAB worked with them and made it 

possible for them to recover. I don’t believe any other lender would have done what CFAB did, 

and I guess I never know when I might have trouble, so I’d really feel comfortable with a 

CFAB loan!”

It is clear that the concept and the actuality o f a focused and specialized institution 

provides benefits and advantages to its constituents. There is a darker side to that thought, 

however. The concentration of risk renders CFAB vulnerable in a manner which could result 

in failure at a time when it is most needed by resident Alaskans. Its level of risk concentration 

cannot be found in more conventional lenders. Any deposit-based and/or regulated institution 

would be sanctioned by its authorities, perhaps harshly, before any risk concentration reached 

a small fraction o f that borne by CFAB. No proprietary or profit-oriented commercial lender 

would expose itself to such dangers!

Those-dangers, of course, manifest themselves in loan portfolio performance. 

CFAB makes a careful analysis o f the discrete risk inherent to any individual loan which it 

makes. In doing so, it recognizes that the uncertainties o f commercial fishing will result in 

stress and/or temporary non-performance by some unforeseeable number o f those individual 

borrowers. That does indeed happen; at any point in time over the past years, 15% to 25% o f 

CFAB’s borrowers have been in a delinquent or “non-performing” status. Usually these
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is a stratum of small and/or entrepreneurial operators in Alaska resource-related industries 

other than commercial fishing and agriculture (and other than those forest products activities 

.hat CFAB’s statute defines as “agriculture”) which does not have reliable access to adequate 

commercial credit. For the purposes of legislation, CFAB views “resource-related” industries 

to include timber, minerals, oil and gas, water, etc., and tourism.

Complimenting those thoughts is the reality that it is extremely difficult for CFAB to 

fully utilize the capacities o f its existing resources — in particular, the credit expertise 

personified by its staff — within the constraints of lending only to commercial fishing and 

agriculture. Generally, there are intense but relatively brief periods o f new loan activity during 

the Winter and Spring, and a time o f collection efforts in the late Fall. The remainder of the 

year is committed to routine servicing and maintenance. This under-utilization of resources 

results in an incalculable but meaningful “extra” burden which is reflected in borrowers’ 

interest costs.

Neither CFAB’s Board o f Directors nor its member-owners have the authority to 

make fundamental changes to CFAB’s lending activities. CFAB’s mandate is derived from 

Alaska Statute 44.81. CFAB’s Directors and Management have had discussions with 

legislators, and anticipates further such discussions, concerning the potential for legislation in 

the 2000 session which would permit CFAB to diversify into the areas mentioned.

We are aware that some o f CFAB’s existing members, or other commercial seafood 

harvesters, may perceive that financing tourism-based enterprises implies -  at least to some 

degree -  support of interests in conflict with their own. However, it is from CFAB’s own 

membership that the greatest number of actual loan requests for such purposes are received, 

i.e., from commercial harvesters seeking financing to diversify themselves into charterboat 

operations, bed and breakfasts, outfitting or guiding, etc.

CFAB’s Directors (six o f whom are commercial harvesters) have discussed and 

considered the matter and believe that both the appearance and the fact o f conflict can be 

minimized. It is not particularly difficult to establish policies and practices to assure that 

“sensitive” loans are never more than a small fraction o f CFAB’s total loan portfolio (the final 

page of this paper is an excerpt from the proposed statutory amendment, showing the
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