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AS 42.05.381 is am ended by adding a new  subsection lo read:

(k) A  telephone u tility ’s proposed depreciation rates shall be allow ed under this 
subsection i f  the underlying service lives are not shorter than the serv ice lives perm itted  
by  the U nited  States Internal R evenue Service to determ ine the appropriate  level o f  
depreciation expense for federal incom e tax com putations. T he com m ission  m ay not 
require a u tility  to file a depreciation study unless the u tility  proposes lo use depreciation 
rates based  on sendee  lives that are shorter than the service lives perm itted  by the Internal 
R evenue Service.

(1) A  telephone utility  provid ing  facilities, system s, or services to other telephone 
utilities pursuant to any state o r federal law  or regulation shall be allow ed to recover costs 
it expects to incur to  provide the facilities, system s, or services, and shall be allow ed a 
reasonable profit. The best evidence o f  the costs a u tility  expects to incur shall be  its 
m ost current costs, adjusted for inflation. Capital and depreciation costs shall rise to 
reflect increased business risk in com petitive service areas and shall be consistent w ith 
subsection (k) o f  this section. I f  a telephone utility cancels the use o f  another carrier’s 
facilities, system s, or services, at any tim e prior to the tim e when the costs for those 
facilities, system s or sendees are fully am ortized, the utility canceling the usage shall, 
w ithin 90 days, reim burse the o ther carriers for the balance o f  the capital expenditures 
incurred by the o ther carrier as a result o f  cancellation o f  the use o f  facilities, system s or 
services.



A L A SK A  R U R A L  E L E C T R IC  C O O P E R A T IV E  A S SO C IA T IO N , IN C .
R C A  R E A U T H O R IZ A T IO N  

A pril 2, 2003

A R E C A ’s positions regard ing  reauthorization o f  the R C A  are as follow s:

1. E xecu tive  D irector and Public A dvocacy Section .
A R E C A  suppo rts  the creation o f  an E xecu tive D irec to r o r C h ie f  o f  S ta ff fo r the  R C A ; and 
A R E C A  does not oppose transferring  the duties o f  the Public  A dvocacy Section  (PA S) to  the 
D ep artm en t o f  Law. A R E C A  believes these actions can be accom plished adm in istra tive ly  
w ithou t sta tu to ry  am endm ent.

2. A ltern a tive  rate m aking procedures for m unicipal and cooperative electric u tilities.
AS 42 ,05  should be am ended to  allow  alternative ra te  m aking procedures fo r regu la ted  m unicipal 
and coopera tive  e lectric  utilities. This can be accom plished through  the addition  o f  one new  
section to  AS 42.05. A  draft o f  that proposed new  section (AS 42.05 .425) is attached.

S um m ary  o f  alternative procedures:
•  U pon  approval o f  the m unicipal or cooperative govern ing  body, autom atic im p lem en ta tion  o f  

retail e lectric  rate  decreases and m inor retail rate  increases (less than o r equal to  the change 
in the consum er price index).

•  F o r  o ther proposed electric rate  changes w hen there  are  o ther adverse parties  in the case, 
a llow s the case to be decided by neutral adm inistrative law  ju d g es (A LJs) w h o  are experts in 
e lec tric  rate  case regulation. T he cost o f  the A LJs are paid d irectly  by the  parties, n o t from  
the  R C A ’s budget.

•  In  all o ther respects (quality  o f  service, billing disputes, disconnection, etc.), these  u tilities 
w ould  rem ain subject to full R C A  regulation.

B enefits  o f  alternative procedures:
• W ill a llow  prom pt and efficien t self-regulation o f  rate reductions and m inor rate  increases by 

responsive  govern ing  au thorities o f  m unicipal and cooperative electric u tilities.
•  A L J p rocess will allow  m ore efficien t and expert rate case decision-m aking  w hen  m ultip le  

adverse  parties exist.
•  B o th  p rocedures will sign ificantly  reduce the R C A ’s caseload by delegating  m inor and 

adversaria l cases o ther forum s.
•  W ill a llow  the R C A  to focus its tim e and resources on other, im portan t cases and duties.

3. T h ree-vear extension o f  R C A .
I f  A R E C A ’s recom m endations are accepted, A R ECA  supports a th ree-year ex tension  o f  the 
RC A .
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BILL NO.

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-THIRD LEGISLATURE - FIRST SESSION

BY T H E __________________________

_________________: / /03

A BILL

FOR AN ACT ENTITLED  

“An Act establishing alternative rate making procedures for cooperative and municipal electric 

utilities regulated by the Regulatory Commission of Alaska; extending the termination date of the 

commission to June 30, 2006; and providing for an effective date.”

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

* Sec. 1. AS 42.05 is amended by adding a new section to Article 4 to read:

Sec. 42.05.425. Alternative rate making procedures for municipal electric utilities and 

electric cooperatives, (a) An electric utility subject to economic regulation under this chapter that (1) is 

owned and operated by a municipality or city within the state, or (2) is an electric cooperative organized 

under AS 10.25, may elect to change its electric base rates under the provisions o f this section.

(b) The commission shall, within ten days after the filing o f  a utility’s rate change request, 

approve on a permanent basis a tariff revision that reduces an electric base rate for retail service without 

increasing any other electric base rate if  the proposed tariff revision is authorized by resolution o f  the 

utility’s governing body (municipal assembly, city council, or a cooperative’s board o f directors).

(c) The commission shall, within ten days after the filing o f a utility’s rate change request, approve 

on a permanent basis a tariff revision that increases any electric base rate for retail service if

B __________________________ -1- _ B ___________
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1 (1) the proposed tariff revision is authorized by resolution o f  the utility’s governing body

2 (municipal assembly, city council, or a cooperative’s board o f directors); and

3 (2) the percentage increase to each electric base rate is less than or equal to the annual

4 percentage change in the Consumer Price Index for Urban Consumers in Anchorage (CPI-U, Anchorage)

5 for the most recent calendar year, as reported by the U.S. Department o f  Labor, Bureau o f  Labor Statistics

6 (or other comparable consumer price index adopted by the commission by regulation, if the CPI-U,

7 Anchorage, is not available).

8 (d) For a tariff revision that increases any electric base rate for retail service by a percentage

9 greater than the annual percentage change in the CPI-U, Anchorage, for the most recent calendar year, and

10 for a tariff revision that changes any electric base rate for wholesale service, the filing utility may, at its

11 option, have the tariff revision adjudicated under the alternative procedures set forth in (f) if there is an

12 intervenor with material adverse interests in the case.

13 (e) Prior to initiation o f the alternative procedures set forth in (f),

14 (1) the filing utility shall submit its rate change request to the commission in accordance

15 with this chapter and die commission’s regulations, including all required supporting information;

16 (2) the  filing  u tility  shall file with the  com m ission WTitten no tification  o f  its election to

17 have its rate change request adjudicated under the procedures in (f) ° f  diis section:

18 (3) any person desiring to intervene as a party regarding the rate change request shall,

19 within ten days after the filing utility files the notification required in (2) o f this subsection, petition to

2 0  intervene; and

21 (4) not later than twenty days after a petition to intervene is filed, the commission shall

22 accept answers to die petition, and issue an order granting or denying the petition to intervene and

23 determining vhedicr the filing utility’s rate change request is eligible for adjudication under the procedures

24 set forth in (f),
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(f) Upon a commission finding that the filing utility’s rate change request is eligible for 

adjudication under this subsection, the rate change request shall be processed and adjudicated by a neutral 

and qualified administrative law judge or, if  agreed upon by all parties, by a panel o f  an odd number o f 

administrative law judges, under the following rules:

(1) To qualify to serve as an administrative law judge under this subsection, an 

administrative law judge shall be a member in good standing o f a state bar association within the United 

States, have at least five years o f experience litigating or adjudicating rate cases o f  regulated electric 

utilities, and comply with the restrictions applicable to members o f the commission under AS 42.04.060.

(2) Within ten days after issuance o f the commission order referenced in (e)(4), all parties 

shall meet to attempt to unanimously agree on a qualified administrative law judge. If  unanimous 

agreement cannot be reached within that period o f time, the parties shall select an administrative law judge 

from a list o f ten qualified administrative law judges supplied to the parties by the American Arbitration 

Association through a striking of names process. The administrative law judge shall be selected within five 

working days after receipt o f the American Arbitration Association list. The parties shall alternate in 

striking names from the list until one administrative law judge remains, who shall be the administrative law 

judge under this subsection. The filing utility shall be the first to strike a name from the list. The order o f 

striking for the other parties shall be determined by unanimous agreement among those parties or, if 

unanimous agreement cannot be reached, through drawing by lot. I f  a panel o f administrative law judges is 

used, the selection process in this paragraph shall be used for the selection o f each panel member.

(3) All reasonable and necessary costs and expenses o f the administrative law judge or 

panel and all administrative expenses o f the adjudication process shall be borne equally by all parties who 

are either a  certificated utility or an agency o f the state.

(4) Not later than three days after selection o f an administrative, law judge or panel, the

parties shall submit a joint filing notifying the commission o f the selection. Not later than three days after

the joint filing, the commission shall serve a copy o f all prior orders and pleadings in the case on the 
B ___________  -3- B ____________
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administrative law judge or panel and on all parties o f record. The commission shall be placed on the 

service list for all subsequent pleadings and orders filed and issued in the proceeding.

(5) Not later than 30 days after service by the commission of all prior orders and 

pleadings, the administrative law judge or panel shall issue an order establishing a complete procedural 

schedule for adjudication o f the base rate change request. The administrative law judge or panel is subject 

to the applicable timelines set forth in AS 42.05.175 and AS 42.05.421, however, when establishing a 

procedural schedule and adjudicating the rate request, the administrative law judge or panel shall take 

reasonable steps to ensure issuance o f a final order in substantially less time than the maximum allowed 

under those timelines.

(6) In adjudicating the base rate change request, the administrative law judge or panel 

shall have all o f the procedural and substantive powers and duties that apply to the commission and 

commission members under law, including this chapter, the commission’s regulations, anJ commission 

precedent, provided, however, that the scope o f the administrative law judge’s or panel’s jurisdiction, 

powers, and duties is expressly limited to that which is necessary to adjudicate the electric base rate request 

presented pursuant to this subsection.

(7) A party may petition the administrative law judge or panel for reconsideration of an 

order issued by the administrative law judge or panel.

(8) Notwithstanding AS 42.04.080 and AS 42.05.171, the decisions and orders o f the 

administrative law judge or panel under this section are not subject to review by the commission. All final 

orders o f  the administrative law judge or panel under this section are subject to judicial review as final 

administrative orders in accordance with AS 44.62.560— 44.62,570. If  an appeal is not taken from a final 

order o f the administrative law judge or panel, the administrative law judge or panel may apply to the 

superior court for enforcement o f its orders. The court shall enforce the order by injunction or other 

process.

 B __________________________ -4- B ___________
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1 (9) If  an appeal is not taken from a final order o f  the administrative law judge or panel,

2 the commission shall approve the tariff sheets implementing the rate changes approved and ordered by the

3 administrative law judge or panel.

4 (g) The commission shall adopt regulations as necessary to implement the requirements,

5 procedures, and legislative intent o f this section.

6 * Sec. 2. AS 44.66.010(a)(4) is amended to read:

7 (4) Regulatory Commission o f Alaska (AS 42.04.010) -  June 30, 2006 [2003],

8 * Sec. 3. The uncodified law o f the State o f Alaska is amended by adding a  new section read:

9 APPLICATION OF ALTERNATIVE RATE MAKING PROCEDURES. The rate making

10 provisions set forth in AS 42.05.425, added by sec. 1 o f this Act, apply to all applicable electric base rate

11 change requests filed with the Regulatory Commission o f Alaska on or after July 1, 2003.

12 * Sec. 4. Except as provided in sec. 3, this Act takes effect immediately under AS 01.10.070(c).
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A L A S K A  R U R A L  E L E C T R IC  C O O P E R A T IV E  A S S O C IA T IO N , IN C .
R esolution  03-32

A R eso lu tion  R e g a rd in g  th e  S unset R eview  of th e  R e g u la to ry  C om m ission of A lask a  a n d  R e co m m en d e d  C h an g es

T his R eso lu tion  cancels and supercedes R esolution 03-17. ARECA  resolves as follows:

I. I f  the o ther provisions o f  th is resolution arc enacted. ARECA supports ex tension  o f  the Regulatory 
Com m ission o f  A laska  (R C A ) for a period o f th ree (3) years.

II. A R E C A  supports the creation  o f an Executive D irector o r C h ief o f  S taff for the R C A ; and  A R EC A  supports 
transferring the du ties  o f  the Public Advocacy Section (PA S) to the D epartm ent o f  Law.

Hi. A R E C A  supports tire establislim ent o f  an A< ninistrative Law  Judge (ALJ) option , as described below, for
the processing o f  ra te  change requests by a cooperative, m unicipal-ow ned, o r city-owned public utility' th a t is subject to 
econom ic regulation  by the RCA.

A. Retail sendee rate changes less than or equal to the annual change in  C P I. F o r a u tility ’s proposed 
base rate change fo r  reta il services that, in total, is less titan or equal to the annual change in the  app licab le  consum er price 
index (CPI) (or o th e r  reasonable and know n inflation benchm ark), the u tility ’s governing body (for a cooperative, its board o f  
directors, and fo r a  m un ic ipa l- o r city-owned utility, its m unicipal assem bly or city' council) shall be au thorized  to approve the 
proposed, o r lower, ra te  change  a r d  forw ard notice o f  th a t approval to the RCA, and the R C A  shall approve the ta riff  sheets 
im plem enting tha t change  in rates.

B. R etail service rate changes that are greater than the annual change in C P I. F o r a u tility ’s proposed 
base rate  change fo r  retail services that is, in total, greater than  the annual change in the ap./w cable CPI (o r o th e r reasonable 
and know n infla tion  benchm ark), the filing  utility m ay select one o f  the follow ing two options fo r  die processing  and approval 
o f its proposed ra te  change:

1. T raditional RCA op tion . U nder this option, the rate change request shall be heard  and
processed un d er the traditional procedures set forth in  AS 42 .05  etseq.

2. ALJ O ption . U nder th is option, the rate change request shall be heard  and processed by
an  A LJ under the follow ing procedures:
a. All A LJ and  hearing  adm in isva tive  costs shall be borne equally  by all parties;
b. All procedures shall be conducted by an  ALJ selected by the orig inal parties

through a “ strik ing  o f nam es” process;
c. All orders shall be issued by the ALJ;
d. Judicial review  shall be by the Superior C ourt (under the  procedures and 

standards applicable to jud ic ia l review  o f RC A  orders); an d
e. U pon issuance o f  a final, non-appealable order, the R C A  shall approve the ta riff  

sheets im plem enting  the ordered change in rates.

C. A ny wholesale sendee  rate changes. For a u tility ’s proposed base rate ch an g e  fo r any w holesale 
services, the filing  u tility  m ay select one o f the two options listed above in B. 1. and B.2. for the p rocessing  an d  approval o f  its 
proposed rate change.

IV. Im plem entation  and effective d a te . A R EC A  intends lo propose all proposed sta tu to ry  am endm ents deem ed 
necessary to im plem ent tire changes set forth above. All o f  the changes set forth in 1. through II. sh a ll be effective July 1,
2003. T h e  changes se t fo rth  in  III. shall be effective for rate change requests filed on or afte r the effective date  o f  tire 
enabling legislation.

PASSED  AND A PPR O V ED  th is  day o f  M arch. 2003.

D w ight N issen, P resident
Attest:



Frank H. Murkowski, Governor

Department of Community 
and Iconomic Development

Regulatory Commission of Alaska
701 West Eighth Avenue, Suite 300, Anchorage, AK 99501-3469
Telephone: (907) 276-6222 • Fax: (907) 276-0160 • Text Telephone: (907) 276-4533
Website: www.state.ak.us/rca/

TO: Senate Finance Committee

FROM: Dave Harbour, Chairman 

SUBJECT: P. 'age of SB 72

DATE: April 23, 2003

We believe it serves the interests of the Legislature, the Administration, regulated industries, and the public, to 
pass SB 72, without amendment, reauthorizing the critical, continuing work of the Commission. The focus of 
this legislation should be on whether or not to continue the existence of this regulatory body and if so, for how 
long. I respectfully offer the following:

Our Report Card:

Utility regulation is complex. Likp all other State legislatures throughout the U.S., your predecessors have 
recognized the need to have an independent, fair, regulatory agency of specialists enforcing the general 
policies you have enacted through law. Alaska has had a commission since I9601, and must have a 
commission to carry out Federal statutory and regulatory duties delegated to the states, at the very minimum. 
Beyond that, the commission balances valid utility and pipeline needs with consumer interests in a deliberative 
public process subject to judicial review.

The Legislature can be confident that in spite of inevitable special interest complaining, the Commission’s 
report card is close to a 4.0.

• Docket caseload has been reduced from over 500 at the agency’s reformation in 1999, to 376 at the 
end of last year, to approximately 200 today. Deadlines were statutorily mandated last year and are 
consistently being met.

• Since the Legislature reformed the Commission in 1999, we have issued over 2,000 substantive orders. 
Of these, only 16 have been challenged in the courts.

• Our Commissioners represent a variety of legislatively sanctioned professional backgrounds, and are 
accountable through the political process. We have no incentive other than to make fair decisions, 
which are subject to judicial review. I am impressed with our exceptional employees.

• We can only do what you tell us to do; we are guided by our statutes and our due process mandates. 
To the extent that the Legislature accommodates aggressive lobbying changes, our independent, 
objective, ex-parte-protected forum could be diluted.

1 The Alaska Public Service C om m ission  was created in 1959. First C om m issioncts took office in 1960. The A PS C ’s first decision 
was issued in 19o4. In 1970, the L egislature created the A laska Public Utilities Com m ission. The R egulatory Com m ission o f  Alaska 
was created by the Legislature in 1999.

1
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Frank H. Murkowski, Governor

Department of Commpnitv 
and Economic Development

Regulatory Commission of Alaska
701 West Eighth Avenue, Suite 300, Anchorage, AK 99501-3469
Telephone: (907) 276-6222 • Fax: (907) 276-0160 • Text Telephone: (907) 276-4533
Website: www.state.ak.us/rca/

Under Alaska’s Sunset laws, agencies are periodically reviewed to ensure that their functions continue to be 
valid. Our 2001 ar.J 2002 Legislative Audit report cards reinforce that the RCA is doing a good job, and we 
have accepted the auditors’ suggestions for improvement. The sunset provision should not be used as a 
convenient vehicle for special interest legislation.

In 1999, Senator Drue Pearce encouraged fellow legislators to resist the urge to continually make adjustments 
to the RCA, to allow the restructured commission to coalesce. With Governor Murkowski’s recent changes, 
that is still good advice.

Cooperative Alternatives:

We are confident a majority of the Legislature would not want reauthorization to be held hostage to last-minute 
changes to regulatory statutes. The Commission would like the opportunity to work with regulated industries to 
develop sound legislation.

• RCA needs to be given the time to fully integrate the important changes to the agency that are already 
underway. Governor Murkowski appointed two new commissioners and issued Executive Order 111. 
In wake of Commissioner Abbott’s June 1 retirement, the Governor will be making another 
appointment. We need your support to continue our work and focus on our substantial caseload and 
the administrative achievements recommended in Legislative audits.

• Your RCA commissioners embrace evolutionary change in our statutes, regulations and administration 
signaled by changes in the marketplace and technology. This summer the Commission will invite 
industries and associations to offer suggestions for improvement. We then plan to offer a draft of such 
improvements for public review prior to submitting them to the Administration and Legislature next 
Fall...so that citizens and competitors can view them in full light.

Special Interest Legislation:

The Legislature created the RCA to do the specialized work of utility and pipeline regulation that the 
Legislature itself does not have the time or expertise to do. We regulate through an extensive public process 
using a staff of expert analysts. My colleagues and I are mindful of the important role of the RCA in ensuring 
the stable, responsive utility and pipeline infr ’.ructure necessary for economic development in Alaska. The 
parties before us are often at odds: competing utilities, wholesale and retail customers, carriers and shippers 
and individual ratepayers.

2
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Frank H. Murkowski, Governor

Department of Community 
and Economic Development

Regulatory Commission of Alaska
701 West Eighth Avenue, Suite 300, Anchorage, AK 99501-3469
Telephone: (907) 276-6222 • Fax: (907) 276-0160 • Text Telephone: (907) 276-4533
Website: www.state.ak.us/rca/

All these different entities don’t always get what they want. We know the Legislature would not wish to begin 
changing regulatory statutes yearly to give each lobbying utility or pipeline what it failed to get from the 
Commission’s careful weighing of the issues. Yet that is what some lobbyists are seeking this year.

Deceptively simple proposed amendments quietly circulating in this Capital can conceal a wide array of policy 
impacts, producing consumer and competition shockwaves throughout Alaska. We stand ready to assist you 
in identifying such dangers.

Special interest amendments should be considered on their merits in other legislation, preferably next year 
after the Commission leadership undertakes necessary administrative and policy changes. Most of the 
requested changes flow from special interests seeking to guarantee financial benefit from the Legislature in 
lieu of a desired regulatory outcome. Some statutory changes lobbyists are requesting might have a little merit 
but should be considered administratively. Some may justify further legislative and Commission analysis. 
Some other changes requested are completely without merit and contrary to the public interest.

If you alter the Commission’s authority along the lines some influential lobbyists have suggested, even with the 
best of intentions you could begin a new process of making myriad, complex regulatory decisions via the 
legislative process. The Commission's quasi-judicial process is designed to protect all parties’ rights. 
Changes sought here by a half dozen powerful special interests may benefit them, but in some cases, at the 
expense of their competitors, some of the 300 other utilities, and/or thousands of consumers.

Telecommunications interests alone have circulated a dozen amendment proposals. Telecommunications is 
probably the most competitive area of business in Alaska--and experiencing the most rapid technological 
changes. Some proposals may be contrary to Federal statutes or regulations and others have not seen the 
light of day before being circulated in these halls.

As to pipeline regulatory reform suggestions from the oil lobby, at your request I can provide insight that should 
halt the heavy political momentum those efforts have engendered in Juneau.

Adding self-interest legislation to our Commission's statutes in the last weeks of this Legislative Session 
without complete Commission analysis will detract from the our substantive work with regulated industries and 
may create, in a politicized atmosphere, defects that could be easily prevented using the process I described 
above.

Conclusion:

We believe it is in your interest and the public interest to support the Governor’s request to extend the 
Commission. We recommend you support our desire to work cooperatively with the regulated utilities and 
pipelines this summer to develop solid recommendations for you. Nothing prevents the Legislature from 
considering thoughtful legislative changes outside a sunset year. The State's continuing oversight will also be 
assured via the Alaska Court System, legislative audits, appointments, confirmations and public meetings such 
as this one. If the Legislature still aims to enact some o' these amendments this year—hopefully, in separate 
legislation--we will be available to assist your staff in avoiding pitfalls.
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TESTIMONY OF KRISTI CATLIN 
SENATE FINANCE COMMITTEE 
SENATE BILL 72 
APRIL 23, 2003

Good morning, Senator Bunde and members of the committee. For the record, my 
name is Kristi Catlin, Director of Government Affairs for AT&T Alascom, with its main 
business address at 210 E. Bluff Drive, Anchorage, Alaska, 99501.

Thank you for the opportunity to testify at this hearing. As you know, AT&T 
Alascom, and before that, Alascom, has a long history of providing telecommunications 
services to the state of Alaska. In fact, it has the longest history of any interexchange 
carrier in the state today. It is from those very roots, and having witnessed the broad 
changes in technology and market shift over the years, that we would like to offer our 
perspective and respectfully make some requests for the legislature to consider.

We believe that both telecom service providers and policy-makers have a two­
fold obligation to the constituents of this state. Those are: ensuring that basic telecom 
services remain affordable to everyone in the state; and providing a regulatory 
environment that fosters continued investment in the state telecom infrastructure, 
thereby ensuring that advanced services will reach to all parts of the state.

In the early days, Alascom was the only long distance carrier in Alaska, and as 
such, the regulated monopoly. Regulations were put in place to ensure that Alascom did 
not misuse its monopoly power in pricing its services to consumers. In addition, in 1991, 
when intrastate long distance competition was initiated, additional regulations were 
de\"Mop?H to ensure that Alascom did not misuse its monopoly powe. to subvert 
competition. At the same time, new entrants to the long distance market were granted 
broad and significant freedoms. And even though the market was highly competitive in 
1995 when AT&T bought Alascom, for the most part, it bought a company regulated as 
though it were a monopoly. As we all know, the regulations governing utilities with a 
legal monopoly work in two directions: they protect the consumer from unreasonable 
prices on one side of the equation, and they ensure a reasonable return for the regulated 
entity on the other side. Without a reasonable return, companies do not invest and 
services, therefore, do not advance.

Many of the regulations which restrict AT&T Alascom today are vestiges of that 
monopolistic environment I spoke of previously, However, in this highly competitive 
marketplace, they do not serve as an incentive for investment -  they only serve to add 
cost and thereby provide a disincentive for investment. As far as protection of the 
consumer on prices, we have almost 20 years of empirical evidence in the long distance 
market in the U.S. to show that competition serves the consumer well. In 1984, when 
AT&T was first broken up, the average discounted corporate minute was around 5,45, 
Today, the average discounted corporate minute is under 5.045. That’s a whole order of 
■magnitude swing. And yet, during that same time period, the long distance industry went 
from approximately $9 -10B to about $90-110B. It was deregulation of the industry and 
the management of competition that spurred investment. And in 1995, when AT&T fell 
below 60% market share in the lower 48, the FCC ceased regulating AT&T as the 
“dominant carrier1' and deemed the market for long distance as "competitive".

And yet, here in Alaska, where AT&T Alascom now has 42% of the long distance 
business (and shrinking), and our largest competitor, GCI, has 46-48% uf ihe iung 
distance business (and growing), AT&T Alascom is still considered the dominant carrier, 
despite a four-year attempt to get relief from this regulation at the RCA. This regulation
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adds substantially to our cost structure for tracking, journalization, and reporting. It also 
adds regulatory process that our competitors don’t have that keeps us from being 
competitive in the marketplace. The whole situation really begs a definition for 
“dominance". Additionally, with the increased costs and inability to compete effectively 
because of outdated regulations, our ability to attract capital and invest in the network is 
severely “hamstrung”.

I believe that over the next 12-18 months, this state must wrestle with some 
difficult issues of telecom regulation. At stake is the very survival of an infrastructure 
that’s struggling to keep up with the rest of the country. In a true free market, there is 
less regulation, not more. And competition, not regulation, becomes the force to shape 
the market.

I would ask you to carefully and thoughtfully consider the market dynamics at 
work nere, and the definitions of broader market issues such as “dominance" and 
“competition". I would also ask you to carefully consider your role in mandating an 
environment that has less regulation, not more, in order to create and maintain 
incentives to invest in the modern telecommunications infrastructure that all Alaskans 
desire.

As you consider Senate Bill 72 reauthorizing the RCA, please know that AT&T 
Alascom could support legislation which would extend the RCA for another 2-4 years, 
however, as we stated last year -  only if the RCA is truly committed to bringing about 
regulatory reform. Status quo is not an option, if you intend to have a healthy, 
competitive telecom market and infrastructure in Alaska. We have drafted appropriate 
language to assist the legislature in defining "dominance," and are submitting it for your 
consideration.

Thank you, once again for this opportunity to present our testimony. I would be 
hanpv to answer any questions you might have.



Proposed Amendments to AS 42.05

* Sec. . AS 42.05.810 is amended by adding a new subsection to read:
(d) No long distance carrier shall be regulated by the commission as a 

dominant carrier in the long distance market if its statewide market share, as 
measured in intrastate minutes o f use, is less than 60 percent, excepv that the 
incumbent long distance carrier shall remain the carrier o f last resort until the 
commission orders otherwise.
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VALLEY REFUSE, /A/C.
PO BOX 8 7 9 1 0 9  

WASILLA, ALASKA 9 9 6 8 7  
C907/  8 9 2 -6 6 0 6

April 18, 2003

S tn a te  F in an ce  C om m ittee
Senator Lyda Green, Co- Chair 
Senator Cary Wllken, Co-Chair 
5enator Con Bunde, Vice Chair 
Senator Ben Stevens 
Senator Lyman Hoffman 
Senator Donald Olson 
Senator Robin Taylor

Senators:

Please support SB 72 and/or HB 111, bills extending the Regulatory Commission of Alaska, 
with NO d ereg u la tio n  am end m en ts . SB 72 Is scheduled to be heard on Wednesday, April 
23.

Valley Refuse (VRI) Is a small, Alaskan-owned garbage utility that has operated in the Mat-Su 
Borough for over nine years. Valley Refuse competes with Waste Management, Inc. (WMI) a 
Houston, Texas, based refuse hauler. Waste Management, Inc. Is the largest refuse hauler in 
the United States.

WMI Is attempting to deregulate garbage hauling In the State of Alaska. Please support small, 
Alaskan businesses by defeating this deregulation effort.

• The Regulatory Commission of Alaska (RCA) oversees utilities In the State of Alaska.

• Garbage companies are, by state statute, regulated utilities.

• Regulated utilities are, by state statute, exempt from state anti-trust laws.

• The RCA ensures that utility rates charged to the public are fair and equitable and that fair 
trade practices are followed by utilities operating In competitive markets.

WMI has attempted to deregulate refuse hauling repeatedly since they bought the majority of 
Alaska's refuse utilities four years ago. To date, their efforts have failed.

• Garbage deregulation legislation was defeated in the 1999 legislative session. WMI’s 
representatives admitted, on record, that HB 178, "Deregulation of Garbage Utilities", was 
"our bill" and "Waste Management had a heavy hand In drafting" HB 178. (Excerpt from 
House Labor & Commerce Committee meeting minutes dated 4/15/99).

• WMI then filed a petition with the Regulatory Commission of Alaska In August 1999 to 
deregulate refuse hauling in only the Mat-Su Borough, where VRI is their primary competitor 
(RCA Docket U-99-99).

° ? ^ ^ ° ^ Comm|» .l0!1-d^ llngd refuse hauling in the Mat-Su.
stating in U-99-99 Order 8, February 6, 2001, "We decline to deregulate either residential or

1
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commercial refuse serv ice .' Wasllla Refuse (Waste Management) is much laroer and 
could i n f o  outlast VRI (Valiev Refuse) In a rate war. Wasllla Refuse (Waste 
Management) has the ability to withstand losses for a considerable length of time using Its 
deeper asset base or buoyed by Its container operation." (emphasis addid U-99*99(8), pg. 8 
of 12). The RCA also stated, "We will take steps to ensure that container-related cross­
subsidies are not undermining the fragile competitive market In the Mat-Su Borough" 
(emphasis added U-99-99(8) pg. 7 of 12).

Since their deregulation attempts failed, Waste Management has tried to negatively impact 
Valley Refuse through various filings with the Regulatory Commission.

• In May 2002, Waste Management, Inc. filed a Revenue Requirement study (RCA Dockets U- 
00-30 and U-02-47). The document filed had so many "errors" that WMI was forced to redo 
it. The "errors", had they not been Identified, would have resulted In Waste Management's 
Mat-Su Borough rates being set at predatory, below cost levels.

• In TA10-628, August 2002, WMI filed a tariff revision for an alleged "new" service: 
residential roll-cart service. This was approved by the RCA; however, Commissioners Will 
Abbott and Patricia DeMarco filed a dissenting statement, dated August 23, 2002, opposing 
this tariff revision. They stated, "We believe WMA’s filing is a thinly disguised modification 
of an existing residential pickup service," and "The rates In the Mat-Su Borough where there 
is active competition are reduced by about 40 percent while Anchorage and Fairbanks have 
very* little change. This appears to be discriminatory, if not predatory pricing." (See RCA 
file TA l 0-628, Dissenting Statement of Commissioners Will Abbott and Patricia M. DeMarco)

• WMI appealed recent RCA orders disallowing Waste Management's Involvement in Valley 
Refuse, Inc.'s Cost of Service Study (RCA Docket U-01-1 55, Orders 2 & 3). In her response 
"RCA's Opposition to Motion to Supplement the Record" In Case No. 3AN-02-12714 C .I., 
Virginia Rusch, Assistant Attorney General, states, "Neither the commission nor this court Is 
required to be blind to the potential that Waste Management may also be able to fatally 
cripple Valley Refuse by litigating it to death. When an appeal begins with multiple 
motions over what the appeal can be about before the standard rounds of appeal briefing 
even begin, this court should seriously ponder whether an 800 pound gorilla is using the 
court to crush Its competitor." (see Case No. 3AN-02-12714 C.l. Waste Management of 
Alaska, Inc.. Appellant, vs. Regulatory Commission of Alaska. Appellee!

As you can see from these examples, Waste Management has had, at best, an adversarial 
relationship with the Regulatory Commission. Of course, It would be in Waste Management's 
best Interest to be exempt from RCA scrutiny. If this happens, the citizens of Alaska will suffer 
by paying higher rates for refuse service when all of WMI's competitors are out of business.

The Goliath Waste Management has tried, through many different ways and means, to take 
market share from the small, Alaskan-owned Valley Refuse. Deregulation language In the RCA 
Reauthorization bill Is another means to their ultimate end. Please, take a stand for small 
business. Do not allow Waste Management, Inc. to crush their few remaining competitors 
by deregulating refuse service.

Valley Refuse, Inc.

2
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G o v e r n o r

GOVERNOR6GOV.STATE.AK.US
S t a t e  o f  A l a s k a

O f f i c e  o f  t h e  g o v e r n o r  

J u n e a u

February 18, 2003

The Honorable Gene Therriault 
President of the Senate 
Alaska State Legislature 
Staet Capitol, Room 107 
Juneau , AK 99801-1182

Dear President Therriault:

Under the authority of art. Ill, sec. 18, of the Alaska Constitution, I am 
transm itting a bill that would extend the life of the Regulatoiy Com mission of 
Alaska (RCA) to avoid its termination on June 30, 2003. The bill also includes 
a provision for an immediate effective date.

It is important to pass this bill before the RCA’s termination date. The 
RCA regulates utilities statewide and intrastate pipelines. The continued  
operation of the RCA is essential to ensure that Alaskan consum ers have 
reliable and affordable utility services and to assure a stable b u sin ess  
environment for utilities and pipelines.

Failure to extend the com m ission this session  would significantly  
interfere with its work. Though the su n set Act provides for a “wind down” 
year, the comm ission would have to redirect its time and energy to plan for 
closing its operations. Failure to extend the RCA would leave the regulated 
utilities as well as consum ers in a state of confusion and uncertainty.

I urge your prompt and favorable action on this m easure.

Sincerely yours

http://WWW.GOV.STATE.AK.US
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Audit Control Number:

08-20021-03

Division of Legislative Audit 
P.O. Box 113300, Juneau, Alaska 99811-3300



LEGISLATIVE BUDGET AND AUDIT COMMITTEE

DIVISION OF LEGISLATIVE AUDIT

The Legislative Budget and Audit Committee is a 
permanent interim committee o f  the Alaska Legislature. 
T he com m ittee is made up o f  five senators and five 
representatives, with one alternate from each legislative 
chamber. The chairmanship o f the com m ittee alternates 
between the two chambers every legislature.

The com m ittee is responsible for providing the 
legislature with audits o f  state government agencies. 
T he program s and activities o f  state government now 
cost more than $6 billion a year. As legislators and 
adm inistrators try increasingly to allocate state 
revenues effectively and make government work more 
efficiently, they need information to evaluate the work 
o f  governmental agencies. The audit work performed 
by the Division o f  Legislative Audit helps provide that 
information.

As a guide to all their work, the Division o f  Legislative 
Audit com plies with generally accepted auditing 
standards established by the American Institute o f  
Certified Public Accountants and with government 
auditing standards established by the U.S. General 
Accounting Office.

Audits are performed as mandated by Alaska 
Statutes or at the direction o f  the Legislative 
Budget and Audit Committee. Individual legislators or 
com mittees can submit requests for audits o f  specific 
program s or agencies to the com m ittee for 
consideration. Copies o f  all com pleted audits 
are available from the Division o f  Legislative Audit's 
offices in cither Juneau, Anchorage, o r our web site 
http://www.Iegis.state.ak.us

BUDGET AND AUDIT C O M M IT T E E

S e n a to r  G en e  T h e rr ia u lt ,  C h a ir  
S e n a to r  D ave D onley 
S e n a to r  L y m an  H offm an 
S e n a to r  R a n d y  P hillips 
S e n a to r  J e r r y  W a rd  
S e n a to r  G a ry  W ilken  (a lte rn a te )

R e p re se n ta tiv e  H u g h  F a te , V ice C h a ir  
R e p re se n ta tiv e  J o h n  H a r r is  
R e p re se n ta tiv e  R eggie Jo u le  
R e p re se n ta tiv e  K en  L a n c a s te r  
R e p re se n ta tiv e  E ld o n  M u ld e r  
R e p re se n ta tiv e  Bill W illiam s (a lte rn a te )  
R e p re se n ta tiv e  J o h n  D avies (a lte rn a te )

DIV ISIO N  O F  LEG ISLA TIV E AUDIT

P a t D av idson , C PA  
L eg isla tive  A u d ito r

P .O . Box 113300 
J u n e a u , A lask a  99811-3300

(907) 465-3830, J u n e a u  
(907) 561-1445, A n ch o rag e  
(907) 465-2347, J u n e a u  F ax  
(907) 561-1452, A n ch o rag e  F ax

http://www.Iegis.state.ak.us
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Finance Committee considered SENATE BILL NO. 73

SB 73 AIDEA AUTHORITY TO ISSUE BONDS

“An Act relating to the authority of the Alaska Industrial Development and Export Authority to issue bonds; 
and providing for an effective date."
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[V f be replaced with______  CS P  __________  ( r t b A  ) [ ̂ pnew title
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[ ] technical title
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[ ] adopt Letter of Intent by ________________________  Committee

[ ] further referral to _________________________  Committee
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FISCAL NOTE
STATE OF ALASKA
2003 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 
Title AIDEA Bonding Authority

Fiscal Note Number: 1

Bill Version: SB 73
(S) Publish Date: 2/19/03

Dept. Affected: DCED
'BRU AIDEA (12b,
Component AIDEA

Sponsor
Requester

Rules
Governor

Expenditures/Revenues

Component No. 

(Thousands of Dollars)

1234

ftSPORfiiD OUT

K'AV 1 8 2(103

fir NAT
i .• , •

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
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 (

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate o f any curren t year (FY2003) cost: 0.0
Mark th is  box (X) If fund ing fo r th is  b ill is  included in the G overnor's FY 2004 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate paqo if  necessary)

This legislation extends to July 1, 2007 the sunset of statutory authority for AIDEA to issue bonds that do 
not exceed $10 million for development projects. Unless extended, AIDEA's general bonding authority 
would sunset on July 1, 2003.

Prepared by: Sara Fisher-Goad. Financial Analyst_________________________  Phone 907-269-4623
Division Alaska Industrial Development and Export Authority____________ Date/Time 2/11/03 9:06 AM
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CS FOR SENATE BILL NO. 73(FIN)
IN T H E L E G ISLA TU R E O F  TH E  ST A T E  O F A L A SK A

TW EN TY -TH IR D  L E G IS L A T U R E  - F IR S T  SE SSIO N

BY TH E SENATE FINANCE C O M M ITTEE

Offered:
Referred:

Sponsor(s): SEN A TE RULES C O M M ITTEE BY R E Q U EST O F T H E  G O V ER N O R

A B IL L  

F O R  A N  A C T  E N T IT L E D  

"A n  A ct re la tin g  to the  loan  p a r t ic ip a tio n  p ro g ra m  o f the  A la sk a  In d u s tr ia l  

D evelopm ent a n d  E x p o rt A u th o rity  a n d  to re g u la tio n s  o f  the  A la sk a  In d u s tr ia l  

D evelopm ent a n d  E x p o r t  A u th o rity ; a n d  p ro v id in g  fo r  a n  effec tive  d a te ."

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

* Section  1. AS 44.88.085(g) is am ended to read:

(g) The authority  shall adopt regulations necessary for the fo llow ing purposes 

in connection with its program s for the financing o f  pro jects under AS 44.88.155 - 

44.88.159:

(1) determ ination o f bo rrow er eligibility;

(2) loan guidelines and term s, including

(A) m axim um  loan am ounts;

(B) required loan-to-value ratios; and

(C) a m ethod for determ in ing  loan in terest rates [FOR TH E 

LOANS T H A T  A RE FIN A N C E D  D IR E C TLY  FR O M  T H E  ASSETS OF

-1- CSSB 73(FIN)
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T H E  A U TH O R ITY ];

(3) characteristics of projects eligible for loans or purchase o f loans;

and

(4) the qualifications o f loan originators and serv icers and the m ethod 

of allocating am ounts available for the purchase o f loans.

* Sec. 2. AS 44.88 .155(d) is am ended to read:

(d) A loan participation purchased by the au thority  w ith assets o f  the 

enterprise developm ent account or w ith proceeds o f bonds secured by assets o f the 

enterprise developm ent account

(1) may not exceed $20.000 ,000 [$10,000,000]; how ever, in the case 

of a loan participation for a pow er transm ission intertie, the loan participation  m ay 

exceed $20,000 .000  [$10,000,000] with legislative approval;

(2) m ay not be purchased unless

(A) the project applicant is not, or, if the app lican t is not a 

single proprietorship, all m em bers o f the business en terprise  o r enterprises 

constitu ting  the project applicant are not, in default on ano ther loan m ade by 

the state o r by a public corporation o f the state; and

(B) at least 10 [20] percent o f the principal am oun t o f the loan 

is retained by the loan originator;

(3) may not be purchased if  the loan to be purchased  exceeds 75 

percent o f  the appraised value o f the collateral offered as security  for the loan unless 

the am ount o f the loan in excess o f this lim it is federally  insured o r guaranteed or is 

insured by a qualified  m ortgage insurance com pany, except that [IN NO EV EN T 

M AY] the loan to be purchased under this paragraph m ay not exceed  the total o f  loan 

proceeds used lo refinance an existing debt plus the cost o f  new  construction, 

expansion, or acquisition unless the proceeds from  the additional am ounts o f the 

loan to he purchased are restricted to uses approved bv the au th ority  to finance  

com m ercial activ ity  in the state bv a business en terp rise;

(4) m ay not be purchased if the participation in the loan to be 

purchased is for a term longer than the follow ing, except that [IN N O  E V E N T  M AY] 

a loan under (A ) or (C) o f this paragraph m ay n o t have a term  longer than three-

CSSB 73(FIN) -2-
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quarters o f the authority 's estim ate of the life o f the collateral offered as security  for 

the loan:

(A) 40 years from  the date the loan is m ade in the case of a 

loan participation for a project described in AS 44.8S.900(9)(E);

(B) 50 years from  the date the loan is m ade in the case o f a loan 

participation for a pow er transm ission intertie;

(C) 25 years from  the date the loan is m ade in the case o f a loan 

participation for other projects;

(5) m ay be m ade only if  the participation in the loan to be purchased 

contains am ortization provisions; the am ortization provisions

(A) m ust be com plete and satisfactory to the authority  and 

require periodic paym ents by the borrow er;

(B) m ay allow  the loan o rig inato r to am ortize the portion o f the 

loan retained by the loan orig inator using a shorter am ortization schedule than 

the am ortization schedule for the portion o f the loan held by the authority if

(i) in the authority 's opinion, the project financed can 

support the increased debt service; and

(ii) the accelerated am ortization schedule is required to 

induce the o rig inator to m ake the loan;

(6) m ay be m ade only if the participation in the loan to be purchased is 

in the form  and contains the term s and provisions with respect to insurance, repairs, 

alterations, paym ent o f taxes and assessm ents, defau lt reserves, delinquency charges, 

defau lt rem edies, acceleration o f m aturity, secondary  liens, and o ther m atters the 

au thority  prescribes; and

(7) may be m ade only if  the participation in the loan to be purchased is 

secured as to repaym ent by a m ortgage or other security  instrum ent in the m anner the 

au thority  determ ines is feasible to assure tim ely repaym ent under the loan docum ents 

en tered  into with the borrow er.

* Sec. 3. AS 44.88.159(a) is am ended to read:

(a) The in terest rate on a loan participation purchased from  the proceeds of 

tax-exem pt bonds o r expected by the authority  to be purchased from the proceeds of

WORK DRAFT WORK DRAFT 23-GS10184
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tax-exem pt bonds sh a ll be d e te rm in e d  u n d e r  th e  re g u la tio n s  a d o p te d  by  the 

a u th o r ity  u n d e r  AS 44.88 .085(g)(2)(C ) a n d  sh a ll be no t less th a n  [IS E Q U A L  TO] 

the cost o f funds to the authority. In this su b se c tio n  "cost o f funds" m eans the true 

interest cost expressed  as a rate on tax-exem pt bonds o f the authority  p lus an 

additional percentage as determ ined by the authority  to represent the allocable 

expenses o f operation, costs o f issuance, and loan servicing c o s ts .

* Sec. 4. AS 44.88 .159(b) is am ended to read:

(b) The interest rate on a loan participation purchased from  the p roceeds of

taxable bonds or expected by the au thority  to be purchased from  the proceeds of 

taxable bonds sha ll be d e te rm in e d  u n d e r  th e  reg u la tio n s  a d o p te d  b v  the  a u th o r i ty  

u n d e r  AS 44.88 .085(u)(2)(C ) a n d  sh a ll be  n o t less th a n  [IS E Q U A L  TO ] the cost of 

funds to the authority. In this su b se c tio n  "cost o f funds" m eans the true in terest cost 

expressed as a rate on taxable bonds, p lus an additional percentage as determ ined  by 

the authority  to represent the allocable expenses o f operation, costs o f issuance, and 

loan servicing costs.

* Sec. 5. AS 44.88 .159(e) is am ended to read:

(e) T he in terest rate on a loan participation  purchased directly  from  the assets 

o f the authority  shall be determ ined under the regulations adopted by the authority  

under AS 44 .88.085(g)(2)(C ). H ow ever, the m in im u m  in terest rate on a loan 

participation purchased from  assets o f the au thority  m ay not be less than the 

m in im u m  in te re s t rate determ ined

(1) under (a) o f this section if the project is o f  a type that cou ld  be 

funded with tax-exem pt bonds; or

(2) under (b) o f this section if the pro ject is o f a type that could  not be 

funded with tax-exem pt bonds.

* Sec. 6. AS 44.88 .159  is am ended by adding a new subsection  to read:

(f) In determ ining  an in terest rate under the regulations adopted by the 

authority under AS 44.8S .085(g)(2)(C ), the au thority  m ay determ ine to d isregard  the 

m inim um  interest rate required under (a), (b), or (e) o f  this section for a loan 

participation purchased by the authority  to resolve lending lim its o r reserve restrictions 

im posed on the financial institution and m ay instead determ ine to retain the interest

CSS U 73(F1N) -4-
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rate existing at the tim e the authority  purchases a portion of the loan.

Sec. 7. AS 44.88.900(7) is am ended to read:

(7) "loan participation" m eans the purchase o f  a portion of a loan from 

a financial institution if

(A) the financial institution has obtained a com m itm ent from  

the authority  to purchase the portion o f that loan before the financial institution 

has disbursed m oney as part o f the loan to the bo rrow er: o r

(B) the  a u th o r ity  d e te rm in e s  th a t  p u rc h a s in g  a p o r tio n  o f  a 

p reex is tin g  loan  will reso lve len d in g  lim its o r  re se rv e  re s tr ic tio n s  im posed  

on  the fin a n c ia l in s titu tio n  bv law  o r  a s ta te  o r  fed e ra l re g u la to ry  agency , 

o r  bv th e  financ ia l in s titu tio n  if the  in te rn a l len d in g  lim it o r  re se rv e  

re s tr ic tio n  is accep tab le  to  th e  a u th o r i ty ;

* Sec. 8. T his Act takes effect im m ediately  under AS 01.10.070(c).

-5- CSSB 73(FIN)
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A m endm ent

O ffered in the Senate

Page 1, L ine 8, follow ing, “bonds’

SENATE FINANCE 
COMMITTEE . 

Amendment Number: 1
Bill Number: 
Soonson^ fo fliry b  Date: 
Logged In Bv:

I
By

Insert, “and to a m unicipal tax exem ption  for certain  assets and projects o f  the 
A laska Industrial D evelopm ent and E xport A u thority"

P ag ed , L ine 5, A dd a new  section to read:

Sec. 11. Section 19, ch. 117, SLA  2000, is am ended to read:

Section 19. Section 3 o f this act takes effect Ju ly  1, 2012 [2004] 

R enum ber sections appropriately



SENATE FINANCE COMMITTEE 
pb /t> /2 0 0 3  COMMITTEE ACTION

Bill Number
Amendment T

Motion a t*1 .......

Motiqn by YYb

Objection bv U i l k d r t
Removed

Second Objection by
Committee Member Y Vote N

Senator Olson
Senator Stevens
Senator Taylor
Senator Bunde
Senator Hoffman
Co-Chair Green
Co-Chair Wilken

Tallv
Yea ____________ A-
Nay

Absent

MOTION
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CS FOR SENATE BILL NO. 73( )
IN T H E  L E G IS L A T U R E  O F  T H E  ST A T E  O F  A L A SK A  

T W E N T Y -T H IR D  L E G ISL A T U R E  - F IR ST  SE S SIO N

BY

O ffered:
R eferred:

Sponsor(s): SEN A TE RU LES C O M M IT T E E  BY R EQ U EST OF T H E  G O V E R N O R

A BILL 
FOR AN ACT ENTITLED 

"An Act relating to powers of the Alaska Energy Authority to acquire a coal-fired 
electric generation project from the Alaska Industrial Development and Export 
Authority, to exemption from the State Procurement Code for contracts related to a 
coal-fired electric generation project that the Alaska Energy Authority acquires from 
the Alaska Industrial Development and Export Authority, to the loan participation 
program of the Alaska Industrial Development and Export Authority, to regulations of 
the Alaska Industrial Development and Export Authority, and to the authority of the 
Alaska Industrial Development and Export Authority to issue bonds; and providing for 
an effective date."

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

* S ec tio n  1. AS 36 .30 .850(b) is am ended by adding a new  paragraph to read: 

(44) con tracts o f the A laska Energy A uthority  for a coa l-fired  electric

- 1-
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generation p ro ject acquired  from  the A laska Industria l D evelopm en t and E xport 

A uthority  that qua lified  for federal financial partic ipa tion  under P.L. 99 - 190, as 

am ended.

* Sec. 2. AS 44.83 .080  is am ended  by adding a new paragraph  to read:

(16) to acquire, by purchase o r lease, a coal-fired  electric  generation 

project ow ned by  the A laska Industrial D evelopm en t and E xport A uthority  that 

qualified  for federal financial participation under P .L . 99 - 190, as am ended.

* Sec. 3. AS 44 .88 .085(g) is am ended to read:

(g) T he au tho rity  shall adopt regulations necessary  for the fo llow ing purposes 

in connection w ith its program s for the financing o f  projects under AS 44.88.155 - 

44.8S.159:

(1) determ ination  o f borrow er e lig ib ility ;

(2) loan guidelines and term s, includ ing

(A ) m axim um  loan am ounts;

(B) required  loan-to-value ra tio s; and

(C) a m ethod fo r determ in ing  loan in terest rates [FOR T H E

LO A N S T H A T  A R E FIN A N C ED  D IR E C T L Y  FR O M  T H E  A SSETS O F

T H E  A U T H O R IT Y ];

(3) characteristics o f projects e lig ib le  fo r loans o r purchase o f loans;

and

(4) the qualifications o f loan o rig inato rs and serv icers and the m ethod 

o f allocating am ounts available, for the purchase o f  loans.

* Sec. 4. AS 44 .88 .095(g) is am ended to read:

(g) B efore Ju ly  1, 2007 [2003], the au thority  m ay issue bonds in an am ount 

g reater than $10 ,000 ,000  to assist in the financing o f  a developm ent project under 

AS 44.88 .172  - 44 .88 .177  only with legislative approval. B eginning July 1, 2007 

[2003], and thereafter, w ithout prior legislative approval, the au thority  m ay not issue 

bonds, except refund ing  and conduit revenue bonds.

* Sec. 5. AS 44.8S. 155(d) is am ended to read:

(d) A loan participation purchased by the au thority  w ith assets o f the 

enterprise deve lopm en t account or with proceeds o f  bonds secured by assets o f the

CSSB 73( ) - 2-
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en terprise  developm ent account

(1) m ay not exceed $20 .000 .000  [$10 ,000 ,000]; how ever, in the case 

o f a loan participation fo r a pow er transm ission  in tertie , the loan partic ipa tion  m ay 

exceed  $20 .000.000 r$10,000,000] w ith leg islative approval;

(2) m ay not be purchased unless

(A) the project app lican t is not, or, if  the app lican t is n o t a 

single p roprie torsh ip , all m em bers o f  the business en terp rise  o r en terp rises 

constitu ting  the pro ject applicant are not, in defau lt on ano ther loan m ade by 

the sta te  o r by a public  corporation o f  the sta te ; and

(B) at least 10 [20] percent o f  the p rincipal am oun t o f  the loan 

is retained by the loan originator;

(3) m ay no t be purchased if  the loan  to be pu rchased  exceeds 75 

percent o f the appraised  value o f the co llateral o ffered  as secu rity  fo r the loan unless 

the am ount o f  the loan in excess o f  this lim it is federally  in su red  o r guaran teed  o r is 

insured by a qualified  m ortgage insurance com pany, excep t that [IN N O  E V E N T  

M A Y ] the loan to be purchased under this paragraph  m ay not exceed  the total o f  loan 

proceeds used to refinance an ex isting  debt p lus the cost o f new  construction , 

expansion , o r acquisition  unless the proceed s from  the ad d ition a l am ou n ts o f  the  

loan to be purchased  are restricted to uses approved  bv the au th ority  to fin an ce  

com m ercial activ ity  in the state bv a business en terp r ise ;

(4) m ay not be purchased  if  the participation  in the loan to be 

purchased is for a term  longer than the fo llow ing , ex cep t that [IN N O  E V E N T  M A Y ] 

a loan under (A ) or (C) o f  this paragraph m ay not have a  term  longer than three- 

quarters o f the authority 's estim ate o f the life o f the co lla teral o ffered  as security  for 

the loan:

(A) 40 years from  the date the loan is m ade in the case o f a 

loan participation  for a project described  in AS 4 4 .8 8 .900(9)(E );

(B) 50 years from  the date the loan is m ade in the case o f  a loan 

participation for a pow er transm ission in tcrtie;

(C) 25 years from  the date the loan is m ade in the case  o f a loan 

participation  for o ther projects;

-3-
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(5) m ay be m ade only if the participation in the loan to be purchased  

contains am ortization  provisions; the am ortization provisions

(A) m ust be com plete and sa tisfac to ry  to the au thority  and 

require periodic  paym ents by the borrow er;

(B) may allow the loan o rig inator to am ortize  the portion o f  the 

loan re ta ined  by the loan originator using a sho rte r am ortization  schedu le  than 

the am ortization  schedule for the portion o f  the loan held  by the au thority  if

(i) in the authority 's op in ion , the project financed  can 

support the increased debt service; and

(ii) the accelerated am ortiza tion  schedule  is requ ired  to 

induce the orig inator to m ake the loan;

(6) m ay be m ade only if the participation in the loan to be purchased  is 

in the form  and con ta ins the term s and provisions w ith respec t to insurance, repairs, 

a lterations, paym ent o f  taxes and assessm ents, default reserves, delinquency  charges, 

defau lt rem edies, acceleration o f m aturity, secondary liens, and o ther m atters the 

authority  prescribes; and

(7) m ay be m ade only if  the participation in the loan to be purchased  is 

secured  as to repaym ent by a m ortgage or other security  in strum en t in the m anner the 

au thority  determ ines is feasible to assure tim ely repaym ent u n d er the loan docum ents 

en tered  into w ith the borrow er.

* Sec. 6. AS 4 4 .S8.159(a) is am ended to read:

(a) T he in terest rate on a loan participation purchased  from  the proceeds o f 

tax-exem pt bonds or expected  by the authority to be pu rchased  from  the proceeds o f 

tax-exem pt bonds shall be determ ined under the regu la tion s adopted bv the  

authority  u n d er AS 44 .88.085(g)(2)(C ) and shall be not less than [IS EQUAL TO] 

the cost o f funds to the authority. In this su b se c tio n  "cost o f  funds" m eans the true 

in terest cost expressed  as a rate on tax-exem pt bonds o f  the authority  plus an 

additional percen tage as determ ined by the authority  to represent the allocable 

expenses o f  operation , costs o f issuance, and loan serv icing  c o s ts .

* Sec. 7. AS 44 .88 .159(b)

(b) T he in terest rate on a loan participation purchased from the proceeds o f

WORK DRAFT WORK DRAFT 23-GS101SVD

CSSB 73( ) .4 .

New Text U n d e r l i n e d  [DELETED TEXT BRACKETED]



1

2

3

4

5

6

7

8

9

10

11
12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

WORK DRAFT WORK DRAFT 23-GS1018\D

taxab le  bonds o r  expected  by the authority  to be purchased  from  the proceeds o f 

taxable  bonds shall be determined under the regulations adopted bv the authority 
under AS 44 .88 .085(g )(2 )(C ) and shall be not less than [IS E Q U A L  TO ] the cost o f  

funds to the au thority . In this su b se c tio n  "cost o f  funds" m eans the true in terest cost 

expressed  as a rate  on taxable bonds, plus an additional percen tage as determ ined  by 

the au thority  to represent the allocable expenses o f  operation , costs o f issuance, and 

loan serv icing  costs.

* Sec. 8. AS 44 .88 .159(e) is am ended to read:

(e) T he  in terest rate on a loan participation purchased  d irectly  from  the assets 

o f  the au thority  shall be determ ined under the regu lations adopted  by the au thority  

under AS 44 .88 .085(g)(2 )(C ). H ow ever, the minimum in terest rate on a loan 

participation  pu rchased  from  assets o f the au thority  m ay  no t be less than the 

minimum interest rate  determ ined

(1) under (a) o f this section if  the pro ject is o f a type that cou ld  be 

funded  w ith tax -exem pt bonds; or

(2) under (b) o f this section if  the p ro jec t is o f  a type that could  no t be 

funded  w ith tax -exem pt bonds.

* Sec. 9. AS 44 .88 .159  is am ended by adding a new subsection  to read:

(f) In determ in ing  an in terest rate under the regu lations adopted by the 

au thority  under AS 44.88 .085(g)(2)(C ), the au thority  m ay determ ine to disregard  the 

m in im um  in terest rate required  under (a), (b), o r  (e) o f  this section for a loan 

participation  pu rchased  by the authority  to resolve lending lim its o r reserve restrictions 

im posed  on the financial institution and may instead  determ ine to  retain the interest 

rate ex isting  at the tim e the authority  purchases a portion o f  the loan.

* Sec. 10. AS 44 .88 .900(7 ) is am ended to read:

(7) "loan participation" m eans the purchase o f  a portion o f a loan from  

a financial in stitu tion  if

(A) the financial institution has obtained  a com m itm ent from  

the au thority  to purchase the portion o f that loan before the financial institution 

has d isbu rsed  m oney as part o f the loan to the bo rrow er: o r

(B) the authority  determ ines that purchasing  a portion o f  a

-5-
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preexisting loan will resolve lending limits or reserve restrictions imposed
WORK DRAFT WORK DRAFT 23-GS1018YD

on the financial institution bv law or a state or Federal regulatory agency, 
or bv the financial institution if the internal iending limit or reserve 
restriction is acceptable to the authority;

* Sec. 11. T his A ct takes effect im m ediately  under AS 01.10 .070(c).

CSSB 73( ) -6-
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Proposed CS SB 73 ( )
Offered in the Senate Finance Committee 

Sectional Analysis

Sections 1 and 2 -  Authorize the Alaska Energy Authority (AEA) acquire 
Healv Clean Coal Project from the Alaska Industrial Development and 
Export Authority (AIDEA) Sections 1 and 2 provide authority for AEA to 
acquire the Healy Clean Coal Project (HCCP) from AIDEA. HCCP is the coal- 
fired electric generation project that qualified for federal financial participation 
under P.L. 99-190, as amended.

AIDEA and AEA each own certain Railbelt electric energy projects.
AIDEA owns HCCP, while AEA owns the Bradley Lake Hydroelectric Project 
and the Alaska Intertie Project. The amendment empowering AEA to acquire 
HCCP would enable it to manage all o f these Railbelt energy assets. AEA, 
however, will not be in a position to actually acquire HCCP until financing, 
regulatory permitting, AIDEA bond requirements, and other issues are first 
resolved.

Section I . Section 1 (page 1, lines 11 -12 , and page 2, lines 1 - 3) amends 
AS 36.30.85CKb) by adding a new paragraph to exempt AEA contracts related to 
HCCP from the procurement code. Under current law (AS 36.30.850(b)(22)), 
AIDEA contracts Hated to HCCP are exempt from the procurement code.
Section 1 would maintain this exemption in the event that AEA acquires HCCP 
from AIDEA, as would be authorized under Section 2 o f the Bill.

Section 2. Section 2 (page 2, lines 4 - 7 )  amends AS 44.83.080 by adding 
a paragraph that empowers AEA to acquire HCCP from AIDEA. Under current 
law, AEA lacks statutory authority to acquire new power projects. The proposed 
amendment would provide a limited exception to this restriction, and empower 
AEA to acquire HCCP from AIDEA.
Sections 3 and 5 - 1 0  Amendments to AIDEA’s Loan Participation Program.
Sections 3 and 5 - 1 0  amend statutes to enhance AIDEA’s Loan Participation 
Program.

Section 3 . Amendments in Section 3 of the bill (page 2, lines 16 -  IS), 
together with changes proposed in Sections 6, 7, and S o f the bill, will enable 
AIDEA to determine the interest rate for loan participations by adopting 
regulations, regardless o f the source o f funds AIDEA uses for the purchase.

Under current law, the source o f funding AIDEA anticipates using to 
purchase a loan participation dictates which of two different methods is used to



determine the interest rate AIDEA will impose. I f  AIDEA anticipates using bond 
proceeds, the interest rate must equal the cost o f funds to AIDEA. AS 
44.88.159(a) and (b). This “ cost o f funds”  is defined to be “ the true interest cost" 
expressed as a rate on the AIDEA bonds (which may be either taxable or tax- 
exempt bond rates), plus an additional percentage o f interest to cover the 
“ allocable expenses o f opera'ion, costs o f issuance, and loan servicing costs.” AS 
44.88.159(a) and (b).

I f  AIDEA anticipates using its own funds to purchase the loan participation, 
AIDEA must determine the interest rate by adopting regulations. AS 
44.88.085(g)(2)(C). Under the adopted regulations, the interest rate must be no 
less than the interest rate that would be applicable if AIDEA anticipated using 
bond funds for purchasing the loan participation. AS 44.88.159(e). This 
minimum interest rate equals the “ cost o f funds” described in the paragraph above. 
The tax-exempt rate under AS 44.8S. 159(a) is used if the project is o f a type that 
could be funded with tax-exempt bonds, while the taxable rate under AS 
44.88.159(b) is used if the project does not qualify for tax-exempt bonds.

Under the proposed amendments in Sections 3, 6, 7, and 8 o f the bill, 
AIDEA will determine the interest rate for loan participations by adopting 
regulations under the same statutory criteria currently used by AIDEA to 
determine interest rates for loan participations AIDEA purchases using AIDEA 
assets.

Section 4. Section 4 of the bill (page 2, lines 23-28) amends AS 44.88.095(g), 
extending AIDEA’s general bonding authority to July 1, 2007. Without the 
extension, AIDEA will need legislative authority to issue bonds for development 
projects under $10 million.

Section 5. Section 5 amends AS 44.88.155(d), making several changes to 
AIDEA’s loan participation program:

a. Increase to S20.000.000 the maximum loan participation. AS
44.88.155(d)(1) currently limits the amount o f a loan participation
AIDEA may purchase to a maximum o f $10,000,000.
Section 5 o f the bill (page 3, lines 2 - 4 )  amends AS 44.88.155(d)(1) to 
increase that maximum amount to $20,000,000, enabling AIDEA to 
acquire larger loan participations.

b. Increase to 90 percent the maximum portion o f a loan AIDEA may
purchase. AS 44.88.155(d)(2)(B) currently prohibits AIDEA from
acquiring more than 80 percent o f a loan by requiring tĥ  loan originator

CS SB 73 ()  Work Draft D 
Sectional Analysis 

May 6. 2003 
Page 2



(the bank or other financial institution) to retain at least 20 percent o f the 
loan.
Section 5 o f the bill (page 3, line 10) amends AS 44.88.155(d)(2)(B) to 
decrease the percentage of the loan the loan originator must retain to 10 
percent, enabling AIDEA to acquire a larger portion o f loans it purchases 
under the loan participation program.

c. Authorize equity extractions to enable borrowers to use loan proceeds to 
finance other commercial activity in Alaska. AS 44.88.155(d)(3) 
currently prohibits AIDEA from purchasing a loan if it exceeds “ the total 
o f loan proceeds used to refinance an existing debt plus the cost o f new 
construction, expansion, or acquisition.” This limitation precludes 
AIDEA from acquiring a loan participation if any portion o f the loan is 
used for other purposes.
Section 5 o f the bill (page 3, lines 1 8 -2 0 ) amends AS 44.88.155(d)(3) 
to expand the permissible uses of loan proceeds and enable AIDEA, in 
its discretion, to acquire loan participations even if the borrower made an 
equity extraction by using a portion o f the loan proceeds to finance 
commercial activity in the state by a business enterprise not connected to 
the financed project.
Section 5 also incorporates certain stylistic language changes to support 
the amendments to authorize equity extractions (see page 3, lines 15 and 
16); and to provide .'onsistent syntax between subsections o f AS 
44.88.155(d) (see page 3, lines 22 and 23.)

Section 6 . Section 6 o f the bill, together with changes proposed in Sections 
3, 5, and 8 o f the bill, will enable AIDEA to determine the interest rate for loan 
participations by adopting regulations, regardless o f the source o f funds AIDEA 
uses for the purchase. See discussion under Section 3 for more detail.

Section 6 (page 4, lines 24 -  25) provides that the interest rate on a loan 
participation purchased, or expected to be purchased, using proceeds o f tax- 
exempt bonds will be determined under regulations AIDEA adopts under AS 
44.88.085(g)(2)(C). Further, the minimum interest rate must be no less than the 
“ cost o f funds” established under current law, a rate equal to a tax-exempt bond 
rate plus an additional percentage to cover the "allocable expenses o f operation, 
costs of issuance, and loan servicing costs.”
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Section 6 (page 4, line 29 also makes a technical amendment to add the 
missing word “ costs.”  Compare page 5, line 7(AS 44.88.159(b)).

Section 7. Section 7 of the bill, together with changes proposed in Sections 
3, 6, and 8 o f the bill, will enable AIDEA to determine the interest rate for loan 
participations by adopting regulations, regardless of the source o f funds AIDEA 
uses for the purchase. See discussion under Section 3 for more detail.

Section 7 (page 5, lines 2 - 3 )  provides that the interest rate on a loan 
participation purchased, or expected to be purchased, using proceeds o f taxable 
bonds will be determined under regulations AIDEA adopts under AS 
44.88.085(g)(2)(C). Further, the minimum interest rate will be no less than the 
“ cost o f funds” established under current law, a rate equal to a taxable bond rate 
plus an additional percentage to cover the “ allocable expenses o f operation, costs 
o f issuance, and loan servicing costs.”

Section 8. Section 8 o f the bill, together with changes proposed in Sections 
3, 6, and 7 of the bill, will enable AIDEA to determine the interest rate for loan 
participations by adopting regulations, regardless o f the source o f funds AIDEA 
uses for the purchase. See discussion under Section 3 for more detail.

Section 8 (see page 5, lines 11 and 13) makes corresponding, technical 
amendments. After the amendments to be made to by Sections 5 and 6 o f the bill 
take effect, the “ cost o f funds”  under AS 44.88.159(a) and (b) will establish the 
“minimum” interest rates. The actual interest rate will be determined by 
regulations AIDEA adopts. These amendments in Sections 6 and 7 therefore 
necessitate the corresponding, technical amendments made in Section 8.
Sections 9 and 10 -  Amendments to enable AIDEA to acquire loan 
participations in pre-existing loans if the acquisition will resolve a lending 
limit or reserve restriction imposed upon the financial institution.

Section 9. Section 9 (page 5, lines 18- 24) enacts a new subsection (f) to 
AS 44.88.159 that will permit AIDEA to “ disregard”  the minimum interest rate 
otherwise applicable to a loan participation if AIDEA purchases a portion o f pre­
existing loan to resolve a lending limit or reserve restriction problem. Instead, 
AIDEA may retain the interest rate that existed when AIDEA purchased the loan. 
This amendment is necessary, as any pre-existing loan AIDEA purchases will 
already have an established interest rate. See discussion under Section 10 for more 
detail.
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Section 10. Under current law, AIDEA is precluded from purchasing a 
portion of a loan if any portion o f the loan has been disbursed to the borrower 
before AIDEA has provided its commitment to purchase a portion o f the loan. See 
AS 44.88.900(7) (definition o f “ loan participation” ). This restriction does not 
preclude AIDEA from effectively purchasing participations in pre-existing loans, 
as the restriction does not apply to re-financed debt. Refinancing debt, however 
can impose significant expense on the borrower. The proposed amendments will 
enable AIDEA in limited circumstances to purchase a participation in a loan 
without requiring the borrower to incur the expense o f refinancing.

Section 10 (page 5, line 31, and page 6, lines 1-4) will amend the definition 
o f “ loan participation” to enable AIDEA to participate in a pre-existing loan, but 
only if the purchase resolves a lending limit or reserve restriction imposed upon 
the financial institution. Lending limits and reserve restrictions are imposed upon 
financial institutions by state and federal law and regulators, and are self-imposed 
by internal rules o f some financial institution. Any restriction imposed by state or 
federal law or a regulator will qualify. The only self-imposed lending limits or 
reserve restrictions that will qualify are ones AIDEA finds acceptable.

Section 10 (page 5, lines 28 and 30) make technical changes.
Section 11. -  The existing section 3 o f SB 73 will be renumbered as 

Section 11, and provide for an immediate effective date.
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May 1, 2003

The Honorable Gary Wilken 
Alaska State Senate 
State Capitol
Juneau, Alaska 99801 >•

Dear Senator Wilken:

AIDEA and AEA, with the concurrence of the Governor’s office, requests that the Senate 
Finance Committee amend SB 73 to address several issues that we believe are important and 
require action this legislative session. Attached you will find a proposed amendment and 
accompanying sectional analysis to Senate Bill 73. The amendment makes several changes to 
AIDEA’s loan participation program and also authorizes AEA to acquire the Healy Clean Coal 
Project (HCCP) from AIDEA.

The Loan Participation Program provides long-term financing to Alaska businesses for new or 
existing projects, or for the refinancing of existing loans. Since its inception in the early 1980’s, 
the program has been highly successful in diversifying the Alaskan economy by providing 
financing for a large variety of commercial facilities ranging from office buildings, warehouses 
and retail establishments to hotels, fishing vessels, and manufacturing facilities. Furthermore, 
this program is AIDEA’s highest earning asset class.

The proposed changes will enhance the loan program, bring a greater benefit to Alaskan 
businesses, increase AIDEA revenues, and increase the AIDEA dividend paid to the state. 
Specifically, the amendment proposes the following changes to the program:

1. Increases the percentage in loan participations by AIDEA from 80% to 90%. This 
provides a greater benefit for the borrower by allowing a larger portion of the loan to be 
amortized over a longer term than provided by the banks, thereby reducing debt service.

2. Increases the maximum dollar amount AIDEA can purchase per loan transaction from 
$10 million to $20 million, allowing AIDEA the opportunity to participate in larger financial 
transactions to the benefit of Alaska banks and businesses.

3. Allows for equity extractions to finance other business activities in Alaska that are not 
necessarily connected to the financed project. Many Alaskan entrepreneurs are 
involved in multiple businesses. Allowing a person to refinance an established business 
and extract equity for use in a new business will benefit the state economy immensely.

4. In order to resolve lending limit problems of financial institutions, the amendment allows 
AIDEA to purchase participations in existing qualified loans held by financial institutions. 
This change will provide an in-state solution for Alaska banks to resolve lending limit

HI3 West Northern Lights Boulevard •Anchorage, Alaska 99503 
907 / 269-3000 • FAX 907 /  269-3044 • Toll Free (ALASKA ONLY) M!0 / 300-H.534 • www.aidea.org
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problems. Effectively, this frees up lending capacity so the banks can continue to extend 
short-term loans and lines of credit to their customers.

5. Allows for the establishmeni of a minimum interest rate regardless of AIDEA's funding 
source for the loan participation, which is either bond proceeds or AIDEA funds. 
Currently, the funding source dictates the method of establishing an interest rate on the 
loan participation. If bond proceeds are used the interest rate is set in statute as 
AIDEA’s cost to borrow plus an additional percentage to cover the loan servicing costs, 
If AIDEA uses its own funds the interest rate is determined by adopting regulations and 
may be no less than the interest rate used if AIDEA were to issue bonds.

We believe the proposed changes to our loan program will have a positive effect on AIDEA, the 
local banks, and private Alaskan businesses.

In addition to the loan participation changes, the proposed amendment takes an initial step to 
address problems with the AIDEA-owned HCCP. The amendment allows for AEA to acquire 
the HCCP from AIDEA. AEA currently owns other railbelt energy assets - the Alaska Intertie 
and the Bradley Lake Hydroelectric Project. The amendment will allow AEA to manage all 
railbelt energy assets, although AEA will not be in a position to acquire HCCP until several 
issues, including financing and permitting, are resolved.

We appreciate your taking the time to consider our request. We look forward to discussing the 
proposed amendment in greater detail with you 1

Chairman of the Board
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Corporate Headquarters 
MAC K3212-0S1 
P.O. Oox 100600 
Anchorage, AK 99510
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April 25. 2003

James A. McMillan 
Deputy Dlrector-Credit 
AIDEA
813 W Northern Lights Blvd.
Anchorage, AK 99503

VIA FACSIMILE: 269-3044

Dear Jim:

In response to your letter of April 23, 2003, we generally agree with the intent. 
Wells Fargo Bank Alaska, N.A. can support items 1 through 4 of the legislation 
you intend to propose. However we reserve the judgment on Item 5 until we 
have a better understanding of its intent.

If you have any question, please give me a call at 265-2816.

James L. Cloud 
Executive Vice President

Sincerely,

T -V ouicL d  A-i d e a



2025 C hurchill D rive 
A nchorage, A laska  99517  
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M r. Jam es M cM illan  
D epu ty  D irec to r— C redit
A laska  Industrial D evelopm ent and E xpo rt A uthority  
813 W est N orthern  L ights Blvd.
A nchorage, A laska  99503

Subject: P roposed  D raft L eg isla tion /L oan  P artic ipa tion  P rogram  

D ear M r. M cM illan ;

In regard  to your request fo r com m ents on p roposed  legislation, even th o u g h  I am  not an  
attorney, the concep ts reflected  in  your le tte r a re  positive  in  nature, I have w orked  in  the 
bank ing  industry  fo r 35 years for tw o local com m ercial banks and in 1979 assisted  A ID E A  in 
developing  loan  purchase program s. I w as in charge o f  com m ercial real e s ta te  lending fo r 
N B A /W ells F argo  B ank  for 27 years, and therefo re  oversaw  m o st partic ipa tions that occurred 
betw een the tw o institu tions during th is period . I believe A ID E A 's  partic ipa tion  w ith local 
banks to  have been  instrum ental in  creating  a sound  private  secto r econom y in  A laska and  has 
been v e ry  p ro fitab le  to A ID E A  too.

1. In  regard  to a llow ing  for risk  based  p ric ing , I d o n ’t have enough in fo rm ation  on  how  th is  
is going to be  im plem ented to  com m ent. A  fundam ental concept o f  A ID E A  w as to 
p rov ide  reasonab ly  priced  capital to all businesses. I f  this is in tended  to  m ean th a t 
transactions w ith  lov/er bank  p a rtic ip a tio n  w ould  receive h igher in te rest rates, th is  w ou ld  
be a sound concept.

2. In  regard to  increasing  A ID E A ’s m ax im um  participation  to 90%  I be lieve  this to  be 
positive  as under the orig inal A ID E A  participation  p rogram  90%  partic ipations w ere 
allow ed. H ow ever, the risk  based p ric in g  could be reflected  in  the am o u n t o f  bank  
participation . AIDEA h a ; o ther safeguards to keep  banks in terested  in  low  
delinquencies, and can cease p u rchasing  loans i f  delinquencies from  a  particu lar bank  get 
too high.

3. W e w ould  support increasing the am o u n t A ID E A  can  lend, bu t w o u ld  suggest h igher 
bank  participation  in  am ounts over $10 ,000 ,000 . In transactions w here  A ID E A ’s 
partic ipa tion  is over $10 m illion  the b a n k  participation  could increase to 25% .

4. I have been  perp lexed  by the term  eq u ity  extraction. W hen a business is borrow ing  
m oney  to expand its business it is n o t equ ity  extraction. I f  funds are used  to expand any 
business operation  it should  be sa tisfac to ry  as long as adequate co lla teral is p rovided  to 
the A uthority . The original in ten t o f  the  A uthority  w as to assis t in business expansion.

5. I w ould  encourage A ID E A  to be a llow ed  to participate  in construc tion  loans in excess o f  
$10 m illion . B anks have house lend ing  lim its and legal lend ing  lim its. T ransactions in 
A laska  seem  to be getting  larger and  som e transactions required  the partic ipa tion  o f  tw o



or three local banks. It w ou ld  be o f  assistance to local banks i f  A ID E A  cou ld  p artic ipa te  
in  these larger transactions.

can  be o f  further assistance p lease  contact m e at 265-2991 at any tim e.

S incerely  yours,

T C U  

U  Ja n  Sieberts



First National Bank
of Anchorage

D.H. Cuddy 
P resid en t-

A pril 23, 2003 

A ID E A /A EA
Jam es A. M cM illan , D eputy  D irector-C redit 
813 W est N orthern  L ights B lvd.
A nchorage, A K  99503

D ear M r. M cM illan ,

I received  your proposed  d raft legislation relative to the changes in the A ID EA  Loan 
Participation Program .

You will recall a m eeting o f all o f the bankers in A laska w herein only one bank voiced  
support fo r A ID EA ^s purchase  o f loans from  loan portfolios w hen the credits approached  
the legal lim it o f  the bank. I con tinue to say that the banker shou ld  recognize this 
situation prior to putting the loans on the books, and tender an application to A ID E A  for 
the new  credit. I support all o ther changes in the proposed legislation.

101 W. 36th Avenue • P.O. Box 100720 • Anchorage, Alaska 99510-0720 
Phone: 907-777-3555 • FAX: 907-777-3003



A laska Pacific Bank

April 25, 2003

Jim  A. M cM illan 
D eputy D irector-Credit
A laska Industrial D evelopm ent &  Export Authority 
813 W est N orthern L igh ts B lvd 
Anchorage, A K  99503

Re: Draft Legislation -  L oan Participation Program

Dear Jim:

The senior credit officer and I have reviewed the inform ation y o u  sent on W ednesday, W e are 
pleased to see A ID EA  m ove forw ard w ith these changes and  at this stage in the process have no 
recom m ended changes to w hat has been proposed. Our bank  w ill support these changes and  
looks forward to w orking w ith you  and the others as we m ove through this process.

I have a letter going to M ike B arry, w hich was actually drafted ju st prior to the receipt o f  the 
proposed changes. In  tha t letter I do indicate that I have spoken directly to all o f  the other 
com m unity banks in the state and they all support the creation o f  this additional participation 
program. I think you m ay find that the A laska Bankers A ssociation will take a neutral stance on 
this issue. H istorically the association will not oppose or support a  bill i f  there are strong 
differences o f  opinion w ith in  the m em bership o f  the association. I think one or m ore o f  the 
state’s largest institutions will object to the changes, which w ould put the large banks and the 
sm aller hanks on opposite sides o f  the issue resulting in the neutral position  by the association. 
So the support w ill com e from  indiviuual banks, which I am confident is in place.

Please call i f  I can be o f  any further assistance in  the matter.

Craig E.’ Dahl 
President & CEO 
A laska Pacific B ank

S a v in g  SoiuUin.3t /ll&a ltA  Q ln c t  #955
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N o r t h  r i m  B a n k
Customer First Service 

A pril 24, 2003

Jam es A. M cM illan
D eputy D irector-C redit
A laska Industrial D evelopm ent
And E xport A uthority
813 W est N orthern  L ights B oulevard
A nchorage, A laska  99510-720

Re: P roposed D raft Legislation
Loan Participation

Dear Jim :

The proposed  d raft legislation explained in  your letter o f  A pril 23 ,2003 and further 
defined in the enclosure  will sign ificantly  enhance the Loan Partic ipation  P rogram . I 
fully support all the proposed changes, as they w ill benefit bo th  lenders and borrow ers. 
These changes w ill resu lt in  increased loan participation  and investm ent and that is good 
for A laska.

A dditionally , I w ou ld  recom m end you increase approval authority  for your in-house 
Credit C om m ittee  from  S3 m illion to S6 m illion. This seem s appropriate  as you  increase 
your participation  to $20m  and since the C om m ittee m eets w eekly as com pared  to 
m onthly B oard m eetings, projects under $6 m illion  will m ove along m ore tim ely.

I appreciate your e ffo rt to im prove the Loan Participation  Program .

President

Cc: A laska B ankers A ssociation

M idtow n F inancia l C enter 
3111 C Street • P.O. Box 241489 
Anchorage, Alaska 99524-1489 
Phone: (907) 562-0062 • Fax: (907) 261-8785

www.northrim .com  
Member FDIC
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    -------------------------------------mm o e n A U  s t a t e  bapik
"Your Communi t i j  Bank" Member FDIC

April 2*1, 2003

James A. McMillan 
Deputy Dircclor-Crcdit 
AIDHA/AKA
813 West Northern Lights Boulevard 
Anchorage, AK. 99710-720

RU: Proposed Draft Legislation 
l.onn Participation Program

Dear Jim,

Jn reference to your letter o f  April 22, 2003 containing the proposed changes lo AIDF.A 
loan participation program, Denali .State Bank is in support o f the changes as you 
proposed. We urge the Alaska State Legislature to consider the proposed changes during 
die current session.

Being a small community bank, Denali State Bank does have constraints in serving our 
larger, more complex borrowers and an additional source o f  funding is always helpful.
We do appreciated having access lo the A1D1IA programs so we can better serve the 
customers o f  our bank doing business in the Interior o f  Alaska.

Sr. Vice President & Loan Administrator
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First National Bank
MunbcrFDtC

April 23, 2003

James A. M cM illan 
Deputy Director-Credit 
AJDEA/AEA
813 W est Northern Lights Boulevard 
Anchorage, Alaska 99510-720

Re: Proposed Draft Legislation
Loan Participation Program

Dear Jim:

I am in receipt o f  yours o f April 23 ,2003  on behalf o f  the Alaska Bankers Association. I 
appreciate your sending the same material to the members o f the association. We will not 
meet again until M ay 14, 2003. That will be the first opportunity we will have to 
consider this m atter collectively. But maybe wc will find by reply to  you from  each 
m ember that there is already consensus.

Speaking for myself, and the same argument that T will make to the association members, 
is that the changes proposed are all favorable, except the last. The last one does not 
affect all o f  our m em bers equally (as would the others) and therefore should not receive 
the support o f the association. Indeed, I will recommend that the association oppose the 
proposed legislation unless the provisions intended to bring about the change num ber 5 
are deleted.

Please let me know if  you have any questions.

Senior Vice President & General Counsel

Cc: ABA Officers, Directors & M ember Representatives

F ln t  National Hunk Corporate H«xdi|uur(rrk Building 
101 W. 36th Avenuu • Anchorage, AK IW50J-S904 • P.O. 3ox 10II72H • Anthornce, AK 9951H-0720
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February 18, 2003

The Honorable Gene Therriault 
President of the Senate  
Alaska State Legislature 
State Capitol, Room 107 
Juneau , AK 99801-1182

Dear President Therriault:

Under the authority of art. Ill, sec. 18, of the Alaska Constitution, I am  
transm itting a bill that would extend the su n set on the Alaska Industrial 
Developm ent and Export Authority's (Authority) bonding authorization until 
July 1, 2007 .

The bill would extend the Authority's bonding authorization for development 
projects of $ 1 0 ,0 0 0 ,0 0 0  or less. The Authority's general bonding authorization 
will expire June 30, 2003, unless extended. Allowing that authorization to expire 
would severely restrict the Authority's ability to assist in key development projects.

In a time of dwindling state resources, this bill would further the Authority’s 
m ission to forge public-private partnerships that can strengthen the state's 
economic base.

I urge your prompt and favorable action on this m easure.

http://WWW.GOV.STATE.AK.US


C S  S B  73 (FIN) Work Draft I

CS SB 73 (FIN) version I makes several changes to AIDEA's loan participation program. 

Changes to the Loan Program

The Loan Participation Program provides long-term financing to Alaska businesses for new or 
existing projects, or for the rer nancing of existing loans. Since its inception in the early 1980's, 
the program has been high v successful in diversifying the Alaskan economy by providing 
financing for a large variety of commercial facilities ranging from office buildings, warehouses 
and retail establishments to hotels, fishing vessels, and manufacturing facilities. Furthermore, 
this program is AIDEA's highest earning asset class.

The proposed changes will enhance the loan program, bring a greater benefit to Alaskan 
businesses, increase AIDEA revenues, and increase the AIDEA dividend paid to the state. 
Specifically, the bill proposes the following changes to the program:

1. Increases the percentage in loan participations by AIDEA from 80% to 90%. This 
provides a greater benefit for the borrower by allowing a larger portion of the loan to be 
amortized over a longer term than provided by the banks, thereby reducing debt service.

2. Increases the maximum dollar amount AIDEA can purchase per loan transaction from 
$10 million to $20 million, allowing AIDEA the opportunity to participate in larger financial 
transactions to the benefit of Alaska banks and businesses.

3. Allows for equitv extractions to finance other business activities in Alaska that are not 
necessary connected to the financed project. Many Alaskan entrepreneurs are 
involved in multiple businesses. Allow1. ,g a person to refinance an established business 
and extract equity for use in a new business will benefit the state economy immensely.

A In order to resolve lending limit problems of financial institutions, the amendment allows 
AIDEA to purchase participations in existiny qualified loan., held by financial institutions. 
This change will provide an in-state solution for Alaska banks to resolve lending limit 
problems. Effectively, this frees up lending capacity so the banks can continue to extend 
short-term loans and lines of credit to their customers.

5. Allows for the establishment of a minimum interest rate regardless of AIDEA's funding 
source for the loan participation, which is either bond proceeds or AIDEA funds. 
Currently, the funding source dictates the method of establishing an interest rate on the 
loan participation. If bond proceeds are used the interest rate is set in statute as 
AIDEAV cost to borrow plus an additional percentage to cover the loan servicing costs. 
If AIDcA ses its own funds the interest rate is determined by adopting regulations and 
may be no less than the interest rate used if AIDEA were to issue bonds.

Prepared l>y AIDHA
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FISCAL NOTE
STATE OF ALASKA Fiscal Note Number J_______

2003 LEGISLATIVE SESSION Bill Version: SB 74
(S) Publish Date: 2/19/03

Revision Date/Time (Note if correction):________________________ Dept. Affected: Environmental Conservation
Title Cplan Renewal_______________________________ BRU Spill Prevention and Response
 ______________________________________________ Component Industry Preparedness &________
Sponsor Governor Murkowski__________________________  Pipeline Operations____________
Requester Resources___________________________________ Component No. 1922

Expenditures/Revenues____________________________ (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.___________________
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.G 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES___________

ICHANGE 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-Do not abbreviate)

0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate o f any curren t year (FY2003) cost: 0.0
C hi ck th is box (X) If funding fo r this b ill Is included in the Governor's FY 2004 budget proposal: [

POSITIONS
Full-time 0 0 0 0 0 0
Part-time 0 0 0 0 0 0
Temporary 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if  necessary)
This bill changes the time between oil spill contingency plan approvals from the current three years to five 
years. Plans are required of operators of oil terminals, pipelines, exploration and production facilities, oil 
tank vessels, nontank vessels, oil barges, and railroad tank cars.

This bill furthers the goal of permit streamlining and complements initiatives currently being undertaken by 
DEC to shift emphasis away fi urn the administrative review and approval process, which can often 
become bogged down in legal and adjudicatory challenges from third parties, to actual inspection and 
verification of response capability, which falls under the purview of DEC's enforcement authority.

Continued on Page 2

Prepared by: Larry Dietrick. Director_________________________________________ Phone 465-5250
Division Spill Prevention and Response  Date/Time 2/11/03 4:49 PM

Approved by: Kurt Fredriksson_________________________________________  Date 2/11/2003__________
Agency Department of Environmental Conservation__________________

C O M M ITTEE  C O P Y
iR«.i»*d 0/2002 omb) Page 1 of 2
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FISCAL NOTE

STATE OF ALASKA BILL NO. SB 74 #1
2003 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Continuation from Page 1

The application, review and approval process for oil spill prevention and contingency plans has become 
unnecessarily burdensome to applicants and DEC, The ability to prevent and respond to spills will be 
improved by increasing the capacity to conduct on-site regulated facility and vessel inspections, spill drills 
and exercises, technical assistance, and interaction with regulaied operators to enhance response 
preparedness.

The bill supports the Governor’s goal of fostering clarity ano ce dainty through clear and consistently 
applied industry requirements and providing a stable and predictable permitting process.

(Revised 9/2002 OMB) Page 2 of_2__
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DEPT. OF ENVIRONMENTAL CONSERVATION
OFFICE OF THE COMMISSIONER

FRANK H. MURKOWSKI, GOVERNOR

410 W illoughby Ave., S te 303
Juneau, AK 09801-1795 
PHONE: (907) 465-5065 
FAX: (907) 465-5070
hilp://\vwvv,state.ak.us/dec/

M arch 13, 2003

T he H onorable Bill W illiam s 
A laska H ouse o f R epresentatives 
State C apito l, Room  515 
Juneau, A K  998

D ear R epresentative W illiam s:

T he 'D epartm en t o f Environm ental Conservation requests a hearing on SB 74 “An A ct extending 
the renew al period for oil discharge prevention and contingency p lans.” O perators o f oil 
term inals, pipelines, exploration or production facilities, tank vessels, non tank vessels and oil 
transporting  railroad cars are required to have an approved oil d ischarge prevention and 
contingency  plan. C urrent law requires that these plans be renew ed every  three years. T his 
legislation increases the renew al period to five years.

T h is bill stream lines the perm itting process with no loss o f environm ental protection. 1 have 
testified in your com m ittee concerning my com m itm ent lo setting clear understandable standards 
and ensuring  com pliance through m onitoring. T his bill will allow industry and the departm ent to 
focus our lim ited  resources on the actual testing o f  oil spill prevention and response readiness 
through in-the-field  inspections and drills. E xercises are the m ost effective m eans o f  ensuring 
spill readiness.

A five-year renew al cycle also provides consistency with the approval cycle for federal and W est 
Coast s ta tes’ response plans. Plans for m ultiple ju risd ic tions can now be on the sam e cycle.

Larry D iclrick , D irector o f the Division o f Spill Prevention and R esponse will represent the 
departm ent on this bill. For additional inform ation, please contact M r. D ietrick at 465-5255 or 
M ary S iroky , the departm ent’s legislative liaison at 465-5355. T hank you for jo u r  
consideration.

Sincerely,

E rncsta Ballard 
C om m issioner

cc: M ike T ibbies, Legislative D irector, O ffice o f the G overnor

Cj prin tod on  rocyclcd  pnpoi



TESTIMONY OF 
MARILYN CROCKETT 

ALASKA OIL AND GAS ASSOCIATION 
BEFORE 

HOUSE FINANCE COMMITTEE 
RE: CSSB74(Res)am 

March 25, 2003

My name is tarilyn Crockett and I am Deputy Director of the Alaska Oil 
and Gas Association. AOGA is a trade association whose 17 member 
companies account for the majority of oil and gas exploration, development, 
production, transportation, refining and marketing activities in Alaska.

Every AOGA member conducting activities in Alaska is required to have an 
Oil Spill Prevention and Contingency Plan (or C-Plan) approved and in 
place. Therefore, AOGA has a significant interest in SB74, and we 
encourage the Committee to pass it.

AOGA spent a considerable amount of time over the past 12 months 
identifying permitting programs that were in need of updating and 
streamlining. Early on we adopted a guiding principle to guide us through 
this process. That principle reads: “accomplish updates and streamlining 
without compromising environmental protection or safety standards”. SB74 
fits perfectly within this principle.

The bill would extend the renewal cycle for C Plans from the current period 
of three years to five years—the cycle required by the federal government, 
west coast states, and other oil producing states we’ve studied.

Preparation and processing of a renewal application is expensive endeavor. 
Renewal costs can average between $60,000 and $100,000 for the renewal 
alone (legal challenges can increase these numbers by an additional 
$200,000 to $500,000).

The renewal process also is very time-intensive. Experience has shown that 
for some plans, even with submittals 180 days in advance of the expiration 
date, approvals still can average 360 days, essentially meaning that once a 
renewal is complete, work must begin on the next renewal.



It’ s important to recognize what purpose the C Plan serves. It is the 
“ blueprint” , if-you will, describing how an operator will respond to an event. 
The proof o f the effectiveness o f the plan is not how often it is renewed; it’ s 
whether the response identified in the Plan can be delivered as promised. 
Demonstration o f this effectiveness is accomplished through drills. It is in 
this area that we will see the biggest benefit o f an extended renewal cycle by 
shifting the focus away from administrative processing to field performance.

It’ s also important to recognize that these Plans are evergreen documents. 
They are not simply placed on a shelf after approval to collect dust until the 
next renewal period. They are continually reviewed to ensure information is 
kept up-to-date and to ensure the Plan continues to reflect the current 
operation and state o f readiness. ADEC regulations require that updates and 
amendments be submitted to the Department.

Thank you for allowing me to testify.


