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Official business

iy

Alaska i»tatc SJegialaturt WHILE IN SESSION
Pouch V
House of Representatives State Capitol
Juneau, Alaska 99811
Albert P. Adams (807) 4553708
. HOME - DISTRICT 21
Chairman PO. Box 271
Committee on Finance Kotzebue, Alaska 99752

(907) 442-3320

TO: Representative Terry Martin, Chairman
House Labor and Commerce Committee

FROM: Representative Albert P. Adams,”Ch
House Finance Committee /

DATE: March 17, 1982

SUBJ: HB 886, "An Act relating to financial statements
of corporations”

The phrase, "financial statements of the corporation,” found
in the Alaska State Business Corporation statutes (AS 10.05),
needs to be defined to protect the directors, creditors, and
shareholders of coporations from any liability associated
with payment of excessive dividends. AS 10.05.219 ()
protects directors of Alaska business corporations from such
liability, both jointly and severally, only if he relied in
good faith on the financial statements of the corporation
for his a.alysis in determining a legal dividend. Confusion
exists iIn Lhe present phrase "financial statement of the
corporation,”™ upon which the directors rely when determining
dividend amounts. Under AS 10.15.216 (a), directors become
liable to the corporation when excessive dividends are made.

Therefore HB 886 amends and adds a new subsection to AS
10.15.825, defining the phrase "financial statements of the
corportation.” The clarification and legal definition of
the phrase would not only protect the directors, creditors
and shareholders, but would also alleviate common concerns
and fears of possible liability iIf excessive dividends were
disposed according to the directors detei*mination.

This concept has also been incorporated by the Code Revision
Commission, in its working draft of the corporation statutes.
The American Institute of Certified Public Accountants, the
SEC and the Code Revision Commission, all endorse this
concept because they produce economically meaningful data.
Also, i1t protects the shareholders and creditors from the
manipulation of financial data.

I urge your support for HB 886 . Thank you.
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March 10, 1982

Honorable Terry Martin

House of Represenatives

Chairman - Labor and Commerce Committee
State of Alaska

Pouch Vv, Mail Stop 3100

Juneau, Alaska 99811

Dear Mr. Martin:

I am writing to you 1in support of Housg”J3ill 886"
=, e BiJIATTiiLI?ends the pror.it corporation statutes to
s ecifical®lydefine the phrase "financial statements of the
corporation.” Why 1is this definition needed?

"Financial statements of the corporation™ 1is a key
phrase 1in determining a director®"s defense against personal
liability for dividend payments. AS 10.05.219(1). Yet the
phrase 1is ambiguous. This ambiguity creates unnecessary
risks for directors attempting to comply with statutory
requirements. Clarity would serve to protect directors from
ex post facto definitions and liability.

The definition of "financial statements of the corpora—
tion™ in House Bill 886 contains two basic concepts. The
first is that the financial statements will be prepared
according to generally accepted accounting principles then
applicable. The second 1is that the statements will be
consolidated, where appropriate. Both of these concepts are
basic to the published financial statements required by the
Securities Exchange Commission to be sent to all share—
holders. Both concepts have also been incorporated by the
Code Revision Commission, in its working draft of the
corporation statutes. The American Institute of Certified
Public Accountants, the SEC and the Code Revision
Commission, all endorse these concepts because they produce
economically meaningful data and because they protect
shareholders and creditors from the manipulation of
financial data.
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In short, | support the definition because it will
protect directors and it will
shareholders as well.

Representative Al Adams

protect creditors and

Very truly yours,

Elizabeth B. Johnstcn
General Counsel



HOUSE BILL 886

Alaska corporate law makes directors of a profit
corporation jointly and severally liable for excessive
dividend payments. AS 10.05.216(a). However, this same law
also provides a defense or a safe harbor. A director 1is not
liable for excessive dividends if he in good faith relied on
the financial statements of the corporation for his analysis
of a legal divided source. AS 10.05.219(1).

The problem is that the scope of this defense is
ambiguous. The meaning of "financial statements" 1is unclear
and therefore, creates unnecessary risks for directors as
they try to comply with dividend requirements.

The solution is to define the "financial statements of
the corporation.”™ The definition proposed in House Bill 886
includes, where appropriate, consolidated balance sheets and
income statements prepared according to generally accepted
accounting principles. While other financial documents are
useful for other corporate purposes, only the preceding are
useful for an analysis of a legal source for dividends under

AS 10.05.219 (1) .
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Joint space labv possible

Cocoa, Fla, — The acminis-
trator of the American sPace
program says the United States
may join with Japan and Eu-
rope within the next five years
to build an oroiting space sta-
tion. James Beggs of the Na-
tiona] Aeronautics and Space
Administration told the news-
Faper Cocoa TODAY in ar in-
erview_published Sunday mat
the station would use European
Space Agency technology in
bu.,‘ding Spacelabs and Japa-
nese compute- expetise. He
said habitab:* modules con-
nected by steel beams would be
desmzne,d at the Johnson Space
Center in Houston and launched
plece-by-piece from the Ken-
nedy Space Center in Florida.

Nuclear sub protest planned

Tacoma, Wash. — A Roman
Catholic archhishop says he will
take partinablonde designed
to prevent a Trident nuclear
submarine, the USS Ohio, from
reaching the Bangor Naval
Base.  Raymond Hunthausen,
archbishop of Seattle, said at a
rally Sunday S. would partic-
ipate this summer in the effort
to keep the submarine out of the
the Kitsap Peninsula base west
of Seattle.

Boat house ool lapses

Gilford, N.H. — Boats drawn
out of Lake Winnipesaukec to
Protept,them from winter ice
el victim to heavy snow when
a_boathouse collapsed on 10
pleasure craft vulued at B mil-

- 1 ~

A-2 The Anchorage Times, Monday, March IS, 182
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lion. Gerald Fagan, owner of the
Gilford Marina building which
collapsed Friday .night; said it
would take up to'six weeks to re-
move the boats that were stored
five-high on racks. Damage to
the 300-foot metal shed was es-
timated at 57200000

Car crashes into hus

Los Angeles — When a bus

was struck'in the rear by a car,
bystanders in southwest Los An-
eles jumped onto the Rapi
ransit Authority  vehicle and
claimed to be mkured, police
say. The driver of the car, Shel-
ton Eugene Knight, 31, was ar-
rested “Saturday” for investiga-
tion of felony driving under the
influence of drugs. Sgt Roger
Lindsay said the injury count,
which jumped to 26 when by-
standers jumped on the bus
dropped to nine when they found
?ut| he bus driver was not at
ault.

Fectories emit cancerous gas

Akron, Ohio — There are no
regulations to stop tire manu-
faCturers from emlttm% thou-
sands of pounds a year of a can-
cer-causing %as a lo Ym
%r,oup says,. The ,Natlonal Clean

ir Coalition_said In a report
Sunday that Goodyear and B.F.
Goodrich plants in_Akron re-
lease more than 360000 pounts
ofacrylonltrile a year, The com-
panies acknowledged the sub-
stance is emitted from their
plants, but said theﬁ were In
compliance with all federal,
state and local law.






COMMITTEE REPORT
HOUSE
FURTHER: JUDICIARY
FIJAIICE
n/ /
Date

Mr. Speaker:
The Committee on JAROR  COIrTEK.CE has had ilk 17

houeatinr AHFC, AIDA,
Affaire
in state loan nroprarnr..

under consideration and reports

and the “¥nartinent oF Community and Feni"aal
::0 obtain and anal y.:r atariat‘aal ran:

on unlawful diserip.JLnatioi

it back as follows:

[ ] do pass AN (jo not pass
[ 1 do pass with attached amendinents (s) .
[ ] same title
[ 1 replace with CS for new title
and recommends
[ 1 AND attaches a "Letter of Intent” | ] New Fiscal Note
[ ] reports it back without recommendation
[ 1 referred to the Committee
MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS:
v .
My = =/
CHAIRMAN
H 0 (Rev. 3/81)
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HRO017.A DOCUMENT® 1 OF 1 NUMBER OF LINES = 57

BILLS =HR0017
RILL NUMBER
HR0O017
SPECIAL INFO
Introduced: 2/3/82
Referred: Labor & Commerce,
Judiciary and Finance
SPONSOR BY THE LABOR AND
IN THE HOUSE COMMERCE COMMITTEE
BILL HEADING

CS for HOUSE RESOLUTION NO. 17
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE - SECOND SESSION

Requesting AHFC, A >A and the
De?artment of Community and Regional
Affairs to obtain certain data on
state loan programs.

TEXT BE IT RESOLVED BY THE HOUSE OF REPRESENTATIVES:

WHEREAS the Alaska House of Representatives has received

RELATING TO

allegations that some lenders participrcing in state loan programs
have discriminated against some loan applicants in
violation of AS 18.80.250; and

WHEREAS the House of Representatives is concerned about the
allegations, and believes it to be in the Public Interest to determine
whether discrimination is actually taking place in state
loan programs; and

WHEREAS the principal state loan programs in which
discrimination is alleged to have occurred arc those administered

he Alaska Housing Finance Corporation (AHFC), the Alaska
Industrial Development Authority (AIDA), and the Department of
Community and Regional A.ffairs, nonconforming housing loan
program; and

WHEREAS AHFC, AIDA, and the Department of Community and

Regional Affairs can generate statistical data on the financial



characteristics of qualified applicants for loans under their
respective programs; and

WHEREAS acceptable statistical methods exist that can be used
to indicate if there are patterns of discrimination toward applicants
for state loans under AHFC, AIDA, and the Department of Community
and Regional .Affairs;

BE IT RESOLVED that the Alaska House of Representatives
requests AHFC, AIDA, and the Department of Community and Regional
Affairs nonconforming housing loan program to generate current
statistical data on the subject and present the resulting information
be made available no later than April 1, 1983 to the House Special
Committee on Banking, established by House Resolve No. 3 of the

Twelfth Legislature - Second Session.
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ALASKA MORTGAGE BANKERS ASSOCIATION
ANCHORAGE, ALASKA

February 19, 1982

The Honorable Terry Martin

Chairman, Labor and Commerce
Committee

Pouch V

State Capital

Juneau AK 99811

Re: House Resolution No. 17
Dear Representative Martin:

The Equal Credit Opportunity Act became a national law 1in
October 1974. There have been several amendments since
that date. Section 701 of the law reads, 1in part:

"Prohibited discrimination; reasons for adverse action

(a) It shall be unlawful for any creditor to discrimi—
nate against any applicant, with respect to any aspect
of a credit transaction-

(1 ) on the basis of race, color, religion, nat-
tional origin, sex or marital status, or age (pro
vided the applicant has the capacity to contract)

(2) because all or part of the applicant™s in—
come derives from any public assistance program;
or

(3) because the applicant has 1in good faith
exercised any right under the Consumer Credit
Protection Act....... "

In addition, Alaska lending institutions have, by policy,
prohibited discrimination. We are always concerned and
would appreciate any specific cases being brought to our
attention.

Section 704 of the law reads, 1in part:
"Administrative enforcement

(@) Compliance with the requirements imposed under
this title shall be enforced under:

(&H) Section 8 of the Federal Deposit Insurance Act,
in the ca“ of -

(A) nt jnal banks, by the Comptroller of the
Currency.

(B) member banks of the Federal Reserve System
(other than national banks), by the Board.

(C) banks insured by the Federal Deposit Insurance
Corporation (other than members of the Federal Reserve
System), by the Board of Directors of the Federal
Deposit Insurance Corporation.



(2) Section 5(d) of the Home Owners! Loan Act of
1933, section 407 of the National Housing Act, and
sections 6 (1) and 17 of the Federal Home Loan Bank
Act, Dby the Federal Home Loan Bank Board (acting dir—
ectly or through the Federal Savings and Loan Insur—
ance Corporation) 1in the case of any iInstitution sub—
ject to any of those provisions.

(3) The Federal Credit Union Act, by the Adminis—
trator of the National Credit Union Administration
with respect to any Federal Credit Union.

(4) The Acts to regulate commerce, by the Inter—
state Commerce Commission with respect to any common
carrier subject to those Acts.

(5) The Federal Aviation Act of 1958, by the Civil
Aeronautics board with respect to any air carrier or
foreign air carrier subject to that Act.

(6 ) The Packers and Stockyards Act, 1921 (except
as provided in section 406 of that Act), by the Sec—
retary of Agriculture with respect to any activities
subject to that Act.

(7) The Farm Credit Act of 1971, by the Farm Credit
Administration with respect to any Federal land bank,
Federal land bank association, Federal 1intermediate
credit bank, and production credit asiociation;

(8 ) The Securities Exchange Act of 1934, by the
Securities and Exchange Commission with respect to
brokers and dealers; and

(9) The Small Business Investment Act of 1958, by
the Small Business Administration, with respect to
small business investment companies........

If specific instances of discrimination have occurred, com—
plaints should be directed to the proper regulatory agency
for investigation.

Alaska Mortgage Brokers Assoc.
Legislative Affairs Committee

RED :rds
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IMEPT. OF COMMUNITY & REGIONAL AFFAIRS

DIVISION OF ADMINISTR.ATIVE SERVICES ESHCH ]

EAU. ALASKA 99811

February 23, 1982

The Honorable Terry Martin
Chairman

House Labor and Commerce Cor.-nittee
Alaska State Legislature

Pouch V

Juneau, AK 99811

Dear Representative Martin:

As requested, enclosed is a fiscal note for House Resolution No. 17
"Requesting AHFC, AIDA, and the  partment of Community and Re?mnal
Affairs to obtain and analyze statistical data on unlawful
discrimination in state loan programs.”

Should you have any questions concerning this note please contact me
at 465-4709.

Sincerely,

"Ix 2 J -

—Rod Mourant, Director _
Division of Administrative Services

cc: Keith Specking, Legislative Assistant.
Office of the Governor

Ron Lehr, Director
Division of Budget & Management
Office of the Governor

Elmer Lindstrom, Fiscal Analyst

Legislative Finance Division
Legislative Affairs Agency

21-P9H



Currently the Department is not collecting the data necessary to
asscertain the presence cf discrimination as contemplated by House
Resolution 17. ~ Therefore, it will be necessary to contract with an
objective third party to survey rejected and accepted loan appli-
cants. Since the implementation of the Nonconforming Housing Loan
Program in FY'81, 384 applications have been approved and 51
applicants have been rejected.

a*



THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL MOTE
. Bill/Resolution Mo. Resolution Wo. 17
Title AHFC & DCRA to obtain and analyze...data...discrimination In State Joan
Requested by Representative Martin Date 2/22/82 pragnams

I1. FISCAL DETAIL _ _ _
Agency Affected  Department of Community & Regional Affairs

Pr%gram Category Affected D veI?Pment , ,
BRU Pro%ram, rSubproaram(s% Aftected Housing Assistance

(Mote: It more than one,bud?et component is affected, sep-rate line-item
amounts and funding for each component in the analysis section.)

EXPENDITURES  (Thousands of Dollars)
Fy 82 FY 83 FY 8 FY 8 FY 86

100 PERSONAL SERVICES

200 TRAVEL

300 COMTRACTUAL 20.0
COMI\éﬁEITI

20.0

FUNDING  (Thousands of Dollars)

GENERAL FUND 2070"...

FEDERAL FUNDS

OTHER (Specify Source)
POSITIONS -0-

FULL TIME

PART TIME

TEMPORARY

I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section I11)
The Department of Communty & Regional Affairs is prohibited by AS
18.80.250(a)(2) from making "a written or oral inquiry or record of
the sex, marital status, changes in marital status, pregnancy,
parenthood, race, religion, color or national origin of a person
seeking the institution's financial assistance or credit, unless the
inquiry is for the purpose of ascertaining the creditor's rights and
remedies ap(fll_cable to the particular extension of credit and is not
made or used in order to discriminate in a determination of credit-
worthi i,

(Continued)
V. DATE 2/23/82 PREPARED

o o . agency Department of Community & RegTonaOTfairs
Original: Legislative Finance  PHONE 465-4709
cC: Budget and Management

Prime Sponsor (First Legislator Mamed)
33-001 (Rev. 12/81)
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ALASKA MORTGAGE BANKERS ASSOCIATION

ANCHORAGE, ALASKA

February 19, 1982

The Honorable Terry Martin

Chairman, Labor and Commerce
Committee

Pouch V

State Capital

Juneau AK 99811

Re: House Resolution No. 17
Dear Representative Martin:

The Equal Credit Opportunity Act became a national law in
Octooer 1974. There have been several amendments since
that date. Section 701 of the law reads, in part:

"Prohibited discrimination; reasons for adverse action

(a) It shall be unlawful for any creditor to discrimi—
nate against any applicant, with respect to any aspect
of a credit transaction-

(1 ) on the basis of race, color, religion, nat-
tional origin, sex or marital status, or age (pro—
vided the applicant has the capacity to contract);

(2) because all or part of the applicant"s in—
come derives from any public assistance program;
or

(3) because the applicant has in good faith
exercised any right under the Consumer Credit
Protection Act "

In addition, Alaska lending institutions have, by policy,
prohibited discrimination. We are always concerned and
would appreciate any specific cases being brought to our
attention.

Section 704 of the law reads, in part:
"Administrative enforcement

(a) Compliance with the requirements imposed under
this title shall be enforced under:

(@H) Section 8 of the Federal Deposit Insurance Act,
in the case of -

(A) national banks, by the Comptroller of the
Currency.

(B) member banks of the Federal Reserve System
(other than national banks), by the Board.

(C) banks insured by the Federal Deposit Insurance
Corporation (other tnan members of the Federal Reserve
System), by the Board of Director of the Federal
Deposit Insurance Corporatism.



(2) Section 5(d) of the Home Owners®™ Loan Act of
1933, section 407 of the National Housing Act, and
sections 6 (1) and 17 of the Federal Home Loan Bank
Act, by the Federal Home Loan Bank Board (acting dir—
ectly or through the Federal Savings and Loan Insur—
ance Corporation) 1in the case of any institution sub-—
ject to any of those provisions.

(3) The Federal Credit Union Act, by the Adminis—
trator of the National Credit Union Administration
with respect to any Federal Credit Union.

(4) The Acts to regulate commerce, by the Inter—
state Commerce Commission with respect to any common
carrier subject to those Acts.

(5) The Federal Aviation Act of 1958, by the Civil
Aeronautics board with respect to any ailr carrier or
foreign air carrier subject to that Act.

(6 ) The Packers and Stockyards Act, 1921 (except
as provided in section 406 of that Act), by the Sec—
retary of Agriculture with respect to any activities
subject to that Act.

(7) The Farm Credit Act of 1971, by the Farm Credit
Administration *i-:h respect to any Federal land bank,
Federal land bank association, Federal intermediate
credit bank, and production credit association;

(8 ) The Securities Exchange Act of 1934, by the
Securities and Exchange Commission with respect to
brokers and dealers; and

(9 The Small Business Investment Act of 1958, by
the Small Business Administration, with respect to
small business investment companies........ "

IT specific instances of discrimination have occurred, com—
plaints should be directed to the pi :iper regulatory agency

for

investigation.

Alaska Mortgage Brokers ,"ssoc.
Legislative Affairs Committee

RED :rds



A PERFORMANCE REVIEW OF THE
DEPARTMENT OF COMMERCE
AND ECONOMIC DEVELOPMENT
ALASKA INDUSTRIAL
DEVELOPMENT AUTHORITY

November 23, 1981

Audit Control Number
08-022-0024-R

Commissioner, Department of;
Commerce and Economic Development

Deputy Commissioner, Department of
Commerce and Economic Development

Deputy Commissioner, Department of
Commerce and Economic
Development, Acting

Board of Directors

Chairman
Member
Member
Member
Meinb r

Charles R. Webber

Edward W. Eboch

Lois Cook

Thomas K. Williams
Charles R. Webber
Lee McAnerney

Lee Coffman

Mike Harper

STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT



AUDIT DIVISION
POUCH W—ALASKA OthICt BUILDING

THE LEGISLATURE /
BUDGET AND AUDIT COMMITTEE s JUNEAU. ALASKA 99511

November 23, 1981

Members of the
Legislative Budget and Audlt Committee:

In accordance with the provisions of Title 24 of the Alaska
Statutes> the attached report 1is submitted for your review.

A PERFORMANCE REVIEW OF THE
DEPARTMENT OF COMMERCE
AND ECONOMIC DEVELOPMENT
ALASKA INDUSTRIAL
DEVELOPMENT AUTHORITY

November 23, 1981

Gerald L. Wilkerson, CPA
Legislative Auditor
Di"ision of Legislative Audit
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PURPOSE OF THE REVIEW

In accordance with the provisions of Title 24 of the Alaska
Statutes and Chapter 18 of the 1980 Session Laws of Alaska,

a performance review of the Department of Commerce and
Economic Development, Alaska Industrial Development Authority

(AIDA), was conducted to:

1. Evaluate program goals and objectives relative to
AIDA"s statutory mandates.

2. Determine the extent to which program objectives are
being accomplished.

3. Evaluate AIDA"s operating efficiency and effectiveness.

STATE OF ALASK-a -1- DIVISION OF LEGISLATIVE AUDIT
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ORGANIZATION AND FUNCTION

Title 44, Chapter 88 of the Alaska Statutes created AIDA in
1967, yet it was nvot functional until 1978. The intent was
to provide a vehicle to import outside capital to Alaska,
creating jobs and economic diversification. However, AIDA
remained a concept which lacked funding, staff,,and impetus
for eleven years until revived in 1978 by legislation which
expanded its purpose to include financing air and water
transportation, pollution control, gas, and electrical
facilities.

From 1978 to 1980 the Authority"s sole means of providing
financing to industrial and manufacturing enterprises was
through the tax-exempt Stand-Alone Revenue Bond Program.
Under the Stand-Alone Bond Program, AIDA acts-as a conduit
for businesses seeking to utilize the tax-exempt bond market.
Revenue bonds are secured solely by the revenues of the
financed project and not by the full faith and credit of
AIDA. As of October 20, 1981, the Authority had funded 15
projects aggregating $120.5 million under this program.

In 1981 the Legislature authorized a similar program, the
Supported Stand-Alone Bond Program. Under this program the
originating financial institution must retain rt least
twenty percent of the loan and the bonds are an obligation
of AIDA. No bonds have yet been issued under this program.

The Umbrella Bond Program was created following a $183.0
million appropriation to fund the Authority"s Enterprise
Development Fund jn July 1, 1980. Under this program AIDA
issues revenue bonds which are secured by the Authority®"s
full faith and credit and uses the proceeds to purchase a
portion oflending institutions®™ loans for projects up to a
maximum of  $1.0 million. Untilprohibited from doing so by
an Internal Revenue Service (IRS) ruling in August 1981,
AIDA pooled the projects together into large bond 1issues,
AIDA has held two bond sales under this program, aggregating
$76,140,000 for 271 projects. The IRS has ruled that such
poolings will be treated as a single large 1issue and the
capital asset expenditure limitation of $10.0 million for
the previous and subsequent three years will be applied to
the combined borrowers rather than individually. This
ruling has eliminated the largeissues and the related
economies. AIDA may offer thisprogram cna much smaller
scale, pooling five or six 1ssues.

STATE OF ALASKA % DIVISION OF LEGISLATIVE AUDIT



Uncertainty surrounding tax-exempt financing has caused AIDA

to develop alternative strategies involving taxable financing.
Another program has been developed under 1981 legislation

which permits A.IDA to purchase, from available funds, the
Federally guaranteed portions of loans made by financial
institutions up to a maximum amount of $500,000. No financings
had been effectuated at the conclusion of our review under
these two programs. 3

STATE OF ALASKA -3- DIVISION OF LEGISLATIVE AUDIT



FINDINGS AND RECOMMENDATIONS

Recommendation No. 1

AIDA should adopt a policy to defer bond sales 1if possible
until market conditions are favoraule.

AIDA issued i1ts Tirst general obligation bonds 1in April -
1981, during a week 1in which i1t was reported that the bond
market registered its biggest single day loss in 14 months
with prices on government securities reaching all-time lows.

AIDA"s second general obligation bond issue was held in the
Fall of 1981 when the bond market was "bearish" and many
would-be borrowers were refusing to issue new bonds because
of high interest rates.

On both occasions, AIDA"s financial strength was such that
It was not necessary to issue bonds at that particular time.
AIDA should time 1ts bond sales to coincide with favorable
market conditions.

Recommendation No. 2

AIDA should comply with the provisions of the Alaska Adminis-
strative CodeT

1. Title 3, Chapter 99, Section 260(c) of the Alaska
Administrative Code requires AIDA to determine loan
interest rates after the related bond sales. AIDA
placed n limit on the amount of interest that could be
charged fm. 166 loans before bonds were sold to finance
the loans. The effect of this decision was an estimated
loss of approximately $7,000,000 as poor market condi—
tions in 1981 resulted in higher bond interest rates
than anticipated. This $7,000,000 subsidy represents
the difference between actuarial loan and bond yields
as calculated by AIDA personnel.

2. Title 3, Chapter 99, Section 300(b) of the Alaska
Administrative Code requires lending institution
originators of AIDA loans to provide a bond to ensure
agains.. errors, omissions and fraud. We could find no
evidence that 6 of: 19 originators had obtained this
bond.

3. Title 3, Chapter 99, Section 120 of the Alaska Adminis—
trative Code requires Stand-Alone Revenue Rond applica—
tions to contain audited financial statement, (unless
waived by resolution), project descriptions, and business
histories of persons owning at least 10% of the enter—
prise. Twenty of 43 files tested did not contain one
or more of these items. Audited financial statements
were waived for one project without a resolution.

STATE 00 ALASKA -4- DIVISION OK LEGISLATIVE AUDIT



4. Title 3, Chapter 99, Section 140(a) of the Alaska
Administrative Code requires Stand-i.lone Revenue Bond
applicants to pay a $2,500 application fee. Twenty-
nine cf 43 fees tested amounted to less than $2,500 as
follows: 12 twelve applicants paid no fee, 4 applicants
paid $100, 12 applicants paid $500, and 1 applicant
paid $2,100 No resolution was 1issued to wailve or
modify thes 29 exceptions, which resulted in a loss of
application j ae revenue amounting to $59,000.

5. Tit"1l 3, T"hapter 99, Section 230(b) of the Alaska
Administ ative Code requires Umbrella Bond applications
to ~>4;".,un certain information, which can be waived.

We reviewed 26 of 106 funded loan files and noted the
following regulation exceptions:

a. 65% did not contain financial statements prepared
by a Certified Public Accountant;

b. none contained soil tests;

C. 23% of the files to which the requirement applies
did not contain signed loan agreements with the
bank;

d. 27% of the files to which the requirement applies
did not contain copies of lease agreements; and,

[¢2)

33% of the files to which the requirement applies
did not contain a loan summary.

While AIDA has the authority to waive requirements, walvers
should be documented and should be the exeption rather than
the rule.

Recommendation No. 3

Members of ATDA®s Board of Directors should comply with the
provisions of"' the Alaska Statutes.

AS 39.20.180 authorizes tirar portation expenses for Board
members according to the provisions of AS 39.20.110-170.

AS 59.20.140 requires the lowest tourist class fare to be
used for out-of-state travel. AIDA"s Board members use
first class fare when travelling outside of Alaska. AIDA"s
employees also travel using first class fare when on out-of-
state trips. While no statutory prohibition prevents AIDA
employees from doing so, such travel may not be appropriate
for public representatives when tourist class 1is available.
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Recommendation No. 4
Internal control over assets should be strengthened.

1. AIDA employees are permitted to charge personal travel
to AIDA accounts. On one occasion AIDA paid for an
employee®s Hawaii airfare and did not discover the
mistake until months later when the employee resigned.
Personal and business travel charges should not be
commingled.

2. Employees receive salary advances with unlimited time
for repayment. During our review, records had to be
reconstructed from disbursement and deposit records to
determine which employees had advances. Three employees
had advances which had been oustanding from five months
to one year without repayment. Salary advance agree—
ments should be obtained from employees and repayment
required i1n monthly installments not to exceed siX
months.

3. Board, operating, and investment policies and procedures
are unwritten, causing incorrect and inconsistent
treatment of transactions. For example, an ur iefined
investment policy resulted in the investment of $3,900,000
of bond proceeds in low-yield .securities instead of
AIDA"s customary investment in repurchase agreements.
Lort interest income is estimated at more than $19,000.
We also noted inconsistent per diem payments to employees
with six instances of overpayment and two of underpay—
ment. We believe this resulted from varying policy
assumptions of employees making the calculations.

A. Long distance telephone bills of approximately $1,000
per month are paid without verifying whether calls
represent authorized business activity by AIDA personnel.

Underwriters were paid $94,550 for out-of-pocket expenses
without an accounting. This amount included $32,700

for travel and entertainment, and $4,250 for miscellane—
ous expenses. /.IDA also paid i1ts financial advisor

$1 7,500 for travc.l and entertainment without requiring

an i1temized accounting of the dates, personnel, or
activities which resulted in this expense.

In order to safeguard its assets, check the accuracy and
reliability of its accounting records, ensure operational
efficiency and effectiver.iss, and promote adherence to
managerial policy, AIDA should review and improve its system
of internal controls.

STATE o r ALASKA -6- UIVISION or LEGISLATIVE AUDIT



Recommendation No. 5
AIDA should adopt a loan assumption policy.

Federal law prohibits the use of tax-exempt bond proceeds

for inventory, that 1is, items purchased for resale. AIDA
sold tax-exempt bonds to finance the acquisition of a motel
which appears to have been purchased for resale. According 3
to records in AIDA"s files, the borrower otated an intention
to resell the facility several times before receiving the
funds, yet AIDA made the loan. AIDA is presently attempting
to respond to potential buyers of this facility, however

they lack a definite assumption policy which, for example,
would require a minimum holding period for loans. If AIDA
allows an assumption, the loan could be declared an inventory
loan and the bonds might lose their tax-exempt status, yet
AIDA has no assumption regulations on which to base a denial.

Recommendation No. 6

AIDA should develop a Seller/Servicer Guide to assist lending
institutions in complying with program requirements.

Four of 13 lending institutions responded as follows to the
question of whether AIDA provides adequate information on
its requirements for purchasii g loans:

1. In many cases changes are made in commitment procedures
and funding methods with no explanation.

2 . Tht”e 1s no written communication ot. internal policy
changes, which happen frequently.

3. Communication between AIDA and bank participants could
be better. AIDA periodically changes its practices,
and we find out only after the fact.

4. The requirements have been changed so many times we
have difficulty in determining exactly what 1is needed
on any one -".pplication.

Presently AIDA"1 only written program guidelines are its
regulations, which are not consistently applied. To avoid
confusion and ensure consistent treatment of borrowers, AIDA
should provide lending institutions with written program
requirements.
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Recommendation No. 7 / :

Electronic recording devices should be visible and their use
should be disclosed to affected persons at the time of such
use.

During the audit AIDA employees and other individuals ex—
pressed concern that conversations might be tape recorded
AIDA"s Executive Director without the knowledge or consent j
of those affected. To alleviate these concerns and ensure
compliance with Federal and State laws governing their use,
electronic recording devices should be displayed and notifi—
cation given of their use.
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APPENDIX A

STATE OF ALASKA
DEPARTMENT OF COMMFRCE AND ECONOMIC DEVELOPMENT
ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY
TYPE OF LOAN INFORMATION
For the Fiscal Year Ended June 30, 1981
(UNAUDITED)

Loan Tynes and Terms

AS 44 .88 establishes AIDA"s authority to finance loans.

Current
Interest

TyPc Limit Rate Terms Purpose

Tax-exempt $1,000,000 - 127-137 Real Estate - 1-25 To finance the cost
Umbrella Bond Mining, Small years or 75% of of small business,
Loans Business, estimated economic , tourism, mining or

Tourism life. commercial fishing
Equipment - 1-10 enterprise
years or 75% of projects.
estimated economic
life.

Appropriated $150,000 - 7.5Z2-9.5Z Fishing - 1-15 years To finance the cost
Loans Commercial Fish— Small Business - of small business,
(Note 1) ing 1-25 years touri.-.m, and

$500,000 - Tourism - 1-20 years commercial fishing
Small Business projects at a low
$3,000,000 - interest rate.

Tourism

Mote Is Appropriated loans are loans transferred to AIDA by Chapter 120, 1980 Session
Laws of Alaska.
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APPENDIX B

STATE OF ALASKA
DEPARTMENT OF COMMERCE AMD ECONOMIC DEVELOPMENT
ALASKA INDUSTRIAL D. ""LOPMEHT AUTHORITY
GENERAL LOAM INFORMATION
For the Fiscal Year Ended June 30, 1981
(UNAUDITED)

1981
Percent or Percent or
Number $ Amount Number $ Amount
cf Loans of Loans Loans 0/J Loans 0/S
Loans Outstanding (0/S)
(Note-1) —-—
Fishing 170 $ 15,823,049 20% 10%
Tourism 22 13,224,358 3% 9%
Small Business 489 79,226,346 57% 50%
Special Programs 169 49,167,596 20% 31%
Total Loans Outsr nding 850 $157.441.349  100%_ 100%
Loans Delinquent
(Note 2)
30-60 Days Past Due $ 5,423,000 3.44%
61-90 Days Past Due $ 1,098,000 J70%.
Over 90 Days Pant Due $ 4,454,000 2.83%
Total Ixaans Delinquent $ 10.975,000 6.97%

Mote 1: At June 30, 1981, the Authority had received approximately 800 loans
"rom the State of Alaska and had made an additional 39 loans from the
proceeds of its bond sale or from its own funds which will be reimbursed
from the proceeds of future bond sales. Loans selected by the Authority
but not yet transferred from the State of Alaska amounted to $8,878,000.

Mote 2: None of the 39 loans made by the Authority were delinquent at dune 30,
1981 .

Note 3: There were no Loans in Foreclosure or Loans Written Off at June 30,
1981.

-11-
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ALASKA

STATE OF ALASKA
DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

INDUSTRIAL DEVELOPMENT AUTHORITY

APPLICATIONS CONSIDERED DURIHC YEAR
For Che Eiscal

Tax-Exempt Umbrella Bond
Loans
Appropriated Loans

Total Appllcntlons Approved

Applicat ions Denled/Withdrawn

Tax-Exempt Umbrella Bond
Loans (Note 2)
Appropriated Loans

Total Applications
Denied/T.T tli"drawn

Applications In Process
~ XTAd~oFYT7a7T
Tax-Exempt Umbrella Bond
I.0ans
Appropriated Loans

Total Applications In
Prcstiir~rrinrrrr . v>

(continued next page)

Year Ended June 30,

(UNAUDITED) =

Number
of Loans

-0-
-0-

195
850

1.065

150
811

961

16
-0-

51
39

70

-12 -

$ Amount

of Loans

$ -0-
-0-
-0-

$ 66,585,525
166,000,000

$232.585.525

$ 68,550,000
157,122,000

$205,672,000

$ 3,960,000
-0-

$ 3,960.000

$ 16,075,525
8,878.000

$ 22.953.525

1981

Percent of
Number

-0-
-0-

197
817.

1002

162
862

1002

1007.
-0-

1007.

662
562

1007.

mHHV vl e REr e et

Percent of
$ Amount

-0-
-0-

292
712

1002 .

262
762

1002

1007.
-0-

1007,

612
392

1007,



STATE OF ALASKA
DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT
ALASKA [INDUSTRIAL DEVELOPMENT AUTHORITY
APPLICATIONS CONSIDERED DURING YEAR
For Che Fiscal Year Ended June 30, H/81
(UNAUDITED)

Applications Processed Per

Loan Examiner (Note 3) 25.6 loans Per Examiner
Averape Processing Time

Per Application In Sample 21 Days Per Loan
Cost Per Application and

Loan 0/S

Administrative Expenses $1,667,354

Number of Applications

Processed (Note A) 975

Cost Per Application

(Note 5) $  1.710

Cost Per Loan 0/S

Note

Note

Note

Note

Note

Note

(Note 6) ¢  1.9°2

"Applications™ for appropriated loans menus loans selected.

Nine applications amounting to $3,030,000 were denied by AIDA; 5 appli—
cations amounting to $930,000 were withdrawn by applicants.

195 umbrella bond applications divided by 3 loan examiners. Loan
examiners did not process appropriated loan applications.

150 umbrella bond applications approved plus 1A denied plus 311 appro—
priated loans! selected equals 975. Appropriated loans are included
because administrative expenses were incurred in their selection.
S1.667.35A divided by 975 equals $1,710.

$1,667,35A divided by 850 (Appendix II) equals $1,962.
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APPENDIX D

STATE OF ALASKA

DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

ALASKA

RETURN ON INVESTMENT/COST ANALYSIS

(UNAUDITED)

Rate of Return on Total Assets

Total

Total

Net

Revenues Per Income Statement
Expenses Per Income Statement

Income

Average Total Assets

Fate of Return (Note 1)

Loans 0/S Per Employee Month

Total

Total

Number of Loans 0/S

Number of Employee M o n t h s

Number of Loans 0/S Per Employee Month

Note 1:

Note 2:

STATE OF ALASKA —14—

INDUSTRIAL DEVELOPMENT AUTHORITY

For the Fiscal Year Ended June 30, 1981

1981
$ 18,150,393
1,667,354
"$ 16,483,039
$204,215,255
8

850

156

Rate of Return is defined as follows:

_  Net Income
Average Total Assets

13 employees at June 30, 1981, times 12 months

equals 156.

DIVISION OF LEGISLATIVE AUDIT
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APPENDIX E

STATE OF ALASKA
DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT
ALASKA [INDUSTRIAL DEVELOPMENT AUTHORITY
SUMMARY OF LOAN TRANSACTIONS TESTED
Funded I'morel la Sot 1 Loans at August 31, 1981

(INAUDITED)
Number Percent of Percent of
of Loans $ Amount Number $ Amount
Criteria Tested Tested of Loans Te ;ted Tested
1. Note which represents
evidence of debt. 26 $6,270,000 252 252
2. Letter of intent identifying
purpose of the loan. 26 6.270.000 252 252
3. Application form. 26 6.270.000 252 252
A, Description of collateral
including an independent
appraisal or survey. 26 6.270.000 252 252
5. Proof of current insurance
coverage for collateral. 26 6.270.000 252 252
6. Financial statements for
three preceding years. 26 6.270.000 252 252
7. Federal and State income
tax returns for previous
three years. 26 6.270.000 252 252
C. Proforma financial state—
ments . 26 6.270.000 252 252
9. Approval by loan committee. 26 6.270.000 252 252
10. Credit checks and reports. 26 6.270.000 252 252
11. Compliance with statutory
and regulatory require—
ments. 26 6.270.000 27, 252
12.  Properly recorded security
agreements. 26 d,270,000 252 252
13. Assignments or guaranties
arc proper. 26 6.270.000 252 252
1A. Corporate or partnership
borrowing authorizations. 26 6.170.000 252 252
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appendix f

STATE OF ALASKA
DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT
ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY
SCHEDULE OF DELINQUENT LOANS

Ac September 30, HTHT *
(UNAUDITED)
1981
Percent of Percent or
Number $ Amount Number $ Amount
of Loans of Loans Loans 0/S Loans
Total Loans Outstanding (0/S)
Umbrella Bond Loans 120 $ “28,331,259 13z 167
Appropriated Loans 829 =143,530,459 877 847
Total Loans Outstanding 949 $176,861,718 100z 100z
Loans Delinquent
Umbrella Bond Loans
30-60 Days Past Due -0-
61-90 Days Past Due -0-
Over 9" Day3 Past Due -0-
Appropriated Loans
30-60 Days Past Due 1,674,689
61-90 Days Past Due 1,612,747
Over 90 Days Past Due 3.495,063
Total Loans Delinquent $6,782,499
Loans More Than 90 Days Delinquent
1. Ackland Helicopters 5. Preising, Wilmer
Interest Rate: 9.57 Interest Rate: 8z
Date of Loan: 01-17-80 Dace of Loan: 12-01-78
Original Amount: $104,400 Original Amount: $300,000
Current Balance: $81,900 Current Balance: $283,774.09
Maturity Date: 12-01-84 Maturity Date: 11-01-93
Amount of Payment: $2,083.34/mo. Amount of Payment: $2,867/mo.
Payments Past Due: $10,416.70 Payments Past Due: $17,202
2. Alaska Central Airways 6. Howell, Charles
Interest Rate: 9.5Z Interest Rate: 8Z
Date of Loan: 01-14-80 Date of Loan: 05-01-79
Original Amount: $281,250 Original Amount: $285,000
Current Balance: $276,326.93 Current Balance: $261,995,38
Maturity Date: 01-20-95 Maturity Date: 04-01-94
Amount of Payment: $2,939/mo. Amount cf Payment: $2,724/mo.
Payments Past Due: $20,573 Payments fast Duo: $16,344
3. Clark, Martin H. 7. Stromine, Zana
Interest Rate: 9.5Z Interest Rate: 8Z
Date of Loan: 01-31-80 Date of Loan: 06-01-79
Original Amount: $500,000 Original Amount $235,000
Current Balance: $482,780.92 Current Balance $221,663.99
Maturity Date: 02-01-95 Maturity Date: 05-01-94
Amount of Payment: $5,221.12/mo. Amount of Paymc it: $2,246/mo.
Payments Past Due: $31,326.72 Payments Past uc: $20,214
4. Arctic Mechanical, Inc. 8. Mt. Susitna Broadcasting
Interest Rate: 8z Interest Rate: 8z
Date of Loan: 10-17-78 Date of Loan: 08-01-79
Original Amount: $150,000 Original Amount: $280,000
Current Balance: $138,280.33 Current Balance: $246,678.05
Maturity Dntc: 11-01-93 Maturity Date: 07-01-89
Amount of Payment: $1,434/mo. Amount of Payment: $3,398/mo.
Payments Past Due: $10,038 Payments Past Due: $16,990

(Note:
of November, this
current status).

During the first week
loan wus in
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APPENDIX F

STATE OF ALASKA
DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT
ALASKA [INDUSTRIAL DEVELOPMENT AUTHORITY
SCHEDULE OF DELINQUENT LOANS
At September 30, 1981
(UNAUDITED)

10.

11.

12.

13.

14.

15.

Moore, Jeffery

Interest Rate: 8% Interest Rate:

Date of Loan: 10-01-79 Date of Loan: 05-29-70

Original Amount: 5167,000 Original Amount: 510,000

Current Balance: 5158,892.62 Current Balance: $6,095.90

Maturity Date: 10-01-94 Maturity Date: Until principal

Amount of Payment: $1,596/mo. and interest are

Payments Past Due: 511,172 fully paid.
Amount of Payment: $232.59/mo.

Gene"s Auto Service Payments Past Due: $465.18

Interest Rate: 9.5% (Note: This payment is due quarterly.

Date of Loan: 11-14-79 During the last week in October this

Original Amount: $187,500 loan was in current status.

Current Balance: 5166,862.61

Maturity Date: 11-14-94 ) }

Amount of Payment: 52,427/mo. 17. Zerembe Native Corporation

Payments Past Due: $9,708 Interest Rate: 7%

(Note: During the first week Date of Loan: 08-15-72.

of October this loan was in Original Amount: $5,750

current status). Current Balance: $4,633.70
Maturity Date: Until principal

Switzerland, Inc. and interest are

Interest Rate: 9.57. fully paid.

Date of Loan: 11-18-79 Amount of Payment: $122.19/mo.

Original Amount: $391,900.29 Payments Past Due: $366.57

Current Balance: $376,470.66 : ;

Maturity Date: 11-19-94 18. Royal Fisheries

Amount of Payment: $4,095.19/mo. Interest Rate: 1

Payments Past Due: $16,380.76 Date of Loan: 05-23-73
Original Amount: $7,265

College Utilities Current Balance: $5,177.96

Interest Rate: 9.5% Maturity Date: Until principal

Date of Loan: 11-30-79 and interest are

Original Amount: $171,000 fully paid.

Current Balance: $165,418.71 Amount of Payment: $347.26/mo.

Maturity Date: 11-30-94 Payments Past Due: $1,041.78

Amount of Payment: $1,787/mo. ) i

Payments Past Due: $8,935 19. Fireside Lounge
Interest Rate: 1

Aaron, Inc, Date of Loan: 01-17-74

Interest Rate: 9.5Y% Original Amount: $18,556

Date of Loan: 06-25-80 Current Balance: $18,523.08

Original Amount: $246,667 Maturity Date: Unti[ principal

Current Balance: $216,929.38 and interest are

Maturity Date: 06-25-85 fully paid.

Amount of Payment:  $5,200/tno. Amount of Payment: $394.32/mo.

Payments Past Due: $17,535 Payments Past Due: $1,182.96

Cramer, Robert 20. Southeastern Cedar Products

Interest Rate: 8% Interest Rate:

Date of Loan: 04-10-78 Date of Loan: 09-04-74

Original Amount: $298,500 Original Amount: $25,000

Current Balance: $263,314.37 Current Balance: $25,000

Maturity Date: 04-01-93 Maturity Date: Until principal

Amount: of Payment: $2,853/mo. and interest are

Payment*s Past Due: $14,265 fully paid.
Amount of Payment: $531.25/mo.

Chcna View Hotel Payments Past Due: $14,875

Interest Rate: 1

Date of Loan: 11-14-73 21. International Banquet House

Original Amount: $75,000 Interest Rate:

Current Balance: $74,840.87 Date of Loan: 01-18-74

Maturity Date: When principal Original Amount: $20,000

and interest are Current Balance: $19,503.18
fully paid. Maturity Da: : Until principal

Amount of Payment: $1,593.75/mo. and interest are

Payments Past Due: $15,937.50 fully paid.
Amount of Payment: $425/mo.
Payments Past Due: $5,525
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REPARTMENT OF REVENUE

. pouch S
office of the COMSSIOM JUNCAU. ALASKA 99811
February 1, 1982

jw21
Mr. Gerald L. Wilkerson, C.P.A. "
Legislative Auditor _ FF8 011982
Division of Legislative Audit
Pouch W

Juneau, AK 99811

Re: Preliminary Audit Report -- Alaska Industrial Development
Authority (AIDA)

Dear Mr. Wilkerson:

This responds to your Preliminary Audit Report of November 23,
1981 on AIDA, which you transmitted to me with your cover letter of
January 29, 1982.

Before discussing the recommendations of the Preliminary Audit
Report, | would like to make a few observations about its description of
AIDA's organization and function (pp. 2-3 of the Report). The first
regards the statement,

"However, AIDA remained a concept which lacked funding, staff,
and impetus for eleven years until revived in 1973 by legisla-
tion which expanded its purpose to include financing air and
\%vatelr_ transportation, pollution control, gas, and electrical
acilities.”

While it is true that AIDA lay asleep like an enchanted maiden for 11
years before the legislation referred to v/as enacted, | believe tne hand-
some prince who awoke AIDA from this slumber v/as AIDA's first Executive
Director, David A. Rose. He v/as the right man in the right place for the
first job, and without his ability and untiring efforts to make the pro-
gram succeed, AIDA might still be lacking impetus.

My second observation concerns the statement, "No bonds have yet
been authorized under Ethe Supported Stand-Alone Bond Program authorized
by the Legislature in 1981]." This is true, but without any exPIanatlon
of why this is so, it seems unnecessarily negative. The Squored Stand-
Alone” Bond Program v/as intended S|mPIy to allow "umbrella" bonds to be
issued by AIDA"for projects larger than $1,000,000 (just as it would in
its regular "umbrella” bond program for projects of $1,000,000 or less),
provided the originating financial institution retained at least 20 per-
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Mr. Gerald L. Wilkerson, C.P.A.
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Page 2

cent of the loan to be financed. The reason no Supported Stand-Alone
Bonds have been issued is the same as the reason described in the Pre-
I|m|narY Audit Report as having caused some difficulty in the regular
"umbrella" bond Program. Under the recent IRS Revenue Ruling, prodects
that are pooled together for an "umbrella” bond sale are aggregated and
treated as a single project for purposes of the IRS limitations on capi-
tal expenditures in the three-year periods before and after the bond
sale. While "umbrella" bonds still make sense for pools of projects not
over $1,000,000, the larger size of the projects for the Supported Stand-
Alone Bond Program (plus the usually larger size of the businesses pro-
posing such pTOJeCtSS) makes it virtually infeasible to combine these
F_ije_CtS for an "umbrella” bond issue and still comply with the IRS rules
imiting capital expenditures. However, these larger projects can be and
are being financed under AIDA's original bond program, the ordinary
Stand-Alone Bond Program.

My third observation pertains to the statement,

"Ho financings had been effectuated at th~ conclusion of our
review under these two programs [i.e., a taxable bond program
which AIDA is developing, and a program to purchase from avail-
able funds within AIDA the federally guaranteed portions of
business loans up to $500,000 in sue?."

As long as AIDA is able to meet its customers’ needs through its various
tax-exempt financing programs, there is no need to finance projects by
taxable bonds with their higher interest rates. As for AIDA's not pur-
chasing any federally guaranteed loans when your review v/as concluded
(which™ | presume v/as November 23, 1981), AIDA had the necessary regula-
tions adogted and was ready to receive applications under this Brogram in
October 1981. By December 1, 1901, some 13 of those loans had been pur-
chased by AIDA totaling $2,447,000 (of which the federally guaranteed
portions, which is all AIDA is allowed to purchase, came to $2,202,300).

Having made these observations, | would not like to take up and
%ddress the various recommendations contained in the Preliminary Audit
eport.

Recommendation No. 1. AIDA should adopt a policy to defer.
bond sales" if possfTiTe until maiFe'Tcoiulit'T'ons are favoraTilc.

~As a general rule, AIDA v/ould like nothing bhetter than to see
the timing of 1ts bond sales coincide with periods when interest rates
are at their lows. Unfortunately, wo did not have much success in
achieving this objective with our first two "umbrella" bond sales, as the
Preliminary Audit Report points out. However, we did have good reasons
to proceed with the sales v/hen we did, even though wo were under no
financial duress to do so.
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AIDA's first "umbrella" bonds were sold in April 1981, eight
months after the legislation enabling AIDA to issue such bonds too
effect. This unusually long delay in implementing new legislation was
particularly embarrassing for AIDA, which had made a firm commitment to
the Legislature that it would get the "umbrella" bond program up and run-
ning quickly and successfully. In order to re-affirm its commitment and
to demonstrate that such a bond program would work well for both AIDA and
the Alaskan public served by AIDA, the AIDA board believed it v/as impor-
tanltdthat we proceed with our first “umbrella” bond sale as soon as we
could.

_ Even though in retrospect it appears that wo couldscarcely have
picked a worse week in_which to go to the bond market, thatsale was a
significant success. The_SO_?_rOJects that were financed bythat sale all
received interest rates signi |cantl?/ below the prevailing level for any
other flnancm% source, and -- equally important, | believe, to those
borrowers —the rates of interest were fixed for the entire period of
the loans. Most other sources of financing would have required some typo
of floating interest rate. Thus, the borrowers were henefitted hy the
sale, and of course, the feasibility of ar "umbreli'a” bond program v/as
conclusively demonstrated.

Our second "umbrella" bond sale was held despite the adverse
market last fall because of the considerable uncertainty that had arisen
about the future of tax-exempt financing of the typo done by AIDA.
First, the Internal Revenue Service issued a Revenue Ruling (No. 81-216)
that reverses a long-standing position by the IRS and considerably
restricts the ability of bond Issuers like AIDA to pool borrowers
together for purposes of issuing "umbrella" bonds. At the same time
several important Congressmen and Senators in Washington, D.C. v/ere
reported to be cons'dering amendments to the Internal Revenue Code to
severely limit or end altogether the tax-exempt status of industrial
development bonds. The Reagan Administration v/as also rumored to be
conﬁ.lderlng making a similar proposal as part of its comprehensive tax
package.

In light o? these throats to the AIDA "umbrella" program, the
board decided to proceed as rapidly as possible to a bond sale for the
applications that had been "in the mill® when the Revenue Ruling was
issued, since under that Ruling those applications were "grandfathered."
The sense of urgency was very strong because the proposed tax amendments
were reliably reported to have effective date clause; running either from
the date of ‘their introduction or from the end of calendar year 1981.
Thus, if AIDA didn't hold the sale Bromptly while it still could under
the "grandfather" Frovision in the Revenue Ruling, there was a real risk
that the new legislation would prevent the issuance of tax-exempt bonds
for oven the "grandfathered" borrowers once that legislation v/as intro-
duced. Thus, even though we recognized that the bond market was indeed
rather "bearish," we decided it v/as more important to get the bond sale
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clggcluded before any more harm could be done by either Congress or the

All though so far no legislation limiting or ending the tax-exempt
status of industrial development bonds has been introduced in Congress,
there are still reliable reBorts that something is in the wings and will
be introduced shortly. To be r«-*y "just in case,"1 AIDA has authorized
an underwriting team to prepare the necessary documentation for a taxable
bond program. Meanwhile, we have developed a modification of the
"umbrella” bond program to allow it to continue under the restrictions
imposed by the Revenue Rulin% and have also created a "mini-stand-alone"
program for additional flexibility under the present IRS rules.

Recommendation No. 2. AIDA should comply with the provisions
of the Alaska AdministrativeTode.

The Preliminary Audit Report cites five areas in which AIDA did
not appear to have complied with its own regulations. Let me discuss
each of these areas in turn.

1. "Title 3, Chapter 99, Section 260(c) of the Alaska Admini-
strative Code requires AIDA to determine loan interest
rates after the related bond sales. AIDA placed a limit on
the amount of interest that could be charged for 166 loans
before bonds were sold to finance the loans. The effect of
this decision was an estimated loss of a%)rommately _
$7,000,000 as poor market conditions in 1981 resulted in
hl%her bond interest rates than anticipated. This $7,000,-
000 subsidy represents the difference between actuarial
loan and bond yields as calculated by AIDA personnel.”

. | have the following comments to make regardin? this area.
First, | do not helieve that 3 AAC 99.260(c) was actually violated by
AIDA's practice of committing to loans at an interest rate not to exceed
some specified rate. The regulation states in pertinent part:

The rate of interest on the authority's participation in
a real property or tanP|bIe personal pr_opert)é loan will
he determined after sale of the authority's bonds and may
not exceed the interest rate paid by the authority on the
bonds by more than the percentage permitted under the
arbitrage rules of the Internal Revenue Service.

AIDA's commitment not to impose an interest rate hi%her than a specified
amount did not, strictly speaking, "determine" at that time what the rate
of interest would be for the loan. After the bonds were sold, it became
apparent that the maximum rate permitted under the arbitrage rules would
be greater than the "ceiling™ rate that AIDA had promised, and conso-
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quently, the loans were made at the "ceiling" rate. At no time before
the bond sale was the rate for these loans actually fixed at the
"ceiling," however, since there was always the é)OSSIb_IH'[y that the
interest rates for bonds could drop and we could fulfill the commitment
at a rate below the "ceiling."

While this practice does not therefore seem to have violated the
letter of 3 AAC 99.260(c), | would nevertheless agree that it v/as a
spiritual violation.

‘This brings me to my second comment, which is that the practice
of committing to loans at nrt more than a specified rate of interest has
been discontinued and will not be resumed.

~ Finally on this point, | would note that while AIDA's early cal-
culations indicated that this practice had in fact cost the Authority
about $7,000,000, subsequent analysis by Lehman Brothe’a Kuhn Loeb, Inc.
(AIDA's financial advisor) indicates that the total cash flow from each
"umbrel.a” bond sale is positive (i.e., there is no actual cash loss from
either sale), although the return on AIDA's committed f nds in hoth cases
is significantly below what AIDA would have earned on those funds at
then-prevailing market rates. The "loss" therefore is not a realized
loss, but rather an onortunity cost in terms of foreglqne income from
alternative action. But, had interest rates moved a little higher than
they did, we might well have been looking at negative-value total cash
flows, and then there would have been realized losses as well.

2. "Title 3, Chapter 99, Section 300(h) of the Alaska Admin-
rative Code requires lending institution originators of
AIDA loans to provide a bond to ensure against errors,
omissions, and fraud. We could find no evidence that 6 of
19 originators had obtained this bond."

The protection required by 3 AAC 99.300(b) is actually provided
both by fidelity bonds and by errors and omissions insurance. It is true
that no evidence of a fidelify bond was on file with AIDA for six insti-
tutions, although one of those six has never sold any loans to AIDA  Of
the six, two did have adequate errors and omissions insurance on file
with uts.d These deficiencies in our files are acknowledged and are being
corrected.

One of the benefits of your audit has been the discovery that a
number of the bonds and insurance policies on file with AIDA would seem
to have expired, based solely on what was in AIDA's files. Consequently,
a "tickler" system has been established to keep those records current and
}otensure that there are no expirations of bonds or insurance in the
uture.

2
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3. "Title 3, Chapter 99, Section 120 of the Alaska Admin-
istrative Code requires Stand-Alone Revenue Bond applica-
tions to contain audited financial statements (unless
\aived by resolution), project descriptions, and business
histories of persons owning at least 10% of the enter-
prise. Twenty of 43 files tested did not contain one or
more of these items. Audited financial statements were
waived fo>‘ one project'without a resolution.”

. According to AIDA's Executive Director, all of the stand-alone
files contain project descriptions.

In the case of the proJect_ for which the audited financial
statements were allegedly waived without a resolution, we were advised by
counsel that audited financial statements of one of the partners in the
project satisfied the purpose of the regulation because they showed that
the one partner alone v/as sufficiently creditworthy to finance the
project. Time, under this legal opinion,, sufficient financial statements
were on file and no waiver was in order.

It is true that business histories of persons owning at least
10% of a proi'ect are notpresent in all of the stand-alone files. The
AIDAboard will consider what to do about ;his situation at its next
monthly meeting.

4. "Title 3, Chapter 95, Section 140(a) of the Alaska
Administrative Code requires stand-alone revenue bond
agpllcants to pay a $2,500 application fee. Twenty-nine of
43 fees tested amounted to less than $2500 as follows: 12
applicants paid no fee, four applicants paid $100, 12
applicants paid $500, and 1 applicant paid $2,100. No
resolution was issued to waive or modify these 29
exceptions, which resulted in a loss of application fee
revenue amounting to $59,000."

Ilhe regulation (3 AAC 99.140(a)) referred to reads as follows:

Unless waived by a resolution of the authority for ?ood cause,
an applicant shall pay a nonrefundable application fee of $2500
when the application 1s submitted. An applicai'on will not be
finally considered by the authority until the application fee is
paid. The amount paid as an application fee will bhe credited
against thr financing fee required under (b) of this section,
(emphasis added)

This regulation is not sk’11fully drafted -- the first sentence expli-

citly declares that the nonrefundable aﬁ)lication fee must be paid at the
time the application is submitted to AIDA; however, the second sentence's
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reference to final consideration implies that preliminary consideration
could be given even though the fee is not paid. This ambiguity was dis-
cussed with AIDA's hond counsel, who oglned that AIDA did not actually
have to demand full payment of the $2500 by an applicant until AIDA was
ready to Flve final consideration to the application (i.e., passage of
the actual bond sale resolution). On the basis of this opinion, the AIDA
board decided initially to process applications without payment of this
fee in cases where it appeared likely that the proIJect would be proceed-
ing promptly to sale, at which time AIDA would colfect a financing fee
under 3 AAC 99.140(b) against which the application fee would be credited

anyway.

Accordingly, until December 1, 1980, AIDA did not require the
pa%me.nt of aRP“Cﬂ“OU fees at the time stand-alone applications were
submitted. that time the hoard decided to change this policy, so as
to require partial payment ($500) of the fee at the time of submission in
order to defray AIDA's out-of-pocket costs for the legal review and
gregaratmn of the initic. "SOSOA™ resolution for the aRicant éth_e
0SOA action is the first official action taken by the AIDA board in the
course of processing an application and is important primarily for deter-
mining when expenditures for a project may oegin to be incurred that are
permitted under the Internal Revenue Code and IRS regulations to be
eventually financed on a non-interim hasis with the Eroceeds of tax-
exempt bonds}_. The remaining $2000 was to be paid when AIDA was ready to
conduct fiie financial review of the application, which would generally be
followed shortly by the passage of the bond sale resolution (assuming
everything still looked all right with the application after the finan-
cial ‘review had heen completed). The effect of the policy adopted in
December 1980 is that applicants paid only for the services they received
from AIDA, while assurm% at the same time that AIDA was more or less
reimbursed for its actual expenses in rewewmg and processing the appli-
cations, This reimbursement was, after all, the purpose in adopting this
regulation; without some such fee arrangement AIDA would simply bo ™out
the money" for its costs of reviewing and processing an application if
the applicant later changed his mind or for other reasons the project
failed to go successfully to a bond sale.

. The foregoing explains the 12 instances in which the applicant
i)ald no application foe and the 12 other ones where $500 was paid. This
$e2a1\6%s the four occasions where a $100 fee was paid and the one case of

. The first two of the $100 fee payments were for stand-alone
projects whose SOSOA resolutions were approved on October 3, 1980. Note
that this was before the board adopted the policy cl requiring $500 at
the time of submission, with payment of the balance to be made when AIDA
Is ready to begin its financial review of the project. Until that time
no fees had been collected from earlier stand-alone applicants. The
departure from the no-fee practice reflected the AIDA board's growing
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uneasiness about the possibility of incurring significant costs in
reviewing applications and then never actually being reimbursed for them
if the projects did not proceed all the way to a bond sale. In a sense,
then, these cases might be characterized as reflecting a transitional
phase in the board"s policy on the matter. However, | agree that a
greater formality in modifying the policy or in adapting it on a case by
case basis would have been preferable to what actually happened in these
cases.

The other two instances where $100 fees were paid.were projects
whose SOSOA resolutions were approved in October 1981. On August 31,
1981, the AIDA board adopted emergency regulations repealing subsection
(@) of 3 AAC 99.140, amending subsection (b) to provide for a financing
fee of $10,000 payable at the time bonds are issued, and amending sub—
section (c¢) to require the applicant to pay "other costs and fees pre—
scribed by law or agreement”. See Register 79 of the Alaska Administra—
tive Code, Appendix A (p- ER-3)* By "agreement" these two applicants
paid $100 to AIDA at the time they submitted their applications.

This leaves the unique instance in which only $2100 w/as collec—
ted. I admit that this case was irregular -- $2500 is what should have
been paid. I am advised by Norm Levesque that AIDA encountered diffi—
culty in collecting this particular fee from the applicant. Proper
procedure should have been not to allow the project to come to the board
for a bond sale resolution until the fee had been fully paid. This was
not done, however, and on July 27, 1981, a bond sale resolution for the
project v/as approved by the board. This did not result in a loss of
revenue to the Authority, however, since the applicant paid a financing
fee to AIDA pursuant to 3 AAC 140(b) when the bond sale closed. This
financing fee was greater than the $2500 that should have been received
as the application fee. Since the application fee under 3 AAC 140(a) Iis
credited against the financing fee, AIDA ultimately received (at the bond
closing) the full sum to which it was entitled as its fee for conducting
the transaction.

5. "Title 3, Chapter 99, Section 230(b) of the Alaska Admin—
istrative Code requires Umbrella Bond applications to
contain certain information, which can be waived. We
reviewed 25 of 106 funded loan files and noted the follow—
ing regulation exceptions:

a. 65% did not contain financial statements
prepared by a Certified Puolic Accountant;

"b. None contained soil tests;
"c. 21% of the files to which the requirement applies

did not contain signed loan agreements with the
bank;
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"d. 27% did not contain copies of lease agree—
ments.

e. 33% did not contain a loan summary.

"While AIDA has the authority to waive requirements,
waivers should be documented, and should be the excep—
tion rather than the rule."

AIDA generally waives the requirement for a C.P.A.-prepared
financial statement in the case of individuals, sole proprietorships and
Subchapter S corporations when the application is supported by copies of
the applicant®s federal income tax returns. The purpose of the require—
ment for a financial statement is to disclose to AIDA the financial con—
dition of the applicant. In the cases described, tax returns most often
do describe that financial condition. AIDA believes it would be un—
reasonable to expect small businessmen to bear the expense of retaining a
C.P.T when comparable and reliable information can be provided to AIDA
through the income tax returns. | agree with the point made in the Pre—
liminary Auoit Report that waivers of regulatory requirements should be
the exception rather than the rule, and perhaps AIDA should therefore
consider amending the regulation to reflect more accurately the present
practice.

Soil tests are required only when the appraisal, cost estimate
or other information indicates that there is or may be a soil problem.
AIDA relies on the originating financial institution to disclose to us
any soIl! problems and to protect the Authority against any losses.

Again, perhaps AIDA should consider a clarifying,amendment to the present
regulation.

The regulation in question does not require the submission of a
"signed loan agreement"; the most similar phrase in the regulation 1is
"signed loan application”. See 3 AAC 99.230(h)(3). One file does indeed
contain a copy of a signed loan agreement between the bank and the
borrower, but this would not have been because of any regulatory require—
ment. I wc ild also add that each closed file does contain a copy of the
loan participation certificate by the originating financial institution.

The Preliminary Audit Report refers to three instances in the
audit sample in which there was no lease agreement. In two of these
cases the files were for the purchase of equipment which the applicant
was going to use himself, rather than lease it out. No lease agreement
would exist in those cases, and so it is only natural that AIDA would not
have a copy of one in the file. The third case involved the acquisition
of retail space and office space, of which one-third was reserved for the
applicant™, own use. The financial strength of the applicant was such
that no further income from the leasing of the other two-thirds of the

pruject was needed in order for the project to be acceptable financially
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to the Authority. However, this decision should have been noted in the
loan committee approval sheet in the file, but was not. AIDA staff have
been instructed to be careful that such decisions are noted in the file
in the future.

The Preliminary Audit Report refers to five files in the audit
sample that did not contain loan summaries. Two of these files did in
fact contain loan summaries, which we will be willing to show to you if
you wish to return to the AIDA offices to inspect them. The other three
files were for applications originated by First National Bank of Alaska,
whose practice is to include a loan summary as part of the narrative in
their letters of transmittal. Again, you are welcome to inspect those
letters at AIDA if you wish.

Recommendation No. 3. Members of AIDA"s Board of Directors
should comply with the provisions of the Alaska Statute®s.

The violation referred to in this Recommendation is the first-
class airline travel by members of the AIDA board for out-of-state
travel. AS 39.20.140(b), which may under AS 39.20.180(1) apply to travel
by AIDA board members, states:

The Department of Administration may not reimburse an official

or employee or pay for more than the lowest tourist class fare
for the most direct route unless (1) tourist class accommodation
is not available; (2) waiting for tourist class accommodation
would occasion a delay harmful to the state; or (3) the Depart—
ment of Administration finds that travel by tourist class accom—
modation is not in the best interest of the state, and author—
izes other accommodation.

I am seeking the advice of the Attorney General®s office about whether
these provisions in fact apply to travel by AIDA board members, and if
they do, whether and how reimbursement should be sought from the board
members involved. Meanwhile, | have instructed the Executive Director
not to allow AIDA to pay any first-class fares for AIDA board members
unless one of the three statutory exceptions applies to the particular
case.

The Preliminary Audit Report also criticizes AIDA staff for fly—
ing first-class on Outside travel as well, although it acknowledges that
there 1is no statutory provision which prevents this practice. All, or
very nearly all, of the out-of-state travel by AIDA employees has been to
Mew York City. The mere act of flying in an airplane for nine or 10
hours 1is exhausting in itself; when this is compounded by the fact that
the staff also suffer the effects of a five-hour time difference, they
are simply in no good condition to start dealing right away with the
enormously complicated financial matters th«;+ thwwy are in New York for.
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Our choices are either to let them work on multimillion-dollar arrange—
ments under this disadvantage and simply hope they don"t make mistakes
that are too serious, or else do whatever is reasonable to mitigate the
effects of the long trip east. | believe the public interest is better
served by the latter course of action, which can then be achieved through
either of two basic ways. One, we can let them fly to New York two or
three days early, so they can recover from their flight and the jet lag.
Or two, they can fly first class, which I have found from my limited per—
sonal experience to be considerably less exhausting. Given the cost of
New York hotels (those convenient to Wall Street run over $100 a night),
I believe the latter option is more advantageous in terms of cost, pro—
vided of course that there is no undue indulging in the complimentary
drinks offered on most first-class flights. Flying first class also
gives more physical room, which would facilitate doing work while en
route. Under these conditions first-class travel to the East Coast
should be appropriate, even for "state representatives™ like AIDA em—
ployees.

Parenthetically, 1 might add that in my entire career with the
State | have travelled first class at the pub. ;c"s expense only once, and
that was from Anchorage to Washington, D.C. to testify about North Slope
oil pricing and no space in tourist class was available that would get me
there in time for the hearing.

Recommendation No. 4. Internal control over assets should be
strengthened.

The Preliminary Audit Report offers several areas of criticism
with regard to this point. | shall discuss them each in turn.

1. "AIDA employees are permitted to charge personal travel
to AIDA accounts."

This refers to a unique instance in which a member of the family
of an AIDA employee travelled to Hawaii on an airline ticket (tourist
class) that vw/as charged to AIDA. The employee entered into AIDA"s files
a copy of a personal check made out to AIDA for the $983.40 price of the
ticket. However, an examination of AIDA"s deposit slips disclosed no
evidence that this check was ever in fact cashed. After this employee
was confronted with these circumstances and afforded a reasonable time in
which to provide AIDA with a copy of the cancelled chock (which was not
provided by the employee), the employee resigned. AIDA v/as reimbursed
for the $983.40 at the time of resignation. This matter was referred to
the Attorney General for any further legal action that might bo appro—
priate.

The policy of AIDA is that all travel for purely personal
reasons be paid by the employee and not charged to the Authority. If the
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employee travels on AIDA business and takes a side trip to conduct per—
sonal business, the ticket may be charged to AIDA provided that the em—
ployee reimburses the Authority for the additional cost of his personal
travel at or before the time the airline ticket is picked up.

2. "Employees receive salary advances with unlimited time
for repayment."

I agree that the standard practice for other State officials and
employees should be followed in AIDA - namely, that standard salary
advance agreements be obtained from employees requesting such advances,
with repayment to be made in monthly installments over a period not to
exceed six months. I shall recommend to the AIDA board at its next
monthly meeting that it formally adopt this policy.

3.  "CAIn undefined investment policy resulted in the
investment of $3,900,000 of bond proceeds in low-
yield securities instead of AIDA"s customary invest—
ment in repurchase agreements. Lost interest income
is estimated at more than $19,000."

This refers to the fact that the proceeds of 13 series of bonds
from the first "umbrella™ sale were invested in special State and Local
Government Securities (SLGS) offered by the U.S. Treasury to tax-exempt
bonding institutions that need investments of limited yield for bond pro—
ceeds 1in order not to violate the arbitrage regulations for those bonds
(such a violation would render the bonds taxable instead of tax-exempt).
AIDA relied on the advice of its financial advisor (Lehman Brothers Kuhn
Loeb, Inc.), bond counsel (Wohlforth & Flint), lead underwriter (John
Nuveen & Co., Inc.) and bond trustee (Seattle-First National Bank) about
the proper and required subscription and purchase of these SLGS.

The maturity dates of the SLGS were to have coincided with the
dates submitted by the financial institutions originating the loans as
the estimated closing dates, except that AIDA understood that no maturity
date for the SLGS could be before July G, 1981. For V'c 13 loans of
interest here, the estimated closing dates ranged fro.. June 15 to Septem—
ber 15, 1S81.

AIDA had agreed that, for loans for projects that had been com—
pleted, it would fund them before the estimated closing dates. Thus,
actual funding dates ranged from April 6 to May 14, 1981. At the time
AIDA could foresee no loss from the early funding since interest rates
had been on the decline, as evidenced by seven successive reductions in
the prime rate up until then from its all-time high in December 1980.

Our expectation at the time was for further modest declines in interest
rates or a levelling off. This proved to be mistaken.

AIDA was not familiar with all the technicalities in suhscribing
for SLGS, and hence, was unaware that closing date changes for the SLGS
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could be made, or even cancelled, under certain conditions. Had we known
this, we would have cancelled the subscription for SLGS for Series 16
($200,000) of the first "umbrella™ sale, and the SLGS subscriptions for
Series 27, 35, 48 and possibly 11, 32 and 45 (totaling $1,380,000) might
also have been cancelled. The remainder of the 13 loans were all funded
after the .SLGS subscription date.

Later, during the closing for the second "umbrella" bond sale,
AIDA discovered that, subject to certain limitations, various changes and
cancellations may be made after the SLGS subscription date; however, not
even the Federal Reserve Bank responsible for processing oUr SLGS sub—
scriptions could give AIDA a complete an:wer about the procedures for
changing or cancelling those subscription;. Before AIDA holds another
"umbrella”™ bond sale, this issue will have been thoroughly researched, or
an alternative to SLGS will have been found that satisfies the arbitrage
requirements.

4. "We also noted inconsistent per diem payments to employees
with six instances of overpayment and two of underpayment.™

Tnese inconsistencies arose during a period when AIDA did not
have a copy of the State Administrative Manual. A copy was finally
obtained by the Authority in December 1981. All per diem and expenses
are now to be paid in accordance with the procedures and guidelines set
forth in that manual, which should prevent any futher inconsistencies
from occurring in the future.

5. "Long distance telephone bills of approximately $1,000
per month are paid without verifying whether calls repre—
sent authorized business activity by AIDA personnel.”

This point is well taken, and 1 have requested the Executive
Director to draft a statement to advise all AIDA employees about our
policy about not making personal long-distance telephone calls. 1 will
also recommend to the board that it consider having periodic reports
about the results of internal policing efforts to ensure that this policy
is complied with.

6. "Underwriters were paid $94,560 for out-of-pocket expenses
without an accounting. This amount included $32,700 for
travel and entertainment, and $4,250 for miscellaneous
expenses. AIDA also paid its financial advisor $17,500 for
travel and entertainment without requiring an itemized
accounting of the dates, personnel, or activities which
resulted in this expense."

Tne payment of $94,550 to the underwriters was part of the
underwriters® discount in the sale of the bonds. This discount is not
only to reimburse the underwriters® costs in preparing the bond issue for
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sale and marketing it, it also provides them with their profit from the
transaction. In a competitive bond sale, the underwriters® discount is
an important part of their bid because, if two bids have the same
interest rates but one has a smaller underwriters®™ discount, the one with
the smaller discount is uie better bid since the debt service is the same
but the bond seller realizes more of the total bond proceeds and less of
those proceeds goes to the underwriters. In the case of a negotiated
sale sucli as AIDA"s two "umbrella™ sales, the underwriters®™ discount is
part of the negotiated price for the bonds, together with the rate of
interest to be paid. In order to protect an iss""s" from conceding too
much for the underwriters®™ discount, the transaction is reviewed by the
issuer®s financial advisor as to the reasonableness of the discount and
of the interest rates on the bonds. One must r~.y on the integrity and
reputability of the financial advisor, as s™ 1 advisor®s exper—
tise, in deciding whether to accept the under./r_ters ffer or not in a
negotiated sale.

AIDA has requested and received from its financial advisor a
detailed statement of the personnel, dates and activities involved with
respect to the billing for $17,500. It will be our procedure in the
future to request such an itemization for future billings from our finan—
cial advisor.

From the foregoing discussion of Recommendation No. 4, it is
apparent that AIDA should strengthen its ystem of internal controls.
Our staff are reviewing our present pruceuures with an eye toward doing
exactly that. Some improvements have already been made, and 1| am confi
dent that additional ones will be forthcoming shortly.

Recommendation Ho. 5. AIDA should adopt a loan assumption
policy.

The concerns expressed on this point in the Preliminary Audit
Report are well foundc “, and | am pleased to bo able to state that the
AIDA board at its last monthly meeting formally adopted and approved
written guidelines about the assumption of AIDA-financed loans. A copy
of those guidelines is attached.

Recommendation No. 6. AIDA should develop a So!”?r/Serviccr
Guide® to assisTTc"ndfng instTtutTons in amiplyTng with program
requirements.

This Recommendation is well taken. A Seller/Servicer Guide is
being developed. I shall be asking the Executive Director at our regular
monthly hoard meetings for updates on the status of the guide until it is
completed and ready for approval by the beard.
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Recommendation No. 7. Electronic recording devices should be
visible and their use s"nould be disclosed to affected persons at
the time of such use.

The electronic recording devices referred to are sensitive
microphones in the ceiling of the AIDA conference room and of the Execu—
tive Director™s office, which are connected toy hidden wiring to tape
recorders. This equipment allows the proceedings of the AIDA board to be
recorded and is considerably more convenient and safer than having micro-
phones and wires running all around the room. Our regular.monthly
meetings are held in the conference room, while our weekly teleconference
meetings are conducted through a speaker-phone in the Executive
Director®s office.

At the present time there 1is nothing visible in either room that
would indicate whether the microphone and recording equipment are
operating. | have asked the Executive Director to explore the possi—
bility of installing something like a red signal light in each room that
would automatically go on whenever the recording equipment is activated.
This would prevent any inadvertant or intentional recording of private
conversations 1in those rooms without the knowledge of the participants.
Meanwhile, until such a signaling system can be installed, 1 have
requested that the following written notice be placed at the doors of
both rooms:

NOTICE: THIS ROOM IS EQUIPPED WITH ELECTRONIC RECORDIMG EQUIP-
RBrniHOSE OPERATION CANNOT BE DETECTED BY PERSONS WITHIN THE
ROOM.  PLEASE CHECK TO BE SURE THIS EQUIPMENT IS OFF WHENEVER
YOU USE THIS ROOM FOR WORK OR MEETINGS THAT ARE NOT REQUIRED BY
LAW TO BE PUBLIC.

Let me assure .you, however, that this written notice will not, in my
opinion, be satisfactory as a permanent measure. If some automatic sig—
nalling system cannot be installed or can only bo installed at unreason—
able expense, then 1 will want to explore how best to replace the present
recording system with one whose operation is more readily apparent to
persons in the room.

Before 1 close, | would like to note for the record a number of
the positive things about AIDA®s operations to date, which lie outside
the proper scope of comment for the write-up of a program audit and
therefore could not bo mentioned in the Preliminary Audit Report. First
of all, setting up the "umbrella™ program and getting it to run success—
fully was no mean accomplishment. Rather, it was the result of consider—
able herd work and dedication on the part of AIDA staff, bond counsel,
financial advisor and the underwriters. As a result of their efforts
some 104 projects totaling $53,265,000 have been funded at fixed,
tax-exempt rates through the "umbrella™ program as of December 31, 1901.
Another $234,023,000 worth of projects were "in the mill" as of that
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date. Moreover, this program has been able to continue to work smoothly
and with minimal disruption of services to the public, even though a
major ground rule was changed in mid-stream by the IRS. While certainly
not without its problems, AIDA"s "umbrella”™ program has been a remarkable
success in the short time it has been iIn operation.

The accomplishments in the "umbrella™ area have not meant that
AIDA neglected its original program, the stand-alone bonds. During 1981
some $90,955,760 of stand-alone bonds were issued for 22 different
projects.

Also during 1981, AIDA was charged by the Legislature with
responsibility for implementing a loan program for small business working
capital and inventory loans, under which AIDA was to purchase the
federally guaranteed portion of the loans (usually guaranteed by the
Small Business Administration). In the five months in 1981 after that
legislation took effect, loans totaling $4,228,575 had been made under
this program, of which the guaranteed portions purchased by AIDA came to
$3,805,717. According to the applicants® own estimates, these loans
accounted for some 32 jots that would otherwise not exist. More than 30
percent of the number of loans were to borrowers seeking less than
$100,000.

And, as one last toot on AIDA®"s horn, 1 would point out that
AIDA has taken the precaution of developing a contingent, taxable-bond
program chat will be ready for quick implementation in the event Congress
amends the federal tax laws so as to end or greatly curtail the tax-
exempt status of industrial development bonds such as those which AIDA
issues. In contrast to the situation that developed with Alaska Housing
Finance Corporation in 1979 when Congress started changing the rules for
tax-exempt housing financing, AIDA"s program will not bo dead in the
water if adverse legislation is introduced or passed. The ability of
AIDA to continue operations through the taxable bond market if necessary,
albeit at higher interest rates for the borrower, will prevent the Legis—
lature from coming into session in a crisis atmosphere, as was the case
with AHFC.

Finally, and in closing, let me take this opportunity to con—
gratulate you on the thoroughness of your audit. Despite the minor flaws
which 1 have pointed out earlier, the Preliminary Audit Report has been
of great usefulness, and | am sure that the Authority will be better off
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as a consequence of it. Thank you for affording me this opportunity to
respond and at such length.

Very truly yours,

Thomas K. Williams
Chairman, AIDA

Attachment
TKW:tw
cc: AIDA Board Members

H. A. Hoffman
Executive Director, AIDA
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TO: HA.. Hoffman

Executive Director <

FROH: Wayre A. Williams

Deputy Director (Credit)
DATE: Dectober 29, 19(31

SUBJECT: Proponed Policy Cuidelinee

ASStMPTIOH POL:CT GUIDELINES - UMBRELLA LOANS

In considering an assumption policy on AIDA loans the Authority ha» three
major concerns:

1) IIIDA mustnot be uncd an a refinancing vehicle,

2) AIDA oustrot be involved :in inventory type financing.

3) AIDA muntretain its security positionon all loans.

To satisfy these concerns, assumption requests vill be considered on a case by
case basis, conforming to the following guidelines:

1) The assumption will not effect the tax-exempt status of the
bonds after specific nfo \ocr*Jl cotthsc 1.

2) The anaumptor shall be an equal or stronger credit than the

o r i g 1 n a |l AIDA borrower.

3) The party or entity assuming the mortgage, the assumptor, cannot
have beenn party or owner of interest in the seller of the
property, if a sales transaction wso involved in the original
loan.

A) No assumption will be allowed during the firat 232 of the term
of the loan and in no event during the firat two years,
regardless of term.

5) The use of the property shall remain substantially the same

sfter the assumption so as to retain the profitability of the

property.
SUBORDINATION POLICY - APPKOPRIATED LOANS

Loans uithin the appropriated loan portfolio may be subordinated to an AIOA
loan provided the request involves the same financial institution and provided
the total debt against the property meets all AIDA loan guidelines. Also,
such subordinations will be approved only if the Financial Advisor and Bond

Counsel have no objections.
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Introduced: 1/29/82
Referred: Labor & Commerce and
Finance

BY THE LA~ DR AND
IN THE HOUSE COMMERCE COMMITTEE

HOUSE CONCURRENT RESOLUTION NO. 56
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE - SECOND SESSION
Relating to the policy of the legis—
lature concerning telecommunications.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
WHEREAS a significant®and increasingj"amount of public money is being
invested in telecommunications systems: and
WHEREAS the private sector that deals in Alaska telecommunications has
faced increasing competition from government as a result ofJincreabing}state 96
alth and expenditures for telecommunications 5 and
WHEREAS the private sector 1is the foundation and vitality of the American
economic system: and
JTWHEKEAS state government should encourage private enterprise and incen—
tive; and~7
WHEREAS the Alaska State Legislature has not adopted a policy regarding
the burgeoning telec~umunlcations system*
HE 1T RESOLVED that the Alaska State Legislature shalL consider the
following guideline: when considering telec mmunfeations lappropriationsr Y-
(1) to the extent possible, the divisions of telecommunications
should procuri”servicet)] from private enterprise or certified and franchised
utilities and contract for the construction, management, operation, and
maintenance of telecommunications systems;
@) the extent possible” the divisions of telecommunications
shouldjfreduce or”~[elimtnate airwave interference of state-owned or financed

stations with privately owned and u,>rated cable television stations:
(3) unnecessary regulatory and government barriers which impede
growth and development of~new and innovative”services by the private sector
-1- HCR 56
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should be removed;
(4) companies owned pmcTJoperated by residents Qr Alaska a d based

in Alaska should be considered before companies from other states when tele—
communications goods or services are needed from the private sector;

(5) Alaska®s villages should have the opportunity to own, operate,
and maintain their own satellite earth stationsf <ft”

(6) in-state programming beneficial to both uroan and rural resi—
dents should be cost effective and the production of these programs should be
available to the private sector on a contract o, bid basisjf? and be it

FURTHER RESOLVED that the legislature encourag”sj”~ramercial radio and
television news coverage of the legislative aessionsM*spakiog”eg”pjitientr,

and. satellite"timeavailable_to-the.private secrtretej »

KA iy

HCR 56
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A consumer advocate and former FCC commissioner argues that the federal government
IS turning its back on one of this decade’s most fundamental issues. He says it's time for

the states to respond.

Communications Policy:

I’m happy to see that state legislators are beginning to look carefully at the
issues raised by communications technology and the mass media— because
the job of dealing with those issues may be up to you.

The federal government appears ready to abdicate its responsibility for
communications. Congress and the Federal Communications Commission are
stumbling over each other to see which can deregulate most rapidly and most

State Legislatures/October 1981

completely. If anything constructive isto happen, itwill have
to come from the states. In recent years, of course, we’ve
looked to the states— not to the federal Government— for
most of the worthwhile innovations in politics and govern-
ment. Now, in the field of communications, we must look to
you again.

Your own NCSL Annual Meeting shows the impact of
the media and of new communications -echnologies. Most
of the major speakers at this year’s meeting were media
personalities. You held a plenary session on communica-
tions technology. You helc a concurrent session on the
electronics revolution, and two sessions on fiber optics. You
showed a series of movies and videotapes on communica-
tions issues, including a particularly notable one called
“The Information Society.” The Legislative Information

Ifthe States DontAcCct,
W ho Will?

Nicholas Johnson



Needs Comminee of your Assembly on the Legislature
held a session on electronic media. Your compi ler ap—
plications staff ~ec:ion is addressing communications
issuies. The NCSL Denver office operates a computer-
based Legislative Information System, which isbeing used
more and more uv legislatures across the country.

It's clear that state legislatures are starting to use new
technology intheir own operations. The next step, Ithirk, is
for legislatures to address some of the communications
policy questions before this country. | realize that the
states have not been called upon toaddress these Tssues in
the past, but the times require that you address them now.
We have already seen that communications technology
has the power to reshape an entire culture- sometimes
for the better, sometimes clearly for the worse. Surely
someone has to confront the implications of that power. If
that someone is not you. who will kbe?

A syou enter the world of communications policy,
kKt me suggest a few basic points for your con—
sideration.

The firstmay already be familiar t some of you, but it
deserves emphasis here: We have become an inlormation
society. Over half of thn gross national product inAmerica
is related to the information business; over half of the work
lorce isemployed in the information fiekd. Information B
what we do today, as a society and as an economy. Ikis el
business of America. That fact has an impact on your job
and how you do it ithas an impact on your children and
their future, ana. not lesst, kthas an impact on your consti—
tuents— treir lives, trsirwork, their future.

The ways inwmch &has an impact are almost limitless,
because every new technology has unintended conse—
quences When tne automobile came along, Henry Ford
didh"t invent assembly-line processing In order to akter
teenage courtship pattems in this country; that was a con—
sequence of his innovation, but kwasn™t the purpose of ik
So kiswith today™s communications technology. Many of
the people who produce and market ti»s technology may
simply be trying to make a buck— but in the process,
they"re causing a revolution as vast as those associated
with the telephone and the automobile.

The point coukd be illustrated with any numbei ol ex—
amples. Let us tum fora moment to the most obvious and
significant one: troaocasl television.

Television has taken over. kkhas become what we do as
a people. Americans are watching television for an
average ol 30 hours aweek per person— which means, of

course, that many people arewatching even more. That 30
hours is almost the equivalent of a full-time job; and the
number of people who watch television- the number of
people whose viewing habits are reflected in that
average— isthree times the national workforce. We work,
we sleep, we eat— and we watch television. That iswhat
we do as a human species, and that has obviously had an
impact on us.

As technology develops, the impact will nultiply. We
have already seen the impact of television on the family.
We will see the impact of new technology on education. We
will see that & can be an altermative to transportation.
(While inAtlanta to attend the NCSL Annual Meeting, Ipar—
ticipated in more than 20 other conferences around the
United States, via computer terminal- and you could do
the same. At the same meeting, we...saw a satellite
demgnstrationjhat linked Atlantawith Alaska. And with the
coming of holography, you can bring a three-dimensional
image 1o the stage at your meeting— a speaker who can
tum around and walk across your stage, but who will ac—
tually be in Los Angeles, Washington, lowa, or any other
point in the country.)

The potential of communications technology as an alter—
native totransportation means that kwmllalsohave- and is
already having- an impact onwork. More and more of the
work done inan information society could as well1e done
out of ihe home. Why does a business person ha e toget
into a S*00 suit, climb into a $12,000 car and drive down a
$10 million highway togo up ina $35 million office building
o siton the top floorand .., answer the phone? Or do dicta—
tion? Or stand around and watch the computer? We can do
al ol those things at home. These factsare true loran evei-
increasing number of American workers. The implications
a.e not uniformly benign (a kot of people don*t wani ireir
spcuses at home dl day log), tut the facts are in—
escapable.

T he.® are other kind: of impact: on medicine,
on business, on farming— and on politics and
governing,

Representative democracy isno longer technologically
necessary. Inthe past, one primary reason for representa—
ticnwas the simple fact that not everyoro could get on his
horse and go down the muddy road to the state cgpitol, To—
day, of course, that consideration no longer gmplies. We
dill have a representative system of government; we ill
Iie inaworld where most citizens do not choose to spend
the time that elected officials spend on politicsor on the in—

Slate Legislatures!October 1931



tricacies ol comolex political issues. But they could do it
and could make :reirvotes neard- by radio, closed-circuit
television, or computer teeconferencing. We could have
direct tiemocrary. Tha; factalters theway inwhichyouap—
proach your jabs.

As citizens begin to use more information, more often,
one of the major problems we begin to confront isthe gap
between the infomnation-rch and the information-poor. It
usév to be that re public orary made available toevery—
one inour society, equally and at no charger-the informa—
tioal riches ol the kings. Tre library isdill there, but ithas
been joined by a nost of orer information resources- not
al of which are so readily available.

Not long ago Isat in Irar.: of a computer terminal called
Lexis, which provides access to a body of legal material. k
costs S125 an hojr to use. How ¥sa poor person going to
get access to information like that? Will &be made avail—
able at the library™? For free? Ifnot, who will pay O it?

Ifno one Isgoing topay < i, and ifthe poor personcant
get access 1o i, tnenyou w. thave awidening gap between
those who have information, which means power, and
those who do no: have infomnation- or power.

0 ne other issue must be mentioned, because ik
may be the single most pressing issue incom—
munications today, the takeover of the demo—

cratic process by those who own and operate the means

of distribution.

"Means of distribution” refers not just to over-the-air
broadcasting, but also to cable television and satellites
The same thing shappemrg ineach case, and khas an
adverse impact on everyone: the poor, the working class,
the consumers forwhom Ispeak— and even the largest
corporations n tr, scountry We re talkingabout a situation
where Mooil Oil can*tbuy tineon NBC. We"re talkingabout
a situation where MCA. which owns Universal, can™t buy
space on a satellite.

Information is what we
do today, as a society
and as an economy. It
IS the business of
America.

State LegislatureslOzlobe r198;

The current Administration talks about ""unleashing the
marketplace." Letme illustrate foryou what the communi —
cations "marketplace™ can look lilke. In lowa City, lowa, |
gt on the Broadband and Telecommunications Com—
mission. There are people inthat citywho would like toget
Ted Turner®s Cable News Network. ltcosts 15 cents a
month. They"re more than willing topay 15 cents amonth,
so0 you"ve got awilling buyer and awilling seller. Under the
freeenterprise system, we ought tobe able topay 15 cents
and get the Cable News service, rigit?

Wrong. The people running that cable system in lowa
Citydon twant tooffer Cable News Network. And the cable
system iscontrolled by acompany inDenver, which intum
is controlled by a company inNew York, and all of them
have decided that Cable News Network will not be on that
system For the Cable News Nelwork, there is no
marketplace in lowa City.

Somebody has to address this kind of problem, and &
has to be the slates- because nobody inWashington i
doing anything about it Its the communications issue of
the hour: Will the people of this country— big business,
small business, citizens, al of us— have access to these
over-the-air stations, these cable systems, these
satellites? Those wno own the means of u.stribution say,
ineffect, "No, you won"t have access. The power belongs
to ws. Ifyou want to ship out your message by satekCile, go
buy your own rocket and launch your own satellite. Ifyou
want lo broadcast a message over >he air, go buy your
own S50 million television station.”

Isay that"s unacceptable. Iltmay be permitted under a
narrow and obsolete interpretation of the First Amend —
ment, bul itis totally at odds with the principles underlying
the First Amendment. And Ithink our understanding of the
Hrst Amendment has tobe modified and updated to Uit
this age ol giantism in communications distribution net—
works.

In this case, as iIn many others, communications
technology poses some of the sharpest questions before
our counlry today, 1hope that the states will be full part—
ners in fhe search for answers.

Nicholas Johnson, an attorney who served as an FCC
commissioner irom 1966 lo 1973, is chairman ol the
National Citizens Comrr unications Lobby. The loregoing
article was frawn irom his remarks to a plenary session
ol the 198; NCSI1 inual Meeting in Atlanta. For further
information, contact Nicholas Johnson, P.O. Box 1876,
lowa City, 1A 52244.
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February 3, 1982

The Hon. Terry Martin

Chairman

House Labor & Commerce Committee
Pouch V

Juneau, Alaska 99811

Mr. Chairman:

.ly name is Allen Blume, and | represent TELELINK Communications Inc., a new,
Alaska-based firm that specializes in teleconference service delivery and
general telecommunications consulting. The principals in TELELINK have bet—
ter than twenty years experience in technical, economic, regulatory and user
applications of telecommunications.

We strongly support the provisions of HCR56, especiallysections(l), (3),

(A) and the legislative coverage provision. Our testimony today will focu6
on these points, and what we feel are competitive trade barriers thatwe have
met in attempting to do business with the state.

Item 1: The state should secure services from private enterprise or certified
and franchised utilities and contract for system operations.

We agree. In the six months that TELELINK has been operational, je have con—
tacted at least eighty of the divisions, sections, boards and commissions of
the state to offer demonstrations of our Conference Message Exchange (CMX)
teleconference “rvice.

Our service provides:

. Moderated teleconferences

. On-line user training

. Optional automated teleconferencing

. Direct-dial access from any standard telephone

. Digital facsimile, computer text and slow-scan
television interconnects

. Complete inuerconnectability with the Legisla—
tive Teleconference Network and Learn/Alaska.

By providing working demonstrations and free half-hour blocks of time to

potential users we thought to encourage examination of our product, and stimu—
late innovation in problem solving by the agencies.

Teleconferencing and Informatics o P.O. Box 1608 . Juieau, AK 99802 ¢ (907)586-6228



Mr. Chairman, it is no secret that the cost of state government has gone off
the map, because of increased demand for services by the public. It is also
no secret that one of the greatest single costs of government, in a state as
large as Alaska, is travel in support of government operations.

This year the Governor and the Alaska Legislature have made public pronounce—
ments about their intent to "hold the line"™ or "cut"™ this runaway spending.
Yet, iIn none of these statements is there an offer or demand to look for
efficiencies that will avoid impairing the necessary delivery of programs.

It is small businesses such as TELELINK, the growing mini-computer industry
and other direct providers of telecommunications goods and services that will
make the budget cuts feasible, without damaging essential programs.

Sec. 1 of HCR56 is a vital first step, but it must be carried out with enthu—
siasm and commitment. Agencies of the executive, legislative and judicial
branch should be encouraged to use contemporary communications technology and
providers to evaluate their existing medium with an eye towards improvement;
and where they insist on traditionally inefficient techniques - be appropri—
ately penalized.

In this same light, and although the measure is not before this committee to—
day, we support HB 506 appropriating $40 million to a telecommunications re—
volving loan fund, with some changes.

Item 3: Regulatory and government barriers should be removed.

We agree. Yesterday we requested of the Director of Legislative Affairs
Agency a memoranda outlining the applicability of provisions of Executive
Order 50 realigning state telecommunications services, to the operations of
the Legislative Teleconference Network.

While we recognize that the legislature Is an entity unto itself for certain
purposes, It seems inconsistent that some levels of government would be bound
by standards of fairness and economic equity, while oi.ner6 are nor.

We would hope that the provisions of Sec. 3 would be equally applied to all
branches of government.

Item 4: Alaskan firm6é should receive fir6t consideration.
Again, we agree. We would not rule out use of other qualified firms, but

obviously it is in the state"s economic and social interest to promote local
enterprise.



Legislative Coverage: In this we also concur, but would suggest that tnis
scope of activity be broadened to encourage other technologies to enhance the
operations of legislative reporting services; individual newspapers and other
related community information programs.



COMMUNICATIONS INC.

CONFERENCE MESSAGE EXCHANGE (CMX)

TELELINK"s new CMX service is an innovative approach to providing business

and government with a cost-effective alternative to escalating travel expen—
ses and lost executive productivity. CMX is a teleconferencing system reach—
ed by dialing from any standard telephone set, and, doe6 not require the use
of operator handled calling, eliminating special charges and delays. Besides
helping managers to save on tight travel budgets, CMX may actually increase
office productivity because of i1t"s time saving nature.

TELELINK®s CMX services are tailored to assist both large and small organi—
zations in an easy to U6e, affordable manner. Our on-line telemoderator
assists the customer in teleconference set-up, monitors line quality, and
assures asuccessful conference. With TELELINK®"s CMX service, access to a
world of nev and timely methods for conducting business are as close as your
telephone.

SERVICES

CONFER-CALL - CONFER-CALL 1is used for general teleconferencing. It is
oriented towards staff, board, committee, sales, rr field
office meetings needing fast, economical connections from
multiple locations. CONFER-CALL is also ideally suited
for special applications such as; new product promotions,
political caucuses, workshops, seminars, and training ses—
sions .

AUTO-CALL - AUTO-CALL provides CMX users with cost saving teleconfer—
encing during off peak hours. AUTO-CALL is for CMX users
who do not require a telemoderator. Associations, profes—
sional groups or others not needing teleconferencing dur—
ing the normal working day can use the fully automated CMX
AUTO-CALL service.

DATA-CALL — DATA-CALL 1is used to enhance an audio teleconference with
computer graphics, visual materialb and is especially use
ful for conference notes, agendas, and records. Customers
use their own data terminals, word processors or facsimile
machines. DATA-CALL can be used in conjunction with other
CMX services providing the hard copy needed during meetings.

RATES

CONFER-CALL - $.380 per minute, per locm "fin with 1/2 hour minimum.
Reservations are requirer least 72 hourr in advance. A
$30 fee will be charged fc.- :ancellations wilhin 24 hours
of scheduled times.

Telecommunications and Informatics . P.O. Box 1603 < Juneau, AK 99802 <« (907)586-6228



>.UTO-CALL - $.275 per minute/per

location with a maximum of 16 partici—

pants. AUTO-CALL is available from 8:00 pm PST until 6:00
am PST. Reservations are required.

DATA-CALL — Prices for DATA-CALL are quoted separately and may vary
according to the type of data equipment used.

OTEER CMX SERVICES AND RATES

RECORDING AND CONFERENCE TRANSCRIPTION -- TELELINK will provide users of

CALL-OUT CONFERENCE REMINDERS

CUSTOM TELECONFERENCE INSTALLATIONS

TELEPHONE COMPANY CHARGES

CMX services with a master cas—
sette tape or type transcrip—
tions of teleconferences.

$12 per cassette or $10 per
transcribed page.

Teleconference reminders or con—
feree additions can be handled

by our CALL-OUT service.

$2 per call and any long dis—
tance charges.

TELELINK will install customized,
in-house teleconference equipment
selected from several types of
equipment and systems. Lease or
purchase options are available.

TELELINK 1is not responsible for
tel -phone company local or long
distance charges. TELELINK has
made every possible effort to
configure it"s CMX service so that
customers telephone calling char—
ges are minimized. On request,
TELELINK will make arrangements
for customers with special bill—
ing requirements.
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How can you, reach a lot of peo-
)le, In many"cities, ah at the same
ime and in @ memorable manner?

BP]/ satellite, that’s how.

The, same. technolo% that has
made it possible to laugh with the
Chicago Cubs and ciy over the New
York Mets in the Honvacy of your
own home now offers public rela-
. tions and marketing types a new ve-
hicle for reachmq nusands of peo
Pe|se,3|multaneousy in scores of Cl7t-

- Called_“teleconferences,” these
closed-circuit, satellite-beamed  af-
fairs are heing used b¥ companies of
all descriptions to transmit their
sales-m?twatmnal sessions and pro-
motional messages. .I.
1 The programs can originate In
virtually” any th,. Then, Tthey are
bounced off satellite; (the sanie sa-
tellites that transmif programmin
to cable-TV companies) and are re-
ceived In am{ other large or mMium-
sized cify Inthe United'Slates. = -
"Thi$ is the coming thing," s™vs
Steve Sinsheimer, satellite network
coordinator for Jim  Sant'Andrea
Inc. of New York Cty. "It's growing
and growing every day."

Sinsheimer'e company, ors of
several that now specialize n pro-
ducing these affairs, last fall handled
a, 59—Clt?/, gxtravaﬂanza for Norwe-
gian Cafibbean Lines.

The_company was [nterested |
promoting 1ts 199 cruise schedule
and marketing programs, and more
than Cooo trav?l agents throughout
die United Stales, were exposed to
that information simultaneously and
in h|gh ste(le, accordm[% to Frar Sev-
cik, an NCL spokeswoman,

, "T[ad|tﬁ),nallm a lot of

lines, including NCL, have

shows, but to hit so many

would have taken months,”

"This way, we not only were
broadcast the information, but
also had a phone-in system sq we
B%Lélg,,get questions and odier feed-

A similar two-way system was
used by the Ford Motoyr C%. tolink up
102 cities for a press conference that
promoted the comPany’s 1H2 auto-
mobiles. An esdmated 700 reporters
attended the sessions, which were
broadcast over a hcok-up operated

by Hi-Net Communications, u divi-
5|¥)n of ollé:ayrqnnsqnc.

"This is a new technology, a new
Waz_ of domg business, s"aYs Mike
Dabis, a Ford spokesman. "It costs a

8 Bg&ﬁeolf,money, but we get to a lota

Sinsheimer says costs vary, de-
Pendmg on the scope and natire of
he program, hut a 3|mB|e show
beamed to 20 cities, can be boughf
for about 5100,000.

In fact, he says, almost any com-
pany can afford Nl
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Introduced: 1/29/82
Referred: Labor & Commerce and
Finance

BY THE LABOR AND
IN THE HOUSE COMMERCE COMMITTEE

HOUSE CONCURRENT RESOLUTION NO. 56
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE - SECOND SESSION
Relating to the policy of the legis—
lature concerning telecommunications.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
WHEREAS a significant and increasing amount of public money is beirg
invested in telecommunications systemss and
WHEREAS the private sector that deals in Alaska telecommunications has
face™j increasing) competition from government as a result of increasing state
wealth and expenditures for telecommunications! and
WHEREAS the private sector is the foundation and vitality of the American
economic system* and
.s'"" WHEREAS state .~government should encourage private enterprise and incen—
tive j and- j
WHEREAS the Alaska State Legislature has not adopted a policy regarding
the burgeoning telecommunications system!
BE IT RESOLVED that the Alaska State Legislature sha]
following guidelines when considering telecommunications
(1) to the extent possible, the divisions of telecommunications
should procure aer-vi-ees from private enterprise or certified and franchised
utilities and déagtract for the construction, management, operation, and
maintenance of telecommunications systems;
(2) Bo-fdu-oM«nt possible, the divisions of telecommunications
should eetfaee or eliminate airwave interference of state-owned or financed

stations with privately owned and operated cable television stations)
(3) unnecessary regulatory and government barriers which impede
growth and development of .new jm*d~Tmovative services by the private sector
1- HCR 56
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should be removed; Y\
y
(4) companies owned a«d operated by residents of Alaska and based

in Alaska should be considered before companies from other states when tele—
communications goods or services are needed from the private sector;
(5) Alaska®"s villages should have the opportunity to own, operate,

L ) . . thyohm
and maintain their own satellite earth stations i L

(6) in-state programming beneficial to both urban and rural resi—
dents should bn cost effective and the production of these programs should be
available to the private sector on a contract or bid basis; and be it

FURTHER RESOLVED that the legislature encourages tor ercial radio and
television newd :overage of the legislative sessions, by-waking- e<juiproent,

space-y-and—s<fitelTl-te -lime available to the private sector.

HCR 56
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FISCAL MOTE

HCR 55

Billto""PtTh"carof the L5gi”aturG-corrcsi’TTtng” Te"lecGirji!i!*(ricatiuns

"scuisiidov-

11, FISCAL DETAIL
Agency Affected

Program Category Affected
LRU, Program,

Herbir*1:crb™07;' g ;Td-OV3  fgrertttaaii Ltus

or Subprograms) Affected

f5:1'r:., JSr7T7TT9S2

Adninlstrat on

1™ “ecoiit”.iumcations

(‘lore: If more than one budget component is affected, separate line-item
amounts and funding for each component in the rnalysis section.)
EXPENDITURES  (Thousands of Dollars)
FT 82 FT £ FY e ™ C- FY co FY (7
DO PERSONAL SERVICES
200 TRAVEL
30C CONTRACTUAL e e
AOO COMMODITIES -
SCO EQUIPMENT
600 LAND f. STRUCTURES
700 GRANTS,CLAIMS,ETC. *
1 - 1_ n
TOTAL
FUNDING  (Thousands of Dollars)
: -~0 5. 0 0 | 0 i )
CB\E?.;.;. Fi ;
IF." cTi. FU'DS . .
01 (Spec ify Sourc  Teeeeen eeeiiils |
1
=y; IT_10MS
1V, TIiME ]
? R ""THE 1 1
TEi.1 ———RY , 1
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MTR 56 .vonld MHME no fiscal impact cn Uir D-.oai"tmun ; of A.irainisirs tier.
/ -hV:
/0 b
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Origin * 1is itiva Finance PHONE <165 1-./. L
: c". "o - s . Libor and Commence Committee
33_ it T-fcil i -1 Keith Specf ing
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nchorage

Representative Terry Martin
Pouch V
Juneau, AK 99811

February”2, 1982

Dear Representative Martin:

Please consider giving your support to the Alask 1 Public Broadcasting
Commission®s Capital Improvements Budget Request for fiscal year 1983.
The amount of this request is $2. 29,500.00. It will fund improvements
at existing public radio and television stations all over the state.

KSKA 1is, as | hope you know, Public Radio in Anchorage. Our portion of
this budget request amounts to $108,000.00. We will use this money for
the following things:

1. "Translators" for Rird, Indian, Willow, Wasilla, and Talkeetna.
A combination of geography and radio technology now makes it im—
possible for these communities to hear KSKA. We have had numerous
requests for service from residents of these communities. These
translators will bring our signal to them.

2. A new production studio - wehave in the last year made a major
effort to increase publicinvolvement in tne sound of KSKA. We
now have approximately 75 individuals producing our programming as
unpaid volunteers. About 372! of KSKA"s air time is filled with
programming produced by Anchorage citizens. Most of these volunteers
pre-tape their shows prior to broadcast. This is done in our exist—
ing production studio. This facility ispresentlybeing used almost
constantly from 8:00 - t011:00 P.M., seven days a week. We need
an additional production studio to allow even more Anchorage residents
to produce public radio at KSKA.

3. A remote broadcast kit - this will allow us to broadcast live enter—
tainment and public affairs events in the Anchorage area. This Iis
part of an attempt on our part to become more responsive to the
community we serve.

I think 1t is also important for me to point out that we are not just seeking
our funding from government sources. Below is this year!; revenue mix for KSKA:

APBC 185,300 LM
CPB (FED) 55,000 135!
PRIVATE
SOURCES 182,000 A3%
Grant Hall, A.P.U., Anchorage, Alaska 99504 Telephone (907) 276-3000

Aurora Community Broadcasting, Inc., a non-profit corporation funded in part by the Alaska Public Broadcasting Commission



In addition, we are attempting to raise from private sources $100,000.00
this year to purchase a new transmitter. As you ity know, one of KSKA"s
biggest problems has been a weak signal. We expt :very soon to receive
approval from the F.C.C. to greatly increase our signal strength. As 1
said, we hope to accomplish this without seeking unds from the state.

I have enclosed copies of our program guide, and our portion of the APBC
Budget Request. If I can help you in any way, please call KSKA at 276-3000.
Also, Charlie Northrip, Executive Director of APBC, will be happy to
provide any additional information you need.

Thank you for your attention. 1 hope you can help us in some way.

Sincerely,

Mike Mense,
President
Aurora Community Broadcasters, KSKA



4 Projoct Tula LocaiionUiAnchorage/Bi rd/ Election Districts Servod Start Date Completion Date

KSKA: Production Equipment;SCA;Translators Indian/Wiliow/Wasill a/ 7-12; 6; 13 Sept.1l, 1982 June 30, 1983
Ia 1keetna : '
overatiold LK€ First Ultimat GOVERNOR'S REQUEST
AGENCY REQUEST gp,\?(r)é E)erggonnesl Opelrrastlng AnnuaF Approved Deferred Disapproved
Increase - (Decrease) Year "84 Yea, 784 1 1 L.
1002 Fcdoral Receipts Fedoral Receipts 1002  Fodorat Receipts
1003 G/F Match Fundino Genoral Fund 10. o 10.0 1003  G/F Match
1004 General Fund 10S.8 Source 1004 Genor/r Fund
1005 [/A Roc pti 1005  I/A Hecoipts
GO. Oonds Total Annual Operational Cost 10. 0 10.0 GO. Oondf
Position (FTE) 0
Previous Year-Priority Agency Priority Governor's Priority
Total 108.8 flA 83- 9 Tolal

PROJECT DESCRIPTION

This project will create a second production control room at KSKA, which will result in increased local program
production.

It will also provide improvements in equipment in already existing production facilities at the station, thereby
increasing the capabilities of those facilities as well.

A separate and unique portion of the project will purchase equipment that will provide a radio reading service for
the blind. This special program service will be broadcast as a part of the station®"s main signal but will only be
capable of reception by special receivers.

The largest single portion of the project will allow the purchase and installation of translators to make the KSKA
signal available to the following areas: Bird; radian; Willow; Wasilla; and Talkeetna.

The project will also provide funds for the purchase of a remote production kit, for use by all public stations in
the State.

category  General Governmi)t FY &
PROJECT DESCR'PT'ON agency llept. of Administration Rk 29 ul 49

35a proposed CAPITAL pPrROGAM  Telecommunications

0f.]1<.1(7-0)

ROIJECT

Alaska Public Broadcasting Comm.



Budget Year Budget Year Budgat Year Budget Yaar Remaining

Capl13£CPHTS%I€FC|[OVEV>)<F)9”d'“”e* Total Budget Year Plus 1 Plus 2 Plus 3 Plus 4 Cost
Planning and Engineering
Land
Construction
Equipment 1HRH HIP. A _Q n__ - o . n
Administration and Other
Total Annual Expenditure (Capital Colt) 108.3 10R. Fi n n n 0 0

Project Justification
PToJact Typ*

DISCUSSION OF THE NEED FOR THE PROJECT
CD OultdIng Construction (Cl

KSKA"s current on-air and production facilities require the replacement of turntable O Other Improvement (Il
preamps, audio tape recorder heads and other items in order to maintain a level of ED Equipment (E)
technical quality expected of FM broadcasting. In addition, the station®s major ED Land (L) .

_ - - - ., - - CD Professional Services (Pl
commitment to news and public affairs requires the purchase of additional equipment 07 Other (Ol

to be used in electronic news gathering.

KSKA, existing as it does in the State"s largest population area, deals with large
numbers of volunteers who participate in the production of KSKA programs. That large

volume now requires a second production facility in order to utilize all or the Project Chiractor Inics

talent available. CD To'.ally Hrw Facility
0 Addition to Exliting Facility
Similarily, because (f its location in a large population area, a significant number O3 fUnovAtlon of Exliting Facility
of blind citizens are within KSKA"s listening area. The subcarrier generator O Major Malntananca or Repair
proposed by KSKA to provide a reading service for the blind will provide the only ‘:'SF“F’%'?{”“E” Pbrle"'(‘:’US'ylAtl?‘horlxad
such service in the entire state. goflg O'f gavgrélalghioMn;pelon
O Major External Funding Sourca
As stated in forms 31 and 32, the APBC"s philosophy 1is to use translators wherever O Otltar
possible to extend the reach of public broadcasting. KSKA proposed to extend its
ser. ice to the communities of Bird, Indian, Willow, Wasilla and Talkeetna. Without
the translators, those communities would not receive an acceptable public broadcast
signal. Slta Features
NO  YES

Toe remote production kit will be held by KSKA (due to its central location) and O £15ha Currantly Owned?

provided to any public station requesting.its use for the production of remote n id Al UllITTat A- illahla?
programs that could be provided, via the Public Radio Network, to all other stations. n ra Accati Alraady Avallabla?
PROJECT TITLE  KSKA category General Government FYgg
T9
i - < 26
PROJECT JUSTIFICATION agency pout, of Administration F::Aieﬂ[)a[e «

PROPOSED CAPlTAL rogranm el ecommunica tions
3o PROJECT proorar t

Alaska Public Broadcasting Commission
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Capital(cpars%jchltovas(penditures Total Budggt Year BUng’]Iths Ylear 8leFglauts \;ear BUng’]Iouts\E%ear Buglguesti(aar Remé|0ns|[ng
Planning and Engineering
Lend
Construction
Equipment 108.8 108.8 0 0 0 0 0
Administration and Other
Tote) Annual Expenditure (Capital Cost! 108.8 108.8 0 0 0 0 0

ProjKI Justification Project Typ*

With all stations interconnected by a high fidelity stereo satellite system, con—
certs, cultural events, and dramatic presentations could be taped or broadcast live

from one location to all others in the State. D Building Comuucilon (C)

O Other Improvement (1)
El Equipment (E)

DOCUMENTATION OF ESTIMATED CAPITAL COST Li Lend (I *
D Profee* tel Service* (P)
The estimated costs for this project are based on list prices. 03 Other (0)

ANALYSIS OF OPERATIONAL EXPENSE

The $10,000 estimated is to cover tne cost of routine maintenance on the translator Project Characteristics
facilities. It is anticipated that KSKA would contract this maintenance to indi—
viduals in the vicinity of each translator at a cost not to exceed $2,000 per year. D Totelly New Feclllty

0 Addition to Exliting Fecllity
O Renovation of ExUtlr  eclllty

IDENTIFICATION OF ALTERNATIVES CONSIDERED O MeJor Melntenence 1* Repair

D Supplement Previously Authorlied
Alternatives for additional production facilities and for the reader service for the D Fundi to Eneble Completion
blind would call for separate stations to serve the blind population and to create Q_ One of Severe! Phases

o . . - N - - ClI Major External Funding Source
dddmuinnali programsb. THa®é alternative is obvieusly far.mere expensive than the one O mﬂﬁ ’

selected. Similarily, separate independant stations could provide public broadcast
prjgramming to the communities proposed for signal translators. Again, the cost fo
separate independent stations is far greater than the cost of translating the KSKA
signal. Sit# Features

NO  YES

1 0 Site Currently Owner]?
L1 a All Utllitlee Available?
I 0 Aceeti Already Available?

PROJECT TITLE KSKA CATEGORY General Government FY 83

Page 27 o 49

PROIECT JUSTIFICATION AGENCY Dent, of Administration Revlued Oate

% PROP%SRE(%)JE%%P”AL PROGRAM

Telecommunications

Alaska Public Broadcasting Comm.



Capital Project Expenditures

(Cash Flow)
Planning and Engineering
Land
Construction
Equipment

Administration and Other
Total Annual Expenditure (Capital Cost)

Project Justification

COST DETAIL

Production Equipment
SCA Generator
Translators
Remote Kit
TOTAL

5 at 8,000 ea

PROJECT TITLE KSKA

PROJECT JUSTIFICATION

FHp PROPOSED CAPITAL
PROJECT

Total

10878"

108.8

52,100
3,000
40,000
13,700
108,800

categcRY
agency

PROGF1AM

Budgat Y«?r Budgat Yaar

Budgil Yaar

108.8 0 u

108.8 0 0

General Government

Pagt 8  of

of Administration ,
Ravliad Oat*

Dept,

Telecommunications

Alaska Public Broadcast!ng Comm.

Budgat Yaar
Plui 1 Plus 2 Plus 3

Budgat Yaar Remaining
Plus 4 Curt

0 0

0 0

Project Type

Cl Building Construction (C)
O Other Improvement (1)
El Equipment (E)

ClI Lend (L)

El Profeulonal Service* (P)
O Other (0)

Project Characterlitlei

O Totally New Facility

Addition to Exliting Facility
0 Renovation of Exliting Facility
[ Major Maintenance or Repair
CD Supplement Previously Authorlied
CD Funds to Enable Completion
CD One of Several Phases
CD Major External Funding Source
CD Other

Slta Features
NO  YES
O 0 Site Currently Owned?

O 0 All Utilities Available?
O 0 Access Already Available?

N FY 83



