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WELDING EXAMINERS, BOARD OF

(AS 0S.99.010-101) 7 members appointed by the Governor from a list of persons prepared
by the Alaska Chapter of the American Welding Society and the Alaska Society of Profes-
sional Engineers and submitted at least 30 days before the expiration of a term and
not more than 60 days after a vacancy occurs in an unexpired term. The list shall
contain not less than two recommended candidates for each appointment. The Governor
shall make appointments within 30 days after receiving list. Confirmed bv Legislature:
5-year term.

MEVBERS REPLACING APPT. TERM

Mr. Philip B. Davis Reappointed 79/07/18 83/12/16
986 N. Coppet

Fairbanks, AlasKa 99701
(Engineer)

Mr. George A. Fox Richard Schneider 79/07/18 83/12/16
Union Chemical Division

Bex 575
Kenai, Alaska 99611
(Engineer)

Mr. Donald Delk Reappointed 81/02/02 85/12/16
SRA Box 372-C

Anchorage, Alaska 99507

Mr. Donald Lockman 78/03/16 81/12/16
2114 Railroad Avenue

Anchorage, Alaska 99501
(Chairman 79/07/18)

Mr. Peter Millar Reappointed 80/03/11 84/12/16
4047 Kingston Drive

Anchorage, Alaska 99504

(Engineer)
Kenneth C. Lomax Tim Farrell 81/01/19 83/12,16
ARCO Oil 8 Gas Co. (effective >s0/03/11)

General Engineering
P.0, Box 6015
Anchorage, AK 99502

J. C. Wingfield Reappointed 78/03/16 82/12 '6
495 Sprucewooa Read

Fairbanks, Alaska 99701



538 SENATE JOURNAL March 11, 19j;

(@ a statement, to the extent practicable, of the
objectives of the program of the board, commission, or
agency program, and its anticipated accomplishments;

Finding:

To assure the public of high standards of dental care
by professionals in the State.

1I3) an identification of any other programs having similar,
ronflicting or duplicate objectives;

Finding;
There are no similar or conflicting programs.

(@ an assessment of alternative methods of achieving the
purposes of the program.

Finding;
Licensure and discipline could ba turned over to the
Division of Public Health. At this time this stop i*
not practicable. Another alternative in to leave
licensure and discipline to the protest,ional
associations, but there is no indication that tlue
would work bottci or nave money.

(B) an assessment of the consequences of eliminating the
board, commission or program and consolidating its
activitiea with another program, or of funding it at alow*;

level.

Finding;
The board is necessary to guarantee professional
competency. Reduced funding would reduce frequency of

meetings, endangering the tenting, investigative and
rogulatory functioning of the board.

() a justification for the recommended continuation or
extension of the board, commission or program, and an
explanation of the manner in which it avoids duplication si
or conflict with her efforts;

Finding:

There would bo no guarantee of public protection if
licensing wore eliminated. For example, there have
boun 38 complaints filed sinco July 1978. Duplicating
or conflict with other efforts is precluded by tho
statutory prescription of the hoard"s authority.

17) any other information which, in the opinion of tho
committee, would improve tho performance of tho board,
commission or agency with respect to its representation of
and responsiveness to the public intorest.

Finding;
Tho board hao promulgated continuing competency

regulations in compliance with prior audit
recommundntions. Elimination of temporary license*

March 11. 1982 SENATE JOURNAL 539

[ine.

introduced by the Comm

{ngtﬁealth, Education, and Social Services Committee finds

1. The Board of Dental Examiners should be continued.

The Board should continue the_improvement it has shown
since the sunset review in 1978.

The Alaska Dental Society should cooperate with the
Board in conducting the clinical portion of the dental

%ém énatlon in order to lessen the work load on Board

E Board should develop and submit a revised Dental
ractice Act

1. o)

Charles H. Parr, Chairman Mike J. CoiTetta

SB 757

The following letter daCtil March 10 waN receiv"d from Senator
Mulcahy, Chairman, Senate Labor and Commerce Co.r.inlttoc: ''The
Senate Labor and Commerce Committee has lwl the Hoard of
Welding Examiners under conalleratlon for ‘ouuatc" review
pursuant to your referral under AS 64,66.050 and AS 08.03,010.

In accordance wlth the statutory requirements, a public heorlnp.
was held on the review of L™ board, and members of the
board mid Interested members cf the public provided the
committee with testimony. The committee received both oral
and written testimony and examined the performance audit of
the activities of tb hoard preparedby the latglslatlvc
Audit Division. un by tho above, the committee took
Into conniilerution the factors required to he considered
under AS 44.66.050(c).-

The Committee fonla It has adequately addressed the rocom-
Bcmlationn and catep.orloa required under AS 44.66.050(d),
and recommends Chat the Hoard of Woldinj* Examiners be con-
tinued for another fuur years, and that the repealer with
.cgard to the activities of the board he amended to rend
30 June 1985.

Senate bill 757 has been Introduced by the Senate Labor and
Comme{ce Committee to Implement the recommendations of this
report.



Introduced: 2/15/82
Referred: Labor & Commerce

1 K tHe SEaTer ESVUERCE EGRMAIT e
2 SENATE BILL NO. 757

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 TWELFTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act continuing the existence of the Board of Weld-
! ing Examiners; and providing for an effective date."

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

9 * Section 1. AS 08.03.010(c)(13) is amended to read:

1o (13)  Board of Welding Examiners (AS 08.99.010) — June 30,
= 1985 0981].

12 * Sec. 2. This Act takes effect immediately in accordance with AS 01.10.-

13070(c).

14
15
16
17
18
19
20
21
22
23
24
25

2617

?1
29



8§ 08.03.010 Alaska Statutes Supplement § 08.03.010

(9) Repealed by § 42 ch 167 SLA 1980.

(10) Repealed by 8 2 ch 153 SLA 1980.

(11) Repealed by 8 13 ch 52 SLA 1981.

(c) The following boards have the termination date provided by this
subsection:

(1) Board of Nursing (AS 08.68.010) — June 30, 1983.

(2) Board of Chiropractic Examiners (AS 08.20.010) — June 30,
1984.

(3) Board of Examiners in Optometry (AS 08.72.010) — June 30,
1984.

(4) Board of Pharmacy (AS 08.80.010) — June 30, 1984.

(5) Board of Dispensing Opticians (AS 08.7~.010) — June 30,1935.

(6) Board of Dental Examiners (AS 08.36.010) — June 30, 1982.

(7) Board of Veterinary Examiners (AS 08.98.010) — June 30,1985.

(8) State Physical Therapy Board (AS 08.84.010) — June 30, 1986.

(9) Board of Nursing Home Administrators (AS 08.70.010) — June
30, 1986.

(10) Board of Psychologist and Psychological Associate Examiners
(AS 08.86.010) — June 30, 1982.

(11) State Medical Board (AS 08.64 f 0) — June 30, 1983.

(12) Board of Marine Pilots (AS 08.6  :'®—June 30, 1983.

(13) Board of Welding Examiners (At '010) — June 30,1981.

(14) Board of Electrical Examiners (AS 20.010) — June 30,1982.

(15) State Board of Registration for Architects, Engineers, and Land
Surveyors (AS 08.48.011) — June 30, 1984.

(16) Board of Barbers and Hairdressers (AS 08.13.010) — June 30,
1984.

(17) Board of Public Accountancy (AS 08.04.010) — June 30, 1984.

(18) Real Estate Commission (AS 08.88.011) — June 30, 1982,

(19) Board of Governors of the Alaska Bar Association (AS
08.08.040) — June 30, 1985.

(20) Guide Licensing and Control Board (AS 08.54.010) — June 30,
1982.

(d) Repealed by § 3 ch 74 SLA 1979.

(e) Repealed by § 3 ch 74 SLA 1979. (8 2 ch 149 SLA 1977; am 88 1,
3 ch 74 SLA 1979; am 88 1, 3 ch 36 SLA 1980; am 88 1, 3 ch 37 SLA
1980; am 88 1, 3ch 38 SLA 1980; and s8 1, 3ch 39 SLA 1980; am 88 1,
3 ch 40 SLA 1980; am 88 1. 3 ch 41 SLA 1980; am 68 1, 3 ch 42 SLA
1980; am 66 1,2 ch 43 SLA 1980; am 88 1,3 ch 67 SLA 1980; am 66 10,
11 ch 71 SLA 1980; am 86 6, 7 ch 72 SLA 1980; am 68 2,15 ch 82 SLA
1980; am 66 1,3 ch 38 SLA 1980; am 66 1, 3 ch 39 SLA 1980; am 86 1,
2 ch 153 SLA 1980; am 8 2, 5 ch 159 SLA 1980; am 86 41, 42 ch 167
SLA 1980; am 66 1, 13 ch 52 SLA 1981; am 66 1, 2 ch 53 SLA 1981)
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§ 08.98.250

bring an action in the superior court to enjoin the act and to enforce
compliance with § 120 of this chapter. (§ 1 ch 91 SLA 1963)

Article 4. General Provisions

Section
250. Definitions

Sec. 08.98.250. Definitions. In this chapter

(1) a person who practices veterinary medicine, surgery, or dentistry
is one who does any of the following:

(A) appends to his name a title or abbreviation indicating to the public
that he is a veterinarian;

(B) for compensation, diagnoses or treats diseases, injuries, or
deformities of dom'fSeated animals;

(C) holds himself out to the public as one who diagnoses r treats
diseases, injuries, or deformities of domesticated animals;

(D) maintains premises for receiving, examining, and treating a
domesticated animal for compensation;

(2) “board” means the Board of Veterinary Examiners;

(3) “department" means the Department of Commerce and Economic
Development. (§ 1 ch 91 SLA 1963; am § 60 ch 218 SLA 1976)

ReviBor’s note (1973). — In light of the Effcc, of umendmcnt. — The 1976
1966 amendment of AS 08.98.010, amendment substituted “Department of
"Veterinarian’> has been changed to Commerce and Economic Development™
"Veterinary" in paragraph (2) of this for "Department of Commerce” in
section. paragraph (3).

Chapter 99. Board of Welding Examiners.

Section Section

10. Creation and membership of board 80. Powers and duties of the board

20. Term of office 90. Applicability of Administrative
30. Source of appointments Procedure A%t

*10. Removal from off: :c 100. Expenses

50. Qualifications of board members 110. Codes

60. Meetings 120. Permitv

70. Quorum

Sec. 08.99.010. Creation and membership of board. There is created
the Board of Welding Examiners, consisting of seven members
ap; ointed by the governor. (§ 1ch 151 SLA 1968)

Sec. 08.99.020. Term of office. Board members serve a term of five
years. However, of the members first appointed, one shall be appointed
for a term of one year, one for tMo years, one for three years, one for
four years, and three for terms of five years. (§ 1ch 151 SLA 1968)

Sec. 08.99.030. Source of appointments. The governor shall appoint
board members from a list of persons prepared by the Alaska Chapter
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"AKCU Ull and GasCompany A
Prudhoe Facilities Project Group |
3201 "C” Street, Suite 560
Anchorage, Alaska 49503
Telephone 907 276 3868

March 7, 1982 AS-13779

Senator Bob Mulcahy
Alaska State Senate
Pouch V

Juneau, Alaska 99811

SUBJECT: Alaska State Bill 757 - Concerning the Continuance
of the Board of Welding Examiners

Dear Senator Mulcahy:

In reference to the above mentioned legislation, | am writing to
voice my views and concerns. With over 14 years experience in the
industrial construction and oil & gas industry of which the last 7
hc*.ve been with the Prudhoe Facilities Project, 1 feel a need to
address this issue. I presently hold an Alaska Welding Inspectors
License and basically agree with the concept of this program and the
laws that govern it. However, being directly involved with welding
and piping inspection as my primary responsibility, 1 do not entire-
ly agree with the acceptance criteria for persons applying for li-
censing approval, along with appointees of the Board itself. The
basic concept of the Welding beard, made up of members of the indus-
try, is a good one; the majority members of most design code com-
mittees are representatives of the industry they are policing.

The integrity of the facilities that industry is constructing Iis
dependent upon it"s own ability to police itself, in light of the
fact that the State is facing a probable increase in major construc-
tion projects where critical welding could be a volatile area of
concern, to abolish the Board now would be a mistake.

The obvious alternative for monitoring this activity would be for
the State to establish a welding board or bureau under the Depart-
ment of Labor. The citizenry of the State of Alaska are far more
attuned toward a decrease in government bureaucracy than to create
another taxing organization.

The simple economics of the issue show that there is no way that
government can compete with private industry to attract the most
gqualified personnel. For the State to get into the be ’ness of
policing the welding industry other than in specific areas, | think
would be a practical and economic failure.

With some changes to policy and conditions of a, ;ntment, the
Welding Board as it is now could be our least costly and most ef-
fective vehicle to guard against any major distractions like those
that plagued the Alyeska Pipeline project.

ARCC Oil and G«, Company I, a DIvlilon ol AllanticRiehlieldCompany



Thank you for your time and consideration of

Sincerely,

AAM\\p U r—
Jann/P. Rosen
QuVvViity Assurance
Acting for ARCO Alaska, Inc.

cc: D. F. Harbour - Government Relations
B. Ward - Government Relations



ARCO Oil and Gas Company
Prudhoe Facilities Project Group
3201 “C" Street, Suite 560
Anchorage, Alaska S9503
Telephone 907 276 3868

March 7, 1982 AS-13797

Senator Bob Mulcahy
Alaska State Senate
Pouch V

Juneau, Alaska 99811

SUBJECT: Alaska Senate Bill 757, an Act Concerning the Continuance
of the Board of Welding Examiners

Dear Senator Mulcahy:

The purpose of this letter to express ARCO Oil and 6aJdy Prudhoe
Facilities Project Group®s position regarding Senate Bill 757.

We support the passage of this bill for the following reasons:

1. The Welding Board is comprised of members of private
industry. Private industry therefore plays an active role
in formulating and enforcing welding regulations through
this Board.

2. Killing of Alaska State Senate Bill 757 would likely move
jurisdiction of enforcement of uelding qualification regu-
lations to the Department of Labor. This, in turn, would
create the need for added personnel in the- department to
carry out the duties of the current Welding Board aid pri-
vate industry. This would impose additional financial
drains from State revenues and duplicate more than ode-
quate industry efforts.

3. The movement of control to the Department of Labor would
require the hiring of highly competent, highly qualified
individuals within the Department of Labor to enforce the
welding regulations. The hiring of these individuals
would further deplete the supply of these highly qualified
Persons from the private sector.

In summary, ARCO supports the passage of Alaska State Bill 757. The
Bill"s passage would maintain the current Board of Welding Examin-
ers. It would preclude the need for assumption of weldir,-” regula-
tions by the Department of Labor and reduce costs that would be
incurred by the State. Further, it would serve to reduce competi-
tion with the current competent private petroleum industry and con-
struction contractors.

ARCO Oil and Gai Company I, aOlvlilsnol AllanhcRIchtleldCompiny

ar



Thank you for your time and consideration in considering our opiirio.n
to this very important matter.

Administration & Planning Director Resident Construction ManactAr

b



ARCTO OQil aiwi Gas parv
PrudlUoe Fa lies Project Group
3201 *C" St 1, Suste 560
Anchorage, iska 59503

Telephone V 276 1858

March <£, 1982 AS-13778
Il

The Homorable Bob SSfalcafey (R)

Alaska State Senate”

Alaska State Capitcml

Pouch v

Juneau* Alasica | 99811

Dear Senator Mulcaterv:

Suibject: Alaaaeka Senate Bill 757, Act Concerrning
then Conrinuance of Board of Weldiimg Examiners.

With thie impendin vote cn the Alaska Senate BiU. 757, which calls
for the contlnuan i of the 3oard of Welding Examiners, | wish to
voice nny views on itchis hill. 1 currently hold am Alaska State
Welding; Inspector'mi lioerae and have actively been involved in the
welding; field for cmircaen years, with seven of the thirteen years
spent am the Nort! s|iSlope working for the petroleium industry.

1 am im favor of tifcae continuance of the Alaska ntoard of Welding
Examineors as set fefcrrth fey the State of Alaska, Regulation 12AAC72.
The maim argument gdor continuing the Board is:

The pressent regulattdon,. 12AAC72, as it is curremtly structured,
allows “private industry through the selection aif appointed members
by the 'Governor, cakr enforce and catry out guidelines set down in the
State Wielding, RegujL.uticna. This approach is:

1. Cost effcSscnivc: to the State, due to the fact that policing
to assures compliance, is borne by current revenues from
licensin®.; fees. On the other hand, if the Welding Beard
were abojig-ishec, it is likely that the Department of Libor
would be itempowered to enforce state weHding regulations.
Thus, adcfcutiaiiai "Qualified” Department! of Labor welding
inspectidpn personnel would have to be “employed to assure
statutoryr; compliance. This would requtlre additional
state ret*aenues to operate at a time wham state budgetary
cuts are “accessary

2. Historirw Tly> the more qualified weldimg pe-sonnel have
been emplfcoved in the private sector due; to economics.
Therefore”, ic is questionable whether 51 state board or
bureau uajpuer rte Department of Labor cmmld operate more
effectivetjkiv cman the currently appointed board.

APCO CWt&n-S Giji ipitinyi 1 *Oiv sion c* Alnr<P.cnf*»*CCompany



Alaska Senate BLH1 757, Act Concerning

the Continuance ccf Beard c: Welding Examiners
Letter No. AS-13777S

March 6, 1982

Page 2

3. Privates Industry, especially the petroleum industry,
must meeet sasveral code requirements and parameters
(A.P.1.., AliJ.S.l., ASME) as it relates to welder qualifica-
tions aaad ueiaint inspector qualifications during
constroictian as veil as maintenance operations. Her®,
again, these; codes are the result of the public sector and
industry in the adoption and their enforcement.

4. Lastly,, the- public who are intimately involved in the welding
field crake a professional approach in assuring that prroper
welding, practices, code requirements, company specifileal:iocs,
and Staare acu Federal regulations are ad'nerred to.

The State of AlassLa Board c: Welding Examiners has done a thorcnugh job

in creating and adopting the current regulations, and to aboliisih this

existing board anic sec up a State regulated and operated bureum or board,
would serve no usseful inrpcse.

Thank you for youxr tine .and consideration on this matter.

Since '*ly,

David H. Derrer
Quality Assurance Engineer

DHD: yns

cc: Dave Harbour — Government Relations, Juneau
Bev Ward - Gonwertment relations, Juneau






Alaska
Seafood

Marketing
Institute

526 Main St. eet Juneau. Alaska 99801 (907) 586-2902

March 10, 1982
"Promoting Alaska's Finest Resource"
TO: The Senate Labor and Commerce Committee:
Senator Robert Mulcahy, Chairman;
Senators Nels Anderson, Jr., Bettye Fahrenkampf, Pat Rodey and

Richard Zeigler.

FROM: Eric Eckholm,-Executive Director
Alaska Seafood Marketing Institute

RE: csSB771

The Alaska Seafood Marketing Institute would like to express its support for
the committee substitute for Senate Bill 771. The proposal to exempt rest-
aurants, grocery stores and retail fish markets from provisions requiring a
special bond from businesses which purchase fish directly from the fishermen
should provide a stimulus to growth of fresh seafood marketing within Alaska.

The bond required by the Department of Labor exists for the purpose of protect-
ing the fisherman making substantial deliveries of produce to a processor or
other buyer. The committee substitute clarifies the intent of the bonding
requirement, and will make it easier for fishermen and retailers to reach a
greater percentage of the potential in-state market for fresh seafood.

It is clear that this bill would benefit the fishing industry in Alaska, would
elimina » provisions that merit the appellation of "red tape" from the stand-
point of the retailer or restauranteur; and would probably result in a time
savings for employees of the Department of Labor who could devote more attention
to their drive to enforce the bonding requirement for large-scale buyers and
processors. We urge ~ou to recommend passage of the bill to the entire Senate.

Stale of Alaska Department of Commerce and Economic Development Jay S. Hammond. Governor



WORK DRAFT PAPER V\,(-)IiK DRAFT PAPER WORK DRAFT PAPER

Original sponsor: Eliason

BY THE LABOR AND
IN THE SENATE COMMERCE COMMITTEE

CS FOR SENATE .BILL-NO. 771 (L&C)
IN THE LEGISLATURE; OF; THE STATE OF ALASKA
TWELFTH LEGISLATURE - SECOND SESSION
A BILL

For an Act entitled: "An Act exempting restaurants, grocery stores, and
established fish markets from the Ilabor bond required
of Ffish processors and primary fish buyers; and provid-
ing for an effective date."

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

* Section 1. AS 16.10 is amended by adding a new section to read:

Sec. 16.10.293. EXEMPTIONS FROM BONDING REQUIREMENT. (@ Restau-
rants, grocery stores, and established fish markets are exempt from the
bonding reauirement of AS 16.10.290 - 16.10.295.

(b) For pjrposes of this section

(1) Testablished fish market™ means a market maintained iIn a
permanent structure exclusively for the sale of*fl-sh to the general
public at retail;

(2 "grocery store" means a store maintained for the sale of
food products exclusively to the general public at retail;

(@) "restaurant" includes a place maintained for the sale and
on-premise consumption of food, and a street vendor who sells food
prepared for immediate consumption.

* Sec. 2. This Act takes effect immediately in accordance with AS 01.10.-

070(c).

~1- CSSB 771 (L&C)
LA-L 20A



Alaska State Legislature

Senate
Official Business Pouch V
. State Capitol
Labor & Commerce Committee Juneau, Alaska 99811

Current Statutory Requirement for Restuarants Classified as a "Fisheries Business” (as

a primary Ffish buyer):

1) Must file an "intent to operate " statement with the Department of Fish and
Game
2) Must file weekly fish tickets with the Department of Fish and Gams
3) Must post a $10,000 bond with the Department of Labor
4) Must obtain a "fisheries business license” frcm the Department of Revenue
" Must file a surety bond or prove lienable property or prepay the taxtothe

Department of Revenue
6) Must pay the raw fish tax to the Department of Revenue



Bill NO. senate Bill 771 Date March 10, 1982

Title "An Act excluding restaurants from the Contact: Dpale Cheek
labor bond required of fish processors 465-4870
and primary fish buyers; and providing Judy Knight
for an effective date." 465-2700

Senate Bill 771 exempts "restaurants™ from t”e bonding requirements in AS
16.10.290 - 15.10.295 and further defines "restaurant.” The retail business
sector has not presented a problem to the department in enforcement of AS
16.10.290 - 16.10.290. Claims for recovery of employee wages have and can
be pursued through Title 23 for retail employees.

The "restaurant"™ is generally an established fixed business and the worker
or fisherman would have ready access or other recourse to recover wages or
be paid for fish sold. The street vendor generally is a self employed
individual and we are informed that it is a considerable financial burden
on such small operators to acquire the necessary bonding.

The exemption provided by this bill could be expanded to include retail
outlets who are a fixed establishment. A similar bill (House Bill 744)
would exempt all retail fish vendors and poses some concerns for those
vendors who relocate frequently a.,J sell from vans or trucks. Chapter 18,
SLA 1981 provides an exemption for those operations that do not purchase
fish or hire employees.

This bill would have no fiscal impact on the department.

The Dep.“,"tment of Labor supports passage of this bill.

POSITION PAPER/Department of Lahor



ALASKA STATE LEGISLATURE - SENATE

SENATOR RICHARD I. EUASON
P.O. BOX 143

SITKA, ALASKA 99835 FINANCE

RESOURCES

POUCH Vv STATE AFFAIRS
JUNEAU. ALASKA 99811

COMMITTEES

February 23, 1982

MEMORANDUM

To: Senator Bob Mulcahy, Chairman
Senate Labor and Commefxe Committee

From: Senator Dick Eliason

Re: Senate Bill 771

I recently introduced S.B. 771 which would exclude restau-
rants from obtaining the labor bond which is required of
fish processors and primary fish buyers. The bill has been
referred to the Labor and Commerce Committee and 1 would
appreciate you scheduling a hearing for it.

Under current statute a restaurant is classified as a pri-
mary fFfish buyer and as a fisheries business as it is the
entity "who first actually and physically processes the
fishery resource™ (AS 43.75.015 (c) ) by cooking it. There-
fore restaurants must go through all of the procedures to
meet requirements for processors. These include filing an
"intent to operate” statement with the Fish and Game Depart-
ment, TFTiling fish tickets with the Fish and Game Department
each week, posting a $10,000 labor bond with the Labor
Department, obtaining a "fisheries business license™ from
the Revenue Department, filing a surety bond or prove lien-
able property or piepay the tax to the Revenue Department,
and must file and pay this raw fish tax to the Revenue
Department.

Obviously these are a lot of "hoops to jump through™ 1ior a
restaurant which simply wants to include fresh seafood on

its menu. It is evident to anyone who dines at Alaskan
restaurants that it is often difficult to find fresh Alaskan
seafood offered. My goal with S.B. 771 is to encourage the
availability of good fresh seafood to Alaskans and to visitors
to our state.



Senator Bob Mulcahy
February 23, 1982
Page 2

It is apparent when studying the various requirements for
restaurants that the one which is the least necessary and by
far the most costly and difficult is the labor bond. The
other steps have some justification (management data from
fish tickets, payment of the raw fish tax as these fish
would go untaxed otherwise, and so on). However, the labor
bond is meant to protect fishermen and cannery workers from
fly-by-night fish buyers and seasonal operators who might
buy fish or hire labor and leave without paying them. This
Is unnecessary for restaurants and is made even more ridicu-
lous as restaurants already must l.aet labor protection
requirements whether they buy fish or not. The labor bond
is also very expensive to obtain, particularly for a small
operation.

Currently the Department of Labor does not even bother to
enforce the labor bond requirement for restaurants as they
feel restaurants buy only small quantities of raw fish and
are not likely to default to fishermen. The risk involved
with breaking the law, however, may be enough to make some
restaurants avoid offering fresh fish. Others, because they
can"t afford to buy the labor bond, may buy and serve fish
but fail to do any of the required steps including paying
the rawfish tax. Therefore, the State loses the revenue on
the fish which are sold in restaurants.

I believe that the cost of the raw fish tax to a restaurant
is so minimal that most would not mind remaining in compli-
ance with all of the tax and paperwork requirements if the
one which is the big financial burden, the labor bond, were
removed.

Again, my goal is to encourage the availability of fresh
Alaskan seafood to the consumer and provide a market alter-
native to fishermen. I believe we can meet our goals of
encouraging availability of seafood, improving compliance
with the necessary and purposeful paperwork and tax require-
ments and simplifying the permitting process by eliminating
the labor bond requirement for restaurants.



§ 16.10.270 Alaska Statutes § 16.10.290

chapter is grounds for suspension of a fishing license or permit by the
Department of Fish and Game. (§ 2 ch 33 SLA 1962)

Article 6. Purchase of Fish.

Section Section

270. Purchase of fish by the pound 292. Filing evidence of compliance

280. Price disputes between fishermen ai-d  294. Suspension and revocation of license
fish processors 296. ‘Definitions

290. Security for collection of wages anc'
payment for raw fish

Sec. 16.10.270. Purchase of fish by the pound, (a) A fish processor
or primary fish buyer shall purchase raw fish by the pound. The
poundage of the fish to be purchased shall be determined by weighing
the fish unless both the buyer and seller agree in writing upon a sample
weighing technique which will fairly determine the average weight of
the fish purchased.

(b) A person who violates this section is guilty of a misdemeanor and
upon conviction is punishable by imprisonment for not more than one
year, or by a fine of not more than $5,000, or by both. (8 1 ch 49 SLA
1965; am § 1 ch 34 SLA 1969; am § .1 ch 102 SLA 1977)

Effect of amendment — The 1977 Legislative committee report. — For
amendment substituted "fish processor or  reporton ch. 34, SLA 19G9 (CSHB 40 am S)
primary fish buyer™ for “primary buyer™ see 1969 House Journal, p. 142.
near the beginning of subsection (a).

Sec. 16.10.280. Price disputes between fishermen and fish
processors. In an area where a prl_e dispute exists between at least
one-third of the registered commercial fishermen for that area, as
certified by the Department of Fish and Game, and fish processors on
the price to be paid for salmon, and no agreement has been reached up
to 30 days before the opening of the salmon fishing season in that area,
a representative from the Department of Labor shall intervene as
mediator of the dispute upon request of either party. (8 1 ch 24?. SLA
1970)

Revisor's note (1970). — In ch. 242, SLA
1970, AS 16.10.280 was incorrectly
designated AS 16.10.290.

Sec.. 16.10.290. Security for collection of wpges and payment for
raw fish, (a) A fish processor or primary fish buyer shall file with the
commissioner of labor a surety bond running to the State of Alaska
conditioned upon the promise to pay (1) all persons furnishing labor to
a fish processor or primary fish buyer, including contractual employee
benefits; and (2) independent registered commercial fishermen for the
price of the raw fishery resource purchased from them. The surety or
sureties shall be satisfactory, in the determination of the commissioner.

66

(3

§ 16.10

() Ti
the fish
a cash
commis.
asserte<
deposit

1other st
two yea
for five

©A
buyer w
proof of
with the
No bond
than $1(

(d) Up
a license
88 290n
person a
fish buy<

© M
a person
section a
on behal
which th
may be o
a person
fish proc
deposit o
complain
CC nmissi
a record,
this subs
the comnj
surety w

) Iftl
so by giv
The canct
commissii

9 If
commissb
pay the ju

Sec. 16
primary fi
file evider
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(b) The amount of the bond shall be $10,000. In lieu of the surety bond
the fish processor or primary fish buyer may file with the commissioner
a cash deposit or other negotiable security acceptable to the
commissioner in the amount specified for the bond. If no claim is
asserted under this section within two years from the date the bond, cash
deposit or other security is filed, the term of the bond, cash deposit or
other security shall be two years; if a claim has been asserted within
two years, the term of the bona, cash deposit or other security shall be
for five years. -

(c) A person applying for alicense as a fish processor or primary fish
buyer who has less than $10,000 in lienable property in the state, with
proof of the property satisfactorily made to the commissioner, shall file
with the application a bond or other security as specified in this section.
No bond is required if the fish processor or primary fish buyer has more
than $10,000 in lienable property as specified in this subsection.

(d) Upon certification by the commissioner that a person applying for
a license as a fish processor or primary fish buyer has complied with
88 290 — 296 of this chapter, the Department of Revenue may issue that
person a license to engage in the business of fish processor or primary
fish buyer.

(e) The commissioner may accept the assignment of a claim held by
a person against a fish processor or primary fish buy'r under this
section and may bring suit upon the bond, cash deposit or other security
on behalf of the assignor in the superior court of the judicial district in
which the work is done or in any judicial district in which jurisdiction
may be obtained. This action shall not be construed to limit the right cf
a person having a cL m under 88§ 270 — 296 of this chapter against a
fish processor or primary fish buyer to bring suit upon the bond, cash
deposit or other security in his own right, in which case a copy of the
complaint shall be served by registered or certified mail upon the
commissioner at the time suit is filed. The commissioner shall maintain
a record, available for public inspection, of all suits commenced under
this subsection. The service shall constitute service on the surety, and
th'l commissioner shall transmit the complaint or a copy of it to the
survty within 72 hours after it has been received.

(f) If the surety on the bond desires to cancel the bond, he may do
so by giving the commissioner written notice of his intention to .uncel.
The cancellation is effective 30 days after the notice is delivered to the
commissioner.

() If a judgment is entered against the cash deposit, the
commissioner, upon receipt of a certified copy of a final judgment, shall
pay the judgment from the amountof the deposit. (§ 2 ch. 102 SLA 1977)

Sec. 16.10.292. Filing evidence of compliance. A fish processor or
primary fish buyer subject to 88 270 — 296 of this chapter shall initially
file evidence of his compliance with the bonding requirements of 88 290
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— 296 of this chapter, in the form prescribed by the commissioner. (§ 2
ch 102 SLA 1977) I

Sec. 16.10.294. Suspension and revocation of license, (a) If a final
judgment impairs the liability of the surety upon the bond or depletes
the cash depo: its or other security so that there is not in effect the bond,
undertaking cash deposit or other security in the full amount prescribed
in § 290 of this chapter, the license of the fish processor or primary fish
buyer shall be suspended until the liability in the required amount,
unimpaired by unsatisfied judgment claims, has been furnished.

(b) If a bonding company cancels its bond of a fish processor or
primary fish buyer, the fish processor’s or primary fish buyer’s license
shall be revoked. He may again obtain a license by complying with the
requirements of this chapter.

(c) If alicensed fish processor or primary fish buyer fails to fulfill his
obligations as set out in § 290 of this chapter, his license shall be
suspended for a period of time the commissioner determines is
appropriate. After three suspensions his license may be permanently
revoked.

(d) Proceedings to suspend or revoke a li  jse are governed by the
Administrative Procedure Act (AS 44.62).

(e) If the commissioner determines that a fish processor or prima*7
fish buyer is acting in violation of 88 270 — 296 of this chapter, he sha.l
give written notice prohibiting further action by the person as a fish
processor or primary fish buyer. The prohibition continues until the
person has submitted evidence acceptable to the commissioner showing
that the violation has been corrected.

(f) A person affected by an order issued under (his chapter may seek
equitable relief preventing the commissioner from enforcing the order.
(@) In an action instituted in the superior court by the commissioner
or his representative, a person e ciing in the capacity ot a fish processor
or primary fish buyer in violation of this chapter may be enjoined from
acting as a fish processor or primary fish buyer. (§ 2ch 102 SLA 1977)

Sec. 16.10.296. Definitions. In 88 270 — 296 of this chapter, unless
the context otherwise requires,

(1) “commissioner" means the commissioner of labor;

(2 "fish" means any species of aquatic fin fish, invertebrates and
amphibians, shellfish, or any other raw fishery resource, in any stage
of its life cycle, found in or introduced into the state;

(8) “fish processor" means a person engaging or attempting to
engage in a business for which a license is required under AS 43.75.010
— 43.75.090;

(4) “primary fish buyer"” means a person, other than a cooperative
corporation organized under AS 10.15, engaging or attempting to
engage in the business of originally purchasing or buying any raw
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E ffective dates. — Section 4, ch. 18, June 3, 1981, in accordance with AS

SLA 1981, makes this section effective 01.10.070(c).

Sec. 16.10.280. Pxice disputes between fishermen and fish pro-
cessors. In an area where a price dispute exists between at least
one-third of the registered commercial fishermen for that area, as
certified by the Department of Fish and Game, and fish processors on
the price to be paid for salmon, and no agreement has been reached up
to 120 days before the opening of the salmon fishing season in that
area, a representative from the Department of Labor shall intervene as
mediator of the dispute upon request of either party. (8 1ch 242 SLA

1970; am § 1 ch 59 SLA 1980)

Effect of amendments. — The 1980
amendment substituted 120" for "30"
near the middle of the section.

Sec. 16.10.291. Waiver of bonding requirement. The commis-
sioner may, after investigation, grant a waiver from the bonding
requirement of AS 16.10.290 - -16.10.296 for those operations that do
not purchase fish or hire employees. (AS 16.10.292(b); § 2 ch 18 SLA

1981)
enacted ns AS 16.10.292(b) und was

renumbered by the revisor of statutes
under AS 01.05.031(b).

E ffective dnt?s. — Section 5, ch. 18,
SLA 1981 mnkes this section effective

December 31, 198)'..
Editor's noten. — This section was

Sec. 16.10.295. Penalty. A person who is required to obtain the
bond required by AS 16.10.290 — 16.10.296 and fails to obtain that
bond is guilty of a clast A misdemeanor. Each day a violation occurs
constitutes a separate offense. (8 3 ch 18 SLA 1981)

1981, mnkes this section effective

Crr.Bs references. — As to sentences SL.
1981, in accordance with AS

for misdemeanors, see AS 12.55.135. June 3,
Effective dates. — Section 4, "A. 18. 01.10.070(c).

Article 7. Commercial Fishing Loan Act.

Section

Section
337. Deficiencies und transfer of entry

310. Powers of the department
320. Limitations on loans permits nfler foreclosure
330. [Repcnludl 338. Entry permits as collateral

333. Loan* for purchase of Alaska limited  339. Regulations
entry permits 342. Special account established

335. Default and foreclosure 360. Definitions

Sec. 16.10.310. Powers of the department, (a) The department
may (1) make leant to
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(i) In this section:

(1) "loan insurance commitment fee” means a fee which is a
percentage of the principal amount of a loan to be insured under this
section determined by the authority to be actuarially sound for the
operation of the loan insurance account;

(2) "loan insurance premium” means an annual insurance premium
which is a percentage of the portion of the unpaid principal amount of
a loan insured under this section determined by the authority to be
actuarially sound for the operation ofthe loan insurance account or any
subaccount.

()) Notwithstanding (a) — (i) ofthis section, the authority may estab-
lish additional insurance accounts to secure special obligation bonds,
and may pay into an insurance account established under this subsec-
tion money made available from an appropriation or any other source.
An insurance account established under this subsection is not subject
to the requirements of (d) and (g) of this section.

(k) A loan may not be insured from a loan insurance account within
the enterprise development fund if the loan is for a project the cost of
which exceeds $10,000,000.

(1) A loan in excess of $1,000,000 may not be insured from a loan
insurance account within the enterprise development fund unless at
least 20 percent of the principal amount of the loan is retained by a
federal or state chartered financial institution or the Alaska Commer-
cial Fishing and Agriculture Bank. (8 65 ch 106 SLA 1980; am § 39 ch
115 SLA 1981}

Effect of amendment#, The 1981
amendment, effective July 28, J81,added
subsections (j) — (f).

Sec. 44.88.158. Small enterprise loan account.'a) Asmall enter-
prise loan accut tt is established in the enterprise development fund.
The uccount may be composed of money or assets appropriated or trans-
ferred to the authority, interest on investments atid loans of the small
enterprise loan account, the unpledged income of the enterprise
development fund, and other money or assets deposited in it by the
authority.

(b) The authority may use money in the small enterprise loan
account to purchase the guaranteed portion ofa loan made by a private
financial institution after June 30, 1981, to a small ent. .-prise to pay
the cost of a project, as defined in AS 44.88.220, if the loan is guar-
anteed by the United States or an agency or instrumentality of the
United States, including, but not limited to, the Smell Business
Administration, the National Marine Fisheries Service, and the
Farmers Home Administration.

(c) The authority may purchf.se loans originated by the Alaska
Rural Rehabilitation Corporation wi.ich are made to agricultural en-

s -
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terprises. Loans purchased under this subsection may be secured by
substitute collateral if the amount of the loan does not exceed 75
percent of the value of the total collateral for the loan. Loans may be
purchased under this subsection only from money appropriated to the
small enterprise loan account for that purpose. (§8 65 ch 106 SLA 1980;

am 8 40 ch 115 SLA 1981)

Effect of amendments. — The 1981
amendment, effective July 28, 1981,
rewrote this section.

Editor’s notes. — Section 50, ch. 115,

SLA 1981, provides: "MULTI-FAMILY
DWELLING ENTERPRISES, (a) Until
July 1, 1982, the Alaska Industrial

Development Authority may use the
assets of the small enterprise loan account
established under AS 44.88.158 to pur-
chase a loan made to a project applicant, as
defined in AS 44.88.220, for a multi-family
dwelling enterprise. Loans may be pur-
chased under this section only from money
appropriated to the small enterprise lonn
account for that purpose.

"(b) A loan purchased under this section
may not exceed 53,000,000 or S50.000 for
each dwelling unit of a multi-family dwell-
ing enterprise, whichever is less.

"(c) The interest rate on the portion ofa
loan purchased by the Alaska Industrial

Development Authority for a multi-family
dwelling enterpr.je shall be one percent
more thanthe interest rate, as determined
under A3 18.56.098(g)(1) and (2), on a
mortgage loan purchased under AS
18.56.098(g) or (h) from the proceeds of the
most recent issue of taxable bondB before
the loan purchased for a multi-family
dwelling enterprise,

"(d) A loan may not be purchased under
this section after June 30, 1982.

"(e) The authority shall adopt regu-
lations to establish priorities for the pur-
chase of loans for multi-family dwelling
enterprises which take into account the
need for multi-family housing in the state
as reflected by vacancy rates in
multi-family housing in different areas of
the state.

() In this ‘mection "multi-family dwell-
ing enterprise' is a rentul or cooperative
dwelling of eight or more units.”

Sec. 44.88.i59. Interest rates, (a) The mtercst rate on a loan
financed from the proceeds of tax-exempt bonds or excepted b} the
authority to be financed from the proceeds oftax-exempt bonds is equal
to the cost of funds to the authority. In this subsection 1cost of funds”
means the true interest cost expressed as a rate on tax-exempt bonds
of the authority plus on additional percentage as determined by the
authority to represent the allocable expenses of operation, costs of
issuance, and loan servicing.

(b) The interest rate on a loan financed from the proceeds of taxable
bonds or expected by the authority to be financed from the proceeds of
taxable bonds is equal to the cost of funds to the authority. In this
subsection "cost of funds" means the true interest cost expressed as a
rate on taxable bonds, plus an add*iona) percentage as determined by
the authority to represent the ellocable expenses of operation, costs of
issuance, and loan servicing costs.

() The interest rate on a loan purchased by the authority with
money in the small enterprise loan account that is not from the pro-
ceeds of the sale of a series of bonds is equal to the most recent index
of Aa corporate bond yield averages a;; published by Moody* Investors
Service. (8 41 ch 115 SLA 1981)
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400 COMMODITIES
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SEE FISCAL NOTE ON COMPANION BILL SB 780.
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Original: Legislative Finance PHONE 465-21 55 Division of Loans and

cc? Budget and Management o 465-21 10 Veterans® Affairs
Prime Sponsor (First Legislator Named)

33-001 (Rev. 12/81)
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Sec. 26.15.070. Sale or transfer of mortgages and notes, (a) The
commissioner of commerce may sell or transfer at par value or at a
premium or discount to any bank or other private purchaser for cash
or other consideration the mortgages and notes held by the Department
of Commerce as security for loans made under this chapter.

(b) The commissionev of commerce may sell or transfer at par ,ralue
to the Department or Revenue the mortgages and notes held by the
Departm tof Commerce as security for loans made under this chapter.
The .tment of Revenue shall purchase all of these mortgages and
r<Muh 0. rered, allowing the Department of Commerce a one-half of one
per cp .t service fee. (§ 1ch 127 SLA 1961; am 8 5 ch 109 SLA 1971)

Sec. 26.15.000. Power of commissioner to assign and sell
mortgages. The commissioner of commerce may assign and sell
veterans' loan mortgages to the Alaska State Mortgage Association in
consideration of receiving its cash, bonds, debentures and notes upon
conditions which he considers advantageous to the state veterans
Ending program. (8§ 44-2-12 (f) ACLA 1949; added by § 1 ch 131 SLA
Ibol *

Sec. 26.15.09U. Creation of fund. There is created the Alaska World
War Il veterans’revolving fund to carry out this chapter. This fund shall
be used for no other purpose. (8 44-2-13 ACLA 1949)

Sec. 26.15.100. Repayment of loan to fund. The sum of $1,200,000
appropriate J for the purpose of implementing the Alaska World War 1l
veterans’ revolving fund to enable the Territorial Veterans
Administration to fully carry out the purpose of the Alaska Wcrld War
Il Veterans Actis a loan from the general fund of the territorial treasury
which shall be paid back to the general fund as follows: $100,00) during
the fiscal year beginning July 1,1970, and ending June 30,1971, and an
equal amount during each fiscal year thereafter until the principal
amount has been repaid in full. Interest at the rate of two and one-half
per cent per annum shall be paid on the amount of the principal
outstanding from April 1, 1957, until the principal and all interest are
fully paid. (8 1ch 70 SLA 1949; am § 1ch 5 SLA 1955; am § 4 ch 97
SLA 1957; am | 1 ch 136 SLA ’°60)

For appropriation and provleion Tor Alas, 11 Alas. 4GU. I(i'j F.2d 604 (9th Cir.
repayment under former law, s<e Alaska  1948).
World War U Volerans' Bd. v. Territory of

Sec. 26.15.110. Limitation on securing bonus and loan. Persons
eligible for loans under this chapter are eligible for the bonus provided
for by this chapter, bo* no bonus may be paid to a person who has
received a loan under this chapter, and no bonus may be paid after July

24
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amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)
FYy 82 FY 83 ¥ s FYy 8 FY 86 Fy 87

100 PERSONAL SERVICES
200 TRAVEL

300 CONTRACTUAL

400 COMMODITIES

SO0 EQUIPMENT

600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.

TOTAL

FUNDING (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

Veterans Loan Fund U e SN -0- -0- -0-
POSITIONS

FULL TIME -0- -r- -0- -0- -0- . -0-

PART TIME

TEMPORARY

I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section I1I)

IV. DATE “arch 1982 PREPARED BY

AGENCY Department of Commerce & Economic Development
Original: Legislative Finance PHONE 465-2555 Division of Loans and
cc: Budget and Management Or 465-2510 Veterans® Affairs

Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)



Alaska State Legislature

Senate
Offical Business Pouch V
Labor & Commerce Committee Mﬁm' o811

SB 780:

Section 1) Amends AS 26 by adding a new chapter: VETERANS HOME IMPROVEMENT REVOLVING
IOAN FUND. The fund is to be established in the Divison of Loans and Veterans Affairs,
Department of Commerce and Economic Development, for the purpose of making loans to
qgualified veterans for improving or rehabilitating their residences.

Sec. 26.16.020 Loans to veterans under this chapter bear the same eligibility
requirements as veterans eligible under AS 18.56.101

Sec. 26.16.030 Loans under this chapter :
1) may not exceed $10,000
2) be repaid at an interest rate of 9 percent
3) shall be secured by a first or subsequent mortgage on the property
to be inproved, or by other security considered sufficient by the Dept.
4) only for the purpose of improvi. g or rehabilitating a single family
dwelling (owner occupied), duplex, or manufactured heme.

Sec. 26.16.040 Repayments of principle and interest shall be paid by the department
into the Veterans heme improvement revolving loan fund.

Sec 26.16.050 The department may adopt regulations to impliment this chapter.

Sec. 26.16.060 The department may sell or transfer : k par value or at a premiumor

discount to a ban!; or other private purchaser for cash or other consideration the mort-
gages and notes held by the department as security for loans made under this chapter.

Sec 26.16.070 "department” means the Department of Commerce and Economic Development.

Section 2) Appropriations, money, records, equipment, loan documents,and other property
of the Alaska NW IT veteran®s revolving loan fund are transferred to the veterans home

improvement revolving loan fund. Repayment of principal and interest a. loans made from



Alaska State Legislature

Senate

Official Business Pouch V

State Capitol

Labor & Commerce Committee Juneau, Alaska 99811

SB 780 continued

the Alaska I Il Veterans®™ Revolving Loan Fund received after the effective date of
this act shall be transferred to the veterans heme improvement revolving loan fund.

Section 3) Immediate effective dalui.






ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY

POSITION PAPER

Senate Bill No. 783
Twelfth Legislature - Second Session

By: Sturgulewski

An act adding multi-family dwellings as a qualified project for purposes
of the Alaska Industrial Development Authority.

Attached is a copy of a study prepared for the Alaska Industrial Development
Authority by Lehman Brothers Kuhn Loeb Incorporated dated Febrrv— 15, 1932,
and titled "A Strategy for Tax-Exempt Financing of Multi-Family Rental Housing
Development Projects in Alaska™.

It is the position of the Alaska Industrial Development Authority that the
Authority is able and willing to implement a program for financing multi-
fanily dwelling enterprises following any of the feasible scenarios pre-
sented in the study as it is directed to follow except a direct loan to
borrower program.

The Authority does not have the staff which would be needed for a state-wide
direct loan to borrower program and does not feel that such staffing would be
economically justified nor satisfactorily productive.

The Authority does recognize a need for financing vehicles enabling the
construction of multi-family dwellings in the State of Alaska and feels
that the energies of the Authority may well be directed towards achieving
suitable financing for such projects.

February 24, 1982



A STRATEGY FOR TAX-EXEMPT FINANCING
OF MULTI-FAMILY RENTAL
HOUSING DEVELOPMENT PROJECTS
IN ALASKA

Parts 1 and 2 (Complete)

ALASKA INDUSTFJAL DEVELOPMENT AUTHORITY

Prblic Finance Division
Lehman Brothers Knhn Loeb Incorporated
February 16, 1982



PART 1

L INTRODUCTION

The purpose of this report is to provide the Alaska Industrial Development
Authority with an outline of alternative approaches for the financing of m-"lli-
family renta' mousing projects. This report is intended to serve as an initial focal
point for .ne discussion and clarification of the goals and constraints under which
AIDA can implement programs to support rental housing development. Among

the issues that can and should be discussed are the following:

a) the size and scope of an AIDA multi-family housing
program (e.g. $20 million versus $200 miliion);

b) the size and income levels of the target population for
such rental housing;

¢) the cost and market rent levels for new rental housing;

u) vacancy rates in existing rental units; (i.e. Demand Study)

e) the form of any State assistance including, as examples:
rental subsidies, a State moral obligation to back-up AIDA

multi-family bonds, or State appropriations for AIDA
operating or debt service outlays.

f) the ability of private domestic (Alaskan) financial inter-
mediaries to participate in, or pledge collateral for new
rental housing loans.

g) the ability and willingness of AIDA to add staff members
with experience in administering multi-family loan
programs; and

h) the applicability of various federal programs to an AIDA-
sponsored multi-family loan program.

Following clarification of these issues, a more complete report will develop

detailed financing alternatives targeted to meet tho special needs and resources

of AIDA.

1-1
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This initial report is based on a set of underlying assumptions that may be
revised or refined in subs' .juent discussions. In particular, it is assumed that an
efficient and effectiv. mechanism for importing capital funds must expressly
address the concerns of investors with the risks inherent Lr multi-family rental
lousing projects. Section Il of this report reviews these risks and discusses
methods used by other agencies in reducing these risks to bondholders. This
report also assumes that these risks will not be borne solely by AIDA; rather any
program must expressly provide for a sharing of risks by private financial
intermediaries domiciled in Alaska and by project owner/mortgagors.

Many of the program characteristics that may be necessary to successfully
attract outside investors will not vary with the choice of taxable versus tax-
exempt financing alternatives. Nevertheless, since it is assumed that a major
goal for AIDA is to attract the lowest cost source of funds, this report is
restricted to a discussion of tax-exempt financing alternatives. Under present
market conditions, tax-exempt financing carries a cost advantage of
approximately 300-400 basis points over taxable financing of equivalent projects.
For rental units with a cost, say, of $40,000 per unit financed over 30 year?,
these savings may amount to more than 16% of annual debt service costs and
cumulatively amount to more than $34,000 over the life of the mortgage. By the
same token, it is presumed that these cost savings will be passed through from
project owners to renters.

Finally, because of uncertainty and a lack of information regarding the
applicability of various federal programs in the Alaska housing market, this
initial report assumes that multi-family projects financed through AIDA will not
carry FHA insurance nor will such projects be subject to rental subsidy payments

through the Section 8 program.

1-2



D. GENERAL CONSIDERATIONS IN THE DESIGN Or
ALTERNATIVE FINANCING VEHICLES

A. Eligibility Requirements for Tax-exempt Financing
Based on the assumptions outlined above, the development of an
AIDA financing program must first meet the requirements outlined under federal
statutes including the Mortgage Subsidy Bond Tax Act of 1980 ("MSBTA")
Briefly, the principal tests that must be met are three:

a) Bonds issued after December 31, 1981 must be in
registered form;

b) The interest rate on mortgage loans cannot exceed the
true interest cost of the tax-exempt bonds by more than
150 basis points; and

c) At least 20% (15% in targeted areas) of the rental units

financed must be provided to low-income tenants as
defined by the Internal Revenue Code, 5ection 167(K)(3)

(B).

More specifically, low-income tenants are defined as households with
incomes (adjusted for family size) not in excess of 80 percent of the median
income for the area as determined by the U.S. Department of Housing and Urban
Development. Moreover, under present interpretations of the 1980 legislation,
these units must be rented to eligible tenants for a minimum of twenty y”ars and
maximum rents charged cannot exceed 30 percent of the maximum monthly
income allowed fjr occupants of such units.

The combined effects of the "20% - 30%" requirements mean that
alternative subsidy arrangements will generally be necessary for any given
housing development to generate adequate revenues. In theory, the rentals
charged for the remaining 80 percent of the units could be raised to the point
necessary to meet projected revenue goals. The feasibility of this approach
depends on the level of required rental revenues for unsubsidized units relative

to "market rents" on alternative housing units in the area. A more complete
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analysis of this approach requires specific data on such factors as income and
rent limits for eligible low income tenants, project costs, and area market rents.
It should also be noted that AIDA and the State legislature may decide, as a

m atter of policy, that rental subsidy payments can and should be provided from

State resources.

B. General Considerations in Insulating Bondholders from Project Risk

Investors, generally, are risk-averse and multi-family rental housing
projects are generally perceived as inherently risky. Therefore, a viable
financing program must devise suitable methods to insulate bondholders' from
the risk of losses associated with proiect delinquencies or defaults.

The ability of owners of multi-family rental developments to meet required
mortgage payments and operating expenses depends upon a variety of factors,
including the achievement and maintenance of a sufficient level of occupancy;
sound management; timely and adequate increases in rents to cover increased
taxes, utility costs and maintenance; and social and demographic factors that
influence consumer demand for the project.

Bondholders, particularly investors outside the State, cannot be expected
to incur the costs of monitoring these factors or of absorbing these risks.

Traditionally, issuers of tax-exempt bonds have developed a variety of
methods designed to shield bondholders from these risks, including the use of
FHA insurance and/or the pledge of rent subsidy payments under the Section 8
program. Under the assumption that these federal programs do not apply in the
present Alaska housing market, AIDA will need to develop other methods of
credit support and the choice will, to some extent, be dictated by the type of
programmatic approach followed in implementing a multi-family housing

program.



The two generic approaches adopted by other agencies are direct loan

programs and loan-to-lender programs.

C. Direct Loan Programs

Under these programs,, the agency (e.g. AIDA) issues tax-exempt securities
and uses the proceeds to grant mortgage loans directly to project owners or to
purchase mortgages from eligible originators. The agency's bonds are secured in
the first instance by mortgage loan repayments, including any insurance or
subsidy payments directly related to the mortgage portfolio.

It should be emphasized that investors and rating agencies place particular
importance on the experience and resources of agency staff members in
assessing the quality of bonds issued under direct loan programs. As stated by
Standard &€ Poor's Corporation;

"Considerable emphasis must be placed on the agency staff
since a detailed analysis of each project is impossible and the
resolutions generally provide for additional series of bonds. We
consider the size and experience of the staff in the key areas of
design, underwriting, finance, legal, construction management
and property management.” (Standard & Poor's Corporation,
Bond Rating Guide)

Among the tasks required to be performed or monitored by agency staff
under direct loan programs are site selection and market review, economic
feasibility analyses, construction inspection and management selection and
review.

The evaluation of site selection and review may include an inspection of
site characteristics, surrounding land uses, availability of public transportation
and utility systems, proximity of the site to recreation, health care, religious and

social amenities, shopping and educational facilities, and employment

opportunities. Such analysis may also include review of demographic factors as
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well as current rent levels and vacancy rates for comparable housing units in the
market area.

The analysis of economic feasibility requires assessment of construction
costs and possible delays in construction or future increases in cost; the financial
and management capabilities of the developer and/or project owner; the
projection of rent levels, operating expenses and taxes; and the compatibility of
the project with governmental building codes and Federal and State
environmental requirements.

During the critical construction phase, suitable arrangements must be
developed to monitor compliance with plans and .specifications, to review and
approve changed orders, and to approve requisitions for construction advances.

This brief discussion of the functions required to be performed under direct
loan programs carries important implications for the implementation of new
programs.

While it may be possible to contract with outside parties for the
performance of certain of these functions from time to- time or project to
project, the interests of the agency (AIDA) in managing its risk exposure can be
expected to require in-house staff capabilities. There will necessarily be a
significant lead time to recruit and staff these functions and to develop
approp-iate operating procedures for direct lending. These staff resources must
also be viewed as "fixed costs" and will entail a significant increase in annual
operating expenses. In the short run or start-up period, these costs may require
appropriations from other AIDA programs or State appropriations. In the long
run, the incremental resources and costs may be funded from fees charged to
mortgagors and developers. However, the viability of this approach requires a

substantial, sustained commitment by AIDA and the State to multi-family
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programs so that these fixed costs may be economically allocated over a sizeable
number of projects.

While adequate professional staff resources are a prerequisite to
developing marketable bonding programs, it will also be necessary to develop
other sources of credit support to further insulate bondholders from project
risks. The most common approach used in other programs is to provide

bondholders with:

a) the general obligation pledge of the agency under
which any otherwise unencumbered revenues may be
used to supplement mortgage loan repayments;

b) the use of a debt service reserve fund invested in
marketable securities and pledged solely for the
purpose of meeting temporary cash flow aberrations
from projects; and

c) the "moral obligation" pledge of tne State to replenish
the debt service reserve fund.

It should be noted that this approach has been followed by AIDA in the
implementation of its Umbrella Bond Program.

The use of an additional moral obligation pledge by the State requires,
obviously, State approval and this will occasion a review of the costs and
benefits of such "contingent" State liabilities.

The potential benefits are clear: rating agencies generally accord revenue
bond issues with State "moral obligation” backups a rating one level below the
rating on State general obligation debt. Moreover, with adequate project
supervision and selec'fion, the likelihood for actual cash outlays by the State can
be mitigated.

The costs are more difficult to measure but require an analysis of the
effects of added "contingent liabilities" on the cost and ratings of State general
obligation debt. Further analysis of these important issues requires additional

data and is beyond the scope of this report.



Other important is.-.ues in evaluating the efficacy of a multi-family direct
loan program for AIDA include the analysis of construction loan versus
permanent mortgage financing and the extent of risk-sharing or participation by

private lending institutions.

D. Construction Lending versus Permanent Mortgage Financing

The past experience of many agencies in other States has pointed out that
substantial risks in multi-family rental housing lending occur during the
construction phase of projects. Several approaches have been used to mitigate
these risks to lending agencies and their bondholders. Several State agencies
have opted to restrict program lending activfties to permanent mortgage
purchases for recently completed projects. Simply, this approach permits the
agency to avoid construction risks. It also requires mortgagors to seek
alternative, higher-cost, construction financing from conventional sources at
tiixable interest rates. Thus the full potential benefits of lower tax-exe: jpt
borrowing costs are not passed through to the initial capital costs of project
development. A second approach followed by agencies restricts construction
loan financing to projects covered by FHA insurance on construction loan
advances and commitments by GNMA to take out the permanent mortgage upon
final endorsement for insurance by FHA. This approach generally protects the
agency from construction risks and results in high ratings and low borrowing
costs. However, the applicability of this approach assumes that projects and
mortgages can meet the appropriate requirements under these Federal programs.

Finally, other agencies provide combined construction loan and permanent
mor'gage financing. Generally, the implementation of this approach is
restricted to agencies with a successful track record of multi-family lending and

to projects with substantial Federal subsidy supports.
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E. Mortgage Participations by Private Lending Institutions

It may be appropriate for AIDA to develop a mortgage loan participation
program to shift relatively more of the construction risks to private mortgage
origination intermediaries. For example, AIDA could provide, say, 50% of
construction loan financing while private lending institutions supply the
remaining loan advances. Permanent mortgage financing, contingent upon the
successful completion of construction, could then provide for 90% AIDA
participation and 10% participation by private mortgage lending institutions.

In general, the concept of risk sharing through a loan participation program
can serve as an added element of latent credit support for AIDA and its
bondholders. Participation, either through loans or equity, by private lending
institutions helps ensure that these institutions will select economically viable
projects and will provide extra resources in monitoring and managing projects
over the long run. Moreover, AIDA has established the precedent for
participation programs through its Umbrella Bond Program.

Assessing the appropriate level of private lender participation does require
further analysis to determine the effects on overall project financing costs and

the willingness and ability of private lending institutions to fund various levels of

participation.

F. Loan to Lender Programs

A major alternative to direct loan participation programs is a loan to
lender program. These programs have been increasingly popular in recent
months and are fairly easy to implement in a short period of time. Under the
loan to lender concept, the agency issues its tax-exempt bonds and relends the

proceeds to participating lending institutions. These institutions, in turn, make
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construction loans and/or permanent loans to developers' of rental housing. The
private lenders thus retain the mortgage loan and assume the risks. The loan
from the agency to the lender is a general obligation of the lending institution
and repayment of the loan is additionally backed by the pledge of acceptable
collateral or a letter of credit from a major bank with a high credit rating.
Thus, the terms of the agency loan to the lender provide the primary security for
the agency's bonds. This effectively insulates the agency and i£5 bondholders
from project risks, shifting these risks to the lending institutions that may be
best suited to analyze and manage such loans.

Under the loan to lender concept, private lenders and developers function
in the same manner as with traditional sources of mortgage' capital. For
example, developers use private architects to draw up plans and specifications;
private attorneys to handle the legal work; private engineering companies to
survey the property and do test borings; private suppliers to provide materials;
private general and subcontractors to build the development; private marketing
firms to advertise and promote the development; private leasing agents to rent
the new units; and private management companies to collect rents and maintain
the property. Lenders underwrite loan applications using their normal stands.
They perform the credit analysis of developers; review the track record of
contractors; accept or reject locations, analyze the cost and marketability of the
proposed housing; see that codes and other governmental requirements are met;
and inspect construction through to completion.

Developers interested in the program may apply to a participating lender
for construction and permanent financing. The lender can reserve funds from
the prospective bond issue b; signing a Commitment Agreement and paying a

Commitment Fee to the agency (which fee can be passed on to the developer).

1-10



The agency-to-lender loan rate is established after bonds are sold, typically at a
level I/8th % to 5/gth % above the bond interest cost. The lender-to-developer
loan rate is set at a level no greater than 150 basis points above the bond
interest cost.

While the agency bond maturities and lender loan repayments may bi
tailored to the normal long-term amortization of the multi-family mortgage
loan, recent loan to lender bond issues have resulted in relatively short maturity
structures, which require mortgagors to refinance loans in approximately 10 - 13
years. Although this does shift a potentially serious interest rate risk to the
mortgagor, this risk is offset somewhat by the lower cost of tax-exempt
financing under the shortened bond maturity structure. Moreover, banks as
participating lenders have been reluctant to pledge collateral be' oi;d 10 - 13
years.

Lehman Brothers Kuhn Loeb has pioneered the development of recent loan
to lender bond programs, meeting the requirements for multi-family loans under
the MSBTA of 1980, by working with issuers to develop both collateralized
programs and >etter-of-credit (LOC) backed programs. Under the collateralized
approach, bonds have been structured with serial maturities beginning in the
third year and a final balloon payment in the 13th year. Bond maturities and
lender loan maturities are matched to mortgage loan maturities, which are, in
turn, based on amortization over a 30—ye§r period.

Under this program, to secure an AA bond rating, .anders are required to
pledge collateral securing the agency bonds according to the following schedule:
Direct U.S. Government or U.S. Government guaranteed
securities in an amount whose market value equals 125%
of the lender loan; FHA/VA single family mortgage loans
whose market value equals 140% of the lender loan,

and/or conventional, single family mortgage loans whose
market value equals 150% of the lender loan.
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It should be noted that other underwriters have proposed alternative
methods for structuring bond maturities under collateralized loan-to-lender
programs.

While no bond issues appear to have been sold under these proposed
structures, the basic difference in approach with the tyr>e of program developed
by Lehman Brothers is in the mismatching of bond principal maturities and
mortgage loan maturities. As advanced by this alternative approach, the
mortgage loan repayments are scheduled basically identically with the Lehman
approach. Bonds, however, are scheduled on a level debt basis over a 13 year
period. Thus, lenders repay principal to the agency more rapidly than principal is
received from the developer. In effect, then, this approach results in a negative

cash flow for the lender.

Generally, the ability and willings of lenders to pledge collateral is of
primary importance in developing a successful loan-to-lender program. In order
to redu.e the collateral requirements, Lehman Brothers has developed a letter of
credit (LOC) alternative. Simply, this alternative involves the purchase of a
LOC from a triple-A rated bank as additional credit support for the agency's
bonds. The principal advantages of the LOC-backed bond are significantly lower
interest rates associated with the Aaa rating and the reduced collateral
requirements. Under this alternative, the bank issuing the LOC does require
originating lenders to secure the LOC with a pledge of collateral based on U.S.
Government securities with a market value, of 105% of the lender loan, or

mortgages with a market value of at least 110% of the lender loan.
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m. A PROPOSED STRATEGY FOR
THE ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY

The discussion in the previous section has pointed out that each of the two
principal approaches to multi-family lending has its unique advantages and
disadvantages. By way of summary, the principal advantages of direct loan
programs are the wide flexibility permitted AIDA in selecting projects and
structuring appropriate financing te:ms, and the centralized focus permitted for
targeting State or Federal subsidy programs.

The principal disadvantages are the need for explicit credit support
arrangements, the lead time necessary to implement such a program, and the
significant operating expenses required to properly administer a di. ..-t loan
program.

The principal advantages of the loan to lenders approach are that such
programs minimize the need for other sources of State support and they may
lead to generally higher ratings and lower interest costs. The principal
disadvantages include limitations on the ability and/or willingness of domestic
financial institutions to pledge sufficient collateral, and the refinancing risk
faced by mortgagors.

It is our opinion that AIDA may best serve the long-run interests of Alaska
by the development of a direct loan participation program. However, given the
lead time necessary to properly implement this program, AIDA may choose to
first initiate a modestly-sized loan to lender program utilising a bank letter of
credit. Implementing such a program will establish an immediate presence for
AIDA in the multi-family rental development market. Moreover, this initial step
can be used to buy addition.-1 time and experience for the development of an

AIDA direct loan program.



PART 2

l. INTRODUCTION

You have Informed us that capital market conditions in recent years have
been particularly damaging to housing markets in Alaska. The continuing vhigh
lerel of interest rates and the extreme volatility of the rates have seriously
disrupted conventional real estate lending instruments and institutions. More-
over, the pervasive uncertainties surrounding the future course of fiscal policy
and monetary policy do not promise a short-term resolution to the problems
faced by traditional lenders or borrowers. The restructuring of financial markets
that is now underway will last long beyond the next peak in the interest rate
cycle and will force new approaches for the financing of basic shelter needs,
particularly for low and moderate income families.

The high level of taxable interest rates on conventional mortgage loans has
effectively priced new rental housing units beyond the reach of many families.
Furthermore, conventional lending institutions, buffeted by the extreme volatil-
ity of market interest rates, are increasingly reluctant to provide long-term
fixed-rate loans.

At the same time, demand for rental housing is increasing in Alaska. In
part, this increased demand can be traced to the cost of credit in the single-
family mortgage market. Also, basic social and demographic changes have
increased the demand for "affordable" rental housing. Earlier adulthood, later
family formations, and more mobile lifestyles have combined to stimulate the

need for rental as opposed to owner-occupied housing units.
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The Alaska Industrial Development Authority or another public corporation
should be positioned to play an important role in meeting these fundamental and
lasting chang ?s in multi-family housing finance.

Mortgage lending, multi-family housing finance is essentially a business
loan market. A centralized focus for the implementation and management of
shared public-private sector roles and responsibilities in multi-family housing
excercised by an entity with an understanding of lending to the private business
sector would be a particularly efficient and effective way of monitoring housing
needs, administering the myriad of federal programs and developing unique
programs responsive to the needs of Alaskans.

A central focus would permit cohesive but flexible financing programs,
including direct loan or mortgage-purchase programs utilizing FHA insurance
under Section 221(d)(4), Section 8 project financings, and FHA-insured construc-
tion loan financings with permanent loan takeouts under commitments from
GNMA. Moreover, innovative methods of State of Alaska support could be
integrated with or developed independent of these traditional methods of finan-
cings. Such innovations could include low-rate loans delayed amortization loans
or equity participations. Other methods of State support could include direct
legislative appropriation of existing State assets to provide supplemental cash
flow that could be used to secure bonds issued to further multi-family housing
financing.

Fashioning such a role for a public corporation require a thorough assess-
ment of present and future rental housing needs in Alaska, a review of the
current roles of the State and its agencies, as well as private lenders and
developers in this market, and a strategic plan for effectively targeting the

programs that could be developed.
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Our discussions with representatives of lending institutions and public
officials in Alaska indicate an urgent need to access low-cost funds to stimulate
new construction. Vacancy rates are extremely low and new construction is
virtually at a standstill.

Most of the traditional financing approaches employed by other states in
the past do not appear applicable or feasible for financing multi-family projects
today. For example, while a mortgage-purchase program utilizing FHA-insured
loans under Section 221 (d)(4) could theoretically be implemented in a reasonable
timely fashion, this would require the use of long-term (30 year) bonds. At
present yields, the high level of interest rrte on long-term bonds in the tax-
exempt market effectively foreclose this option as the resulting mortgage loans
could not be amortized by the underlying dwelling units.

Moreover, the cutbacks proposed and implemented in other federal pro-
grams, such as the GNMA tandem program along with the inevitable delays in
developing the necessary interface with these programs and between the

appropriate Federal agencies further frustrates moving ahead positively and

quickly.

Table 1
Current Market Yields on
Aa-Rated State Agency
Housing Bonds (FHA-VA Injured)

February 9, 1982

Maturity __Yield_
(in Years)
10 11.25%
20 13.00
30 13.50
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Table 1 above points out that yields on 30-year Aa rated housing agency
bonds are presently around 13 1/2%. The elective mortgage loan rate on new
issues at this yield level would necessarily range between 14 1/2% and 15%.
Since our understanding of housing market economics in Alaska indicates that
projects may not be feasible at loan rates above 13-13 1/2%, it is clear that
long-term financing cannot provide a sujrt-run solutions to prevailing construc-
tion demand.

Because of these frustrations inherent in financing along traditional lines,
the State must look elsewhere if financing support is to be made available for
addressing existing demand given financial market constraints. Building on
alternative financing ideas employed in the lower forty-eight, refined to meet
the restrictions existing in Alaska, we believe a loan to Master Lender financing
approach is the desirable and effective way to proceed. This program - the
Master Lender Multi-family Housing Loan Program - is outlined in the next
section of this report. We believe that the Master Lender program concept has
many advantages. First, it is designed to enable the State of Alaska to quickly
channel funds into new construction for the 1982 building season.

e A Master Lender bond sale could be ready for market within
90 days from the date of enabling resolution by the
corporation.

Second, the program is designed to enable the bonds issued to carry a high
rating (at least double A) and t>' :reby achieve significant interest rate savings.

e Based on present market conditions, we believe that a
Master Lender bond issue could be marketed at tax-exempt
rates that would permit effective mortgage loan rates
within the 13-13 1/2% limit.

Thic program also is highly efficient in that existing institutional arrange-

ments are utilized to the maximum extent possible.
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The Master Lender program preserves the traditional roles
of the local lender and developer, enabling each to share in
the risks and returns from private capital investment.

The Master Lender concept also requires no subsidies or
outlays by either the public corporation issuing the bonds or
the State.



. The Master Lender Multi-family Housing Loan Program

The basic structure of the Master Lender program is outlined in Chart 1

and involves important roles for the corporation, the Master Lender, Jocal

lenders and developers/owners of multi-family housing developments.

Briefly, the program works as follows:

1.

Upon adoption of appropriate resolutions, selection of the Master
Lender - which could be a bank, property or casualty firm or any
other lending institution or entity - and the development of program
loan guidelines, the designated corporation would announce its plan to
implement a M ‘i-famjy Loan Program and sponsor an information
meeting for interested local lenders and developers.

Interested loc?'. lenders would reserve commitments from the pro-
gram by und' i * participation loan commitment agreement and
paying a i. nitm, 1 fee to the corporation. We believe that a
commitmer o fv.e of 1 point is.appropriate. This fee, which would be
passed through to the developers, provides a contribution to the
expenses of the program, and makes possible early amortization of
the costs associated with the financing.

Local lending institutions, in conjunction with the Master Lender, will
apply standard underwriting criteria to select projects and developers
for program participation. Local lenders will originate new loans
under program guidelines and will piovide 100% of the necessary
construction loans (at taxable market rates). At the completion of
construction, local lenders will retain a participation in the perman-
ent mortgage financing, at market (e.g. taxable) rates. We believe
that a 10% local lender participation in the permanent loan a'lows for
a suitable sharing of risks between the Master Lender anu the local
lenders, insures diligence on the part of local lenders in the origina-
tion and servicing of loans, and permits profit making by the local
lenders in return for their participation on the permanent financing.

Shortly after finalizing local lender commitments, but prior to actual
construction of the project, the corporation will issue bonds in the
amount necessary to finance 90% of the permanent loans. Based on
estimates supplied to us by AIDA, an initial bond issue in the $75-100
million range appears feasible.

During the construction period, which should be limited to two years,
bond proceeds will be invented in high-grade, short-term securities at
a yield substantially in excess of the bond yield. This yield spread
will produce net income which will in part offset bond issuance
expenses and permit the corporation to pass-through a lower
financing rate. We recommend a construction period not longer than
two years we believe this to be advisable because it insures that the
projects constructed will address oiscernable and realistically be
assesseo <iemand. Further, two years will insure that all proceeds

2-6



from the financing will be spent within the traditional IRS-defined
temporary period.

6. At the completion of construction, the corporation will loan the bond
proceeds to the Master Lender ("Lender Loan"). The Master Lender
will provide 90% of the permanent mortgage loan at a rate pegged to
the effective interest cost of the bond issue.

7. The Lender Loan will be structured as a general obligation of the
Master Lender. The Master Lender should be selected on the basis of
it being a nationally recognized institution possessing an AA rating or
better cn its general obligation debt securities. Structuring the loan
as a general obligation insures that the Master Lender's rating can be
passed through to the corporation's bonds.

8. Local lenders will act as originating any servicing agents and will
commit to make loan repayments on the permanent loan to the

Master Lender on a timely basis. In turn, the Master Lender wil
undertake repayment of the Lender Loan to the program trustee.

9. Excess cash flows in the program after bond debt service require-
ments have been satisfied will revert to the corporation.

In our view, there are a number of important benefits from the strucutre of
the Master Loan Multi-family Housing Loan program.

First, the use of the Master Lender provides to the corporation's bonds the
security requisite to expedite the marketing and distribution of the bond issue to
investors. Moreover, structuring the corporation's loan to the Master Lender as
a general obligation obviates the need for cumbersome and costly collateraliza-
tion.

Second, local lending institutions retain the important function of client
maintenance and development with local developers and owners. These local
lending institutions are best positioned to evaluate the suitability and market-
ability of proposed developments and the capabilities of developers. It is
appropriate, therefore, that these local institutions provide origination and
construction loan financing and shield bondholders and the Master Lender from

the inherent risks of the construction period.



Third, the developer/owner, under this program, can maintain a working
relationship with local lending institutions and benefit from a low-cost blend of
10% taxable - 90% tax-exempt financing at rates well below (400-600 basis
points) conventional mortgage rates. Based on our assessment of preferred local
lending practice, we would suggest that the loan-to-value ratio be established at
75%, thus establishing a significant local equity capital contribution to further
insure the success of the program.

Fourth, a potential long-term benefit to the corporation and, more
generally, the State, stems from the development of a good working relationship
with out-of-state capital sources.

While the rates and fees for the various loan components are subject to

negotiation and tax-exempt market conditions, terms that appear forseeable are:

Lender Loan: Rate within 25 basis points of the TIC on the
bonds
Construction Loan: Market rate + 2 points

origination fee
Permanent Loan: 90% -Rate at 1% above theLender Loan + 2
points origination and 1 point Stand By
Commitment Fee

10% -Market Rate + 2 points
origination fee

Servicing Fee: One-fourth of 1% for loans
below $1 million; one-sixth
of 1% for loans over $1 million
The loan origination fee is paid by the developer on the closing date of the
respective loan. The fees are designed to compensate the appropriate lender for
closing and adminstrative cost, for the risk of undertaking the loan, and the
commitment to subsequently refinance either as a permanent loan or upon

maturity of the balloon. The Stand By Commitment Fee is a unique charge

assessed by the Master Lender xor the use of its credit and the risk assumed by
%
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that institution to make possible the developer's access to low cost tax exempt

"balloon” maturity financing.

Bond Maturities and Loan Terms

As noted earlier, present market conditions preclude the issuance of long-
term bonds at rates sufficiently low to provide mortgage loans at or below
13 1/2%. Assuming that present market conditions continue for the near-to-mid-
term, we recommend that the initial issue of the corporation's Master Lender
Multi-family bonds be structured with a 7-12-year final maturity.

The Master Lender Loan and the subsequent mortgage loan should be
structured on the basis of a 20-25-ycar amortization schedule of equal annual
debt service payments, with a "balloon" or term maturity in a year consistent
with the bond maturity. It must be recognized that this loan maturity structure
has the positive feature of small principal amortization in the critical early
stages of the project's life. Conversely, the Master Lender assumes the greater
risk of refinancing almost the entire principal amount of the mortgage loan.

Based on recent market conditions, this structure would permit a bond
interest cost of approximately 11-11 1/2%, a tax-exempt developer loan rate of
approximately 12 1/2% and a bleiided (10% taxable - 90% tax-exempt) permanent
loan rate of approximately 13% (assuming a rate of 17% on the 10% local lender
permanent loan).

Given current market conditions with very wide differentials between short
and long-term yields, this maturity structure represents a compromise between
the prohibitively high cost of long-term financing and the refinancing risks
inherent in low-cost, short-term financing. The use of this type of maturity

structure in recent bond sales indictes that this is an acceptable tradeoff of
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cost-risk factors in that is does provide for low-cost permanent financing for at
least five to ten years dependent on the final maturity selected. The final
maturity schedule, should be tailored to market conditions at the time of sale.
To comply with federal regulations under the M5BTA and to increase the
supply of rental housing at the lowest administrative cost, adherence to the

following program parameters have varying degrees of importance:

Type of Housing: Newly constructed rental housing developments. All develop-
ments required to be used as rental housing for a period equal to that of the
outstanding bonds. Both of these requirements are mandated by the M5BTA and
govern housing financed with the proceeds from tax-exempt bonds.

Income Restrictions on Tenants: At least 20% of the units in each development
financed under the program must be occupied by low income tenants as that
term is defined by 167(k)(3XB) of the Internal Revenue Code. The remaining 80%
of the units must be occupied by tenants whose adjusted gross income per
household was less than the maximum income limit established by the
corporation. Projected adjusted gross income will be wused to determine
compliance. This information is to oe obtained during the tenant application
process and sworn to (notarized) by the applicant.

Recertification of Tenant/Income Annual Audit: No recertification of tenant
income is necessary following original occupancy. As long as a tenant occupies a
unit in the development (not necessarily his or her original unit), the tenant/unit
continues to qualify under the devlopment's income restrictions. However, the
corporation acting through the trustee bank will conduct an annual compliance
audit of each development financed under the program.

Distribution of 20% Income-Restricted Units: The 20% income restricted units
must be reasonably interspersed on a pro rata basis throughout the development.

Rent Restrictions on Units: For the 20% of the units set aside for the low
income tenants, rents cannot exceed 30% of the maximum monthly income
allowed for occupants of such units.

Tenant Acceptance: As long as the same standards applied to the 20% restricted
income tenants are applied uniformly throughout the development, the developer
may reject any tenant on the basis of bad credit, poor job history, and other
reasons evidencing tenant undesireability. For example, the development may be
designed and marketed exclusively to the elderly or to childless couples.

Selection of Income and Rent Restricted Units: Specific units meeting income

and rent restrictions requirements may be redesigned by the developer from
time-to-time (with notice to the corporation and the bond trustee), so long as at
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least 20% of the units within the development are so designated for 20 years and
further so long as the designated units are reasonably interspersed throughout
the development.

Violation of Income Restriction Requirements: Loan documencs between the
lender and developer will include a variety of mechanisms for enforcing the
income restriction requirements. A violation of such requirements would
constitute an event of default under the loan, subject to reasonable and standard
notice and cure provisions prior to any foreclosure action on the mortgage.

Regulatory Agreements and Deed Restrictions: The developer, the corporation
and the bond trustee will enter into a regulatory agreement and the devloper will
be required to record certain deed restrictions requiring use of each develoment
for 20 years following completion of construction of such development as rental
property in which at least 20% of the units are occupied by lower income
tenants. The regulatory agreement may be ultimately enforced by default and
acceleration of the mortgage note. The deed restrictions, which run with the
land, may be enforced by any available judicial proceedings.

Eouitv Joint Ventures: Any qualified lender may, in its name or through a
subsidiary, establish an equity joint venture with a developer, with such joint
venture then borrowing from the lender under the program. (It must be noted
that national banks are prohibited from taking an equity interest in projects they
finance.) In such cases the lender must make an actual cash, property or in-kind
contribution of equity. This requirement will give comfort to the program that
any ventures are, in fact, bona fide. Further, the lender's percentage share in
ownership return may not exceed the lender's pro rata share of equity
contribution. In addition to insuring that ventures formed are legitimately what
they represent to be, this requirement protects the financing from possible
accusation that a disproportionate return is simply a device for circumventing
IRS-imposed arbitrage restrictions existing on tax-exempt financing. Finally, it
should be the policy of the corporation that a lender's percentage share in
ownership of the equity joint venture not exceed 30%. This protects against
lender's program participation being simply self-serving to the exclusion of
intended program beneficiaries.

The key details of the Master Lender Mult, family Housing Loan Program

outlined above have been tested and are acceptable in the bond market. It
should be noted however, that the basic financing structure can and should be

adapted to be responsive to the needs or interests of the corporation.

2-11
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EXHIBIT A

Collateral;

For non-rated or less than AA rated inst:tutions, approximate collateral
requirements are as follows: The lender Ic j» must be secured by (i) direct U.S.
Government or U.S. Government guaranteed securities in an amount whose
market value equals 125% of the lender loan, (ii) letter of credit from an eligible
bank in an amount equal to 100% of the lender loan, (iii) FHA insured, VA
guaranteed or conventional single family mortgage loans whose market value
equals 150% of the lender loan. Single family mortgage loans used as collateral
must (a) have a fixed interest rate and substantially equal monthly installments
of principal and interest, (b) have an original term of 25 to 30 years, (c) have a
remaining term at least equal to 15 years, (d) qualify as legal investments for
federally chartered savings ai A loan associate .is Gf lender is a savings and loan
association), (e) be ol: the type which have been generally eligible for purchase by
FNMA or FHLMC, (f) not have more than 90 days in arrears at any time during
the preceding 12 months and remain in a current status while on deposit in the
Collate -al pool, (g) be serviced . the lender or thr lender's qualified agent, (h) if
a condominium mortgage loan, have a principal amoitnl such that the aggregate
amount of all such pledged condominium loan. ..e not in excess of 10% of the
collateral requirement, and G) possess generally acceptable insurance based on
loan-to-value ratios if a conventional loan and FHA flood insurance if in a flood
zone. Government securities used as collateral must be (a) direct obligations of
the United States of America or any agency or instrumentality thereof, or

obligations fully guaranteed by the United States of America or any agency or



! EXHIBIT A
(con’t.)
instrumentality thertof (including, without Ilimitation, mortgage loan pool
participation certificates issued by GNMA), provided that such direct obligations
or guarantees, as the case may be, are entitled to the full faith and credit of the
United States of America; or (b) mortgage loan pool participation certificates

issued by the Federal Heme Loan Mortgage Corporation.

Collateral Valuation and Maintenance:

Collateral must be valued at market and must be revaluated no less
frequently than quarterly and brought back to required levels within 30 days (i.e.,
by pledge of additional collateral to make up a deficiency or by release of excess
collateral). FHLMC and FNMA auction yields are to be used for valuing the
collateral pool wusing the "mortgage vyield" defined as yield-to stand- *d
prepayment date. The standard prepayment is normally 12 years or half of the
e-naming life of the mortgage, whichever i: shorter.

Col Substitution:

Free and r.limited substitution of permitted collateral in required amounts
at each established valuation date. More frequent substitutionis permitted in the
event of early payoffs of loans in the collateral pool or to conform to regulatory

requirements.
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Chart 1
Key Funds Flow for a
Master Lender Multi-Family Housing Loan Program
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Chart 2
Key Funds Flow for a
Multi-Family Housing Loan Program
Collateralized by State Portfolio of Loans
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Chart3
Key Funds Flows for a
Multi-Family Housing Loan Program
Utilizing Collateral Pledge and Letter of Credit
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8 44.88.165 State Government § 44.88.220

Effective dates. — Section 52, ch. 115, effectJuly 28,1981, in accordance with AS
SLA 1981, provided that this section take  01.10.070(c). i

Article 4. General Provisions.

Section

165. Delinquent loans
212. Fees charged by authority
220. Definitions

Sec. 44.88.165. Delinquentloans. If more than two percentofthe
total outstanding balance of loans purchased from a financial institu-
tion under AS 44.88.010 — 44.88.220 becomes delinquent for 90 days
or more, the authority shall discontinue purchasing loans from that
financial institution until the delinquency is reduced to less than two
percent. (§ 42 ch 115 SLA 1981)

Effective dates. — Section 52, ch. 115, effectJuly 28,1981, in accordance with AS
SLA 1981, provided that this ‘jection take 01.10 070(c).

Sec. 44.88.212. Fees charged by authority, (a) An application fee
may not be charged for an application for authority participation in a
loan under AS 44.88.158.

(b) Thecommitmentfee fora loan commitmentby the authority may
not exceed two percent of the principal amount of the loan. (AS
44.88.085; § 34 ch 115 SLA 1981)

Effective dates. — Sect.on 52, ch. 115, Editor's notcR. — This section was
SLA 1981, provided that this section take originally enacted as AS 44.88.08) and
effect July 28,1981, in accordance with AS  wus renumbered by the reviaor of sb lutes
01.10.070(c). pursuant to AS 01.05.031(b).

Sec. 44.88.220. Definitions. In AS 44.88.010 — 44.88.220

(1) "authority” meansthe Alaska Industrial Development Authority
created by AS 44.88.010 — 44.88.220;

(2) "business enterprise” meanr a single proprietorship, corporation,
firm, partnership, or other association of perBO s organized in any
manner, for any business purpose, other than on u nonprofit basis;

(3) "federal agency" means the United States and uny officer,
department, agency or instrumentality of the United States;

(4) "governing body of a political subdivision” means, when used
with respectto the location ofa project, the council ofa city ifthe project
is to be located in a city in the unorganized borough, or the assembly if
the project is to be located in an organized borough or a unified
municipality;

(5) "project” means

(A) a p ntor facility used or intended for use in connection with
making, processing, preparing, or p;educing in any manner, goods,
products or substances of any kind or nature or in connection with
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developing or utilizing a natural resource, or extracting, smelting,
transporting, converting, assembling or producing in any manner,
minerals, raw materials, chemicals, compounds, alloys, fibers,
commodities and materials, products or substances of any kind or
nature, any plant or facility used or intended for use as an industrial
park or in connection with air and water transportation, or any plant
or facility for t! i prevention, limitation or control of air or water
pollution, for the disposal of sewage or solid waste, for the local
furnishing of gas, or for the furnishing of water;

(B) a plant or facility used or intended for use in connection with a
business enterprise;

(C) commercial activity by a small enterprise;

(6) "plant” or "facility” means real property, whether above or below
mean high water, oran interestin it, and the buildings, improvements
and structures constructed or to be constructed on or in it, and may
include fixtures, machinery, and equipment on it orin it, and tangible
personal property, regardless of whether the tangible personal prop-
erty is attached to or connected with real property, if the owner has
agreed nottoremc .e the tangible personal property permanently from
the state for the period the authority sets; "plant” or "facility” does not
include work in process or stock in trade;

(7) Repealed by 8 70 ch 106 SLA 1980;

(8) "project cost” or "cost of a project” means all or'any part of the
aggregate costs determined by the authority to be necessary to finance
the construction, expansion, or acquisition of a project, including
without limitation the cost ofacquiring real ortangible personal prop-
erty, and, in connection with real property, the cost of constructing
buildings and improvements, the cost of constructing means of access
to and from the project, the cost of constructing extensions of utility
systems to the site of the project; the cost of a project includes, without
limitation, the cost of financing the project, interest charges before,
during or after construction, expansion, or acquisition of the project,
costsrelated to the determination ofthe feasibility, planning, design or
engineering of the project and, to the extent determined necessary by
the authority, administrative expenses, the costofmachinery orequip-
ment to be used in the operation ofthe projectand expenses ofinstalla-
tion, replacement or rehabilitation, and all other costs, charges, fees
and expenses which may be determined by the authorty to be neces-
sary to finance the construction, expansion, or acquisition;

(9) "project applicant® means a business enterprise or enterprises
proposing to

(A) use or occupy a project; or

(B) agree to permit others to use or occupy a project;

(10) "real property” means land and rights and interests in land,
including, without limitation, interests less than full title such as ease-
ments. uses, leasee, and licenses:

396
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(11) "lease” includes, when used as a noun, an interest in, or when
used as a verb, the transfer of an interest in, property less than fee
simple title, including, without limitation, when used as a noun,
agreements to use or occupy property,

(12) "small enterprise” means a business enterprise which is a
projectapplicant with grossincome 0f$10,000,000 or less forits annual
reporting period ending immediately before the application to the
authority for a loan;

(13) Repealed by §51ch115 SLA 1981.

(14) Repealed by §51ch115 SLA 1981.

(15) Repealed by §51ch115 SLA 1981.

(16) "commercialactivity” includes work in proces. or activity
involving stock in trade, accounts receivable, or the refinancing of
existing indebtedness, subjectto the provisions of AS 44.88.158. (§ 1ch
64 SLA 1967; am 88 4, 5ch 64 SLA 1977; am § 70 ch 106 SLA 1980;
am 88 43 — 47, 51 ch 115 SLA 1981)

Effect of amendments. — The 1981 ‘*‘construction™ in three places. The umend-
amendment effective July 28, 1981, sub- ment also added paragraph (16) and
stituted 'for any business purpose, other repealed paragraph (13) which defined
than" for ""which iB not organized” in para- '‘tourism enterprise,”" repealed paragraph
graph (2). The amendment rewrote pnrn-  (14) which defined ""commercial fishing on*
graphs (5) and (12). In paragraph (8), the terprisc" and repealed paragraph (15)
amendment added "expansion” follov’ng  which defined ""mining enterprise."
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SB 784:

Would require A.P.A. to provide 10 days notice to the State Bond Cetrmittee and
the Legislative Budget and Audit committee, if it decides to issue bonds secured by
a capital reserve fund. The notification would have to include the amount of the
capital reserve fund to be established, the amount of bonds to be issued, and the total
cost of thp project for which bonds are issued. Also must be accompanied by an estimate
(by A.P.A) of the need to withdraw money from the fund during the term of the bond issue,
the amount necessary to withdraw, and an estimate of the time at which withdrawals are
bo be needed. Each year the A.P.A. would be required to submit a revised estimate, con-
sidering the same factors, and a statement of all withdrawals frcm the date of b~nd
issuance to the erd of the calendar year. The revised estimate would have to be submit-
ted to tie bond committee and the Legislative uudget and Audit Cormittee by January 30th
of the following year.
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Effect of amendment — The 1978 it designated the former ; revisions of this
amendment so changed this ser'ion as to  section as subsection (a) and added
make a detailed comparison im- subsection (b).
practicable. Among other things, however,

Article 3. Financial Provisions.

Section Section
100. Bonds of the authority 140. Pledge of the state
110. Trust indentures and trust agree- 150. Tax exemption
ments. 160. Bonds legal investments for fi-
11:0. Validity of pledge duciaries

130. Nonliability on bonds

Sec. 44.83.100. Bonds of the authority, (a) The authority may
borrow money and may issue bonds, including butnot limited to bonds
on which the principal and interestare payable (1) exclusively from the
income and receipts or other money derived from the project financed
with the proceeds of the bonds; (2) exclusively from the income and
receipts or other money derived from designated projects whether or
notthey are financed in whole orin partwith the proceeds ofthe bonds;
(3) from its income and receipts or other assets generally, or a
designated part or parts of them; or (4) from one or more
revenue-producing contracts including a contract providing for the
security of the bonds made by the authority with any person. The
authority may issue bonds to pay, fund or efund the principal of, or
interest or redemption premiums on, bonds issued by it, whether or not
the bonds or interest to be funded or refunded have become due.

(b) Bonus shall be authorized by resolution of the authority, and
shall be dated and shall mature as the resolution may provide, except
that no bond may mature more than 50 years from the date ofits issue.
Bonds shall bear interest at the rates, be in the denominations, be in
the form, either coupon or registered, carry the registration privileges,
be executed in the manner, be payable in the medium of payment, at
the places, and be subject to the terms of redemption which the
resolution or a subsequent resolution may provide.

(c) AIll bonds, i 'gardless of form or character, shall be negotiable
instruments for all the purposes of the Uniform Commercial Code.

(d) All bonds may be sold at rublic or private sale in the manner, for
the price or prices, and at the time or times which the authority may
determine. (8 1 ch 278 SLA 1976)

Sec. 44.83.110. Trust indentures and trust agreements, (a) In
the discretion of the authority, an issue of bonds may be secured by a
trust indenture or trust agreement between the authority and a
corporate trustee (which may be a trusf company, bank, or national
banking association, with corporate trust powers, located inside or
outside the state) or by a secured loan agreement or other instrument
orunder a resolution giving powers to a corporate trustee by means of
which the authority mav

256
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(1) make and enter into any and all the covenants and agreements
with the trustee or the holders ofthe bonds which the authority may
determine to be necessary or desirable, including, without limitation,
covenants, provisions, limitations and agreements as to

(A) the application, investment, deposit, use and disposition of the
proceeds of bonds ofthe authority or of money or other property ofthe
authority or in which it has an interest;

(B) the fixing and collection of rentals, charges, fees or other
consideration for, and the other terms to be incorporated in, contracts
with respect to a project or to generated power;

(C) the assignment by the authority of its rights in contracts with
respect to a project or to generated power or in a mortgage or other
security interest created with respect to a project or generated power
to a trustee for the benefit of bondholders;

(D) the terms and conditions upon which additional bonds of the
authority may be issued;

(E) the vesting in a trustee ofrights, powers, duties, funds or prop-
erty in trust for the benefit of bondholders, including, without
limitation, the right to enforce payment, performance, and all other
rights of the authority or of the bondholders, under a lease, power of
contract, cont-act of sale, mortgage, security agreement, or trust
agreement v .th respect to a project by injunction or other proceeding
or by taking possession ofby agent or otherwise ar ¢« operating a project
and collecting rents or other consideration and applying the same in
accordance with the trust agreement;

(2) pledge, mortgage or assign money, leases, agreements, property
or other rights or assets of the authority either presently in hand or to
be received in the future, or both; and

(3) provide for any other m atters of like or different character which
in any way affect the security or protection of the bonds.

(b) Notwithstanding any other provisions of this chapter, the trust
ag. mentshall contain a covenant by the authority that it will at all
times maintain rates, fees or charges sufficient to pay, und that a
contract entered into by the authority for the sale, transmission or
distribution of power shall contain rates, fees or charges sufficient to
pay the costs of operation and maintenance ofthe project, the principal
ofand interest on bont'.s issued under the trust agreement as the same
severally become due ind payable, to provide for debt service coverage
as considered necessa -y by the authority for the marketing ofits bonds
and to provide for renewals, replacements and improvements of the
project, at J to maintain reserves required by the terms of the trust
agreement.

(c) For the purpose of securing any one or more issues of its bonds,
the authority may establish one or more special funds, called "capita,
reserve funds"”, and shall pay into those capital reserve funds the
proceeds of the sale of its bonds and any other money which may be
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made available to the authority for the purposes of those funds from
any other source. The funds shall be established only if the authority
determines thatthe establishmentwould enhance the marketability of
the bonds. All money held in a capital reserve fund, except as provided
in this section, shall be used as required, solely for (1) the payment of
the principal of, and interest on, bonds or ofthe sinking fund payments
with respect to those bonds, (2) the purchase or redemption of bonds,
or (3) the payment ofa redemption premium required to be paid when
those bonds are redeemed before maturity; however, money in a fund
may not be withdrawn from it at any time in an amountwhich would
reduce the amount of that fund to less than the capital reserve
requirement set outin (2) of this subsection, except for the purpose of
making, with respect to those bonds, payment, when due, of principal,
interest, redemption premiums and the sinking fund payments for the
paymentofwhich other money ofthe authority isnotavailable. Income
orinterestearned by, orincrementto, a capital reserve fund, due to the
investment ofthe fund or any other amounts in it, may be transferred
by the authority to other funds or accounts of the authority to the
extent that the transfer does not reduce the amount of the capital
reserve fund below the capital reserve fund requirement.

(d) Ifthe authority decides to issue bonds secured by such a capital
reserve fund, the bonds may not be issued if the amount in the capital
reserve fund is less than such an amount as may be established by
resolution of the authority (called the *“capital reserve fund
requirement"), unless the authority, at the time of issuance of the
obligations, depositsin the capital reserve fund from the proceeds ofthe
obligations to be issued or from other sources, an amount which,
together with the amount then in the fund, will not be less than the
capital reserve fund requirement.

te) In computing the amountofa capital reserve fund forthe purpose
"*f this section, securities in which all or a portion of the funds are
invested shall be valued by some reasonable method established by the
authority by resolution. Valuation on a particular date shall include
the amount of any interest earned or accrued to that date.

(f) The chairman ofthe authority shall annually, no later than Jan-
uary 2, make and deliver to the governor and the legislature his certif-
icate stating the sum, if any, required to restore any capitul reserve
ftmd to the capital reserve fund requirement. The legislature may
appropriate such a sum, nnd all sums appropriated durirg the then
current fiscal year by the legislature for such restoration shall be
deposited by the authority in the proper capital reserve fund. Nothing
in this section creates a debt or liability of the state

tg > When the authority has created and established a capital reserve
fund, the commissioner of revenue may lend surplus money in the
general fund to the authority lor deposit in a capital reserve fund in an
amount equal to the capital reserve fund requirement. The loans shall

258
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be made on such terms and conditions as may be agreed upon by the
commissioner of revenue and the authority, including without
limitation terms and conditions providing that the ioans need not be
repaid until the obligations ofthe authority secured and to be secured
by the capital reserve fund are no longer outstanding. (8 1ch 278 SLA
1976; am 8§ 13, 14 ch 156 SLA 1978)

Effect of amendment. — The 1978 (d), the amendment substituted 'an
amendment in paragraph (1) of subsection amount™ for "a per cent, not exceeding 10
(a), added "or to generated power" to the per cent of the principal amount of all of
end of subparagraph (B), inserted "'or to those bonds secured by that capital rcsen"
generated power" and 'cr generated fund then to be -issued and tin i
power" in subparagraph (C), and outstanding in accordance with their
substituted "by injunction' for "'by manda- terms.”
mus” in subparagraph (E). In subsection

Sec. 44.83.120. Validity of pledge. It is the intention of the
legislature that a pledge made in respect of bonds shall be valid and
binding from the time the pledge is made; that the money or property
so pledged and thereafter received by the authority shall immediately
be subject to the lien ofthe pledge without physical delivery or further
act; and that the lien ofthe pledge shall be valid and binding as against
all parties having claims of any kind in tort, contract or otherwise
against the authority irrespective of whether the parties have notice.
N either the resolution, trust agreement nor any other instrument by
which a pledge is created need be recorded or filed under the provisions
of the Uniform Commercial Code to be valid, binding or effective
against the parties. (8§ 1 ch 278 SLA 1976)

Sec. 44.83.130. Nonliability on bonds, (a) Neither the members of
the authority nor a person executing the bonds is liable personally on
the bdndt. or is subject to oersonal liability or accountability by reason
of the issuance of the bonds.

(b) The bonds issued by the authority do not constitute an
indebtedness or other liability ofthe state or ofa political subdivision
of the state, except the authority, but shall be payable solely from the
income and receipts or other funds or property of the authority. The
authority may not pledge the faith or credit of the state or of a political
subdivision ofthe state, except the authority, to the payment ofa bond
and the issuance of a bond by the authority does not directly oi
indirectly or contingently obligate the state or a political subdivision
ofthe state to apply money from, or levy or pledge any form of taxation
w hatever to the payment of the bond. (S 1ch 278 SLA 1976i

Sec. 44.83.140. Pledge of the state. The state pledges to and
agrees with the holders ofbonds issued under this chapter and with the
federal agency which loans or contributes funds in respect to a project,
that the state will not limit or alter the rights and powers vested in the
authority by this chapter to fulfill the terms ofa contract made by thi
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SB 798 and HB 846
March 8, 1982

SB 798 and HB 846 are identical proposals relating to
title insurance rating organizations. The proposal would
permit the use of a title insurance rating organization by
title insurance companies doing business in this state.
Current Alaska law regulating title insurance (AS 21.66)
derives from a model law drafted by the American Land Title
Association which includes a provision for title insurance
rating organizations. This provision was not included when
the current Alaska title insurance law was adopted in 1974.
This was due primarily to the objections of this division.
It was felt that rating organizations for title insurance
would not be in the best interest of the Alaska insuring
public.

Rating organizations typically develop anf file rates, rules,
rating plans, statistical plans, contract forms and
endorsements on behalf of member and subscriber companies.
They enable companies to act together in these issues and
provide a broader base of experience and credibility for

the rates used as well as reduce insurance company expenses
by avoiding duplication of some rate development functions.
Insurers are able to act in this fashion because of enabling
Federal legislation, namely, the McCarran-Ferguson Act (Public
Law No. 15, 79th Congress, 1st Session 1945, 59 Stat. 33,

15 U.S.C. Secs. 1011-1015). This approach has been used in
property, casualty, surety and marine lines of insurance for
most of this century. Rating organizations have been viewed
as anti-competitive devices in the property, casualty, surety
and marine field and indeed some modification of their role
in those markets should be and is being considered.

The marketing of title insurance is distinctly different from
property, casualty, surety and marine kinds of insurance.
Competition is structured differently. This is due in part

to the fact that title insurance is almost always an
incidental part of a transaction involving real estate. It is
also due in part to the fact that while most other kinds of
insurance are based on a rate making methodology that reflects



LEGISLATIVE POSITION PAPER
SB 798 and HB 846

March 8, 1982

Page 2

risk assumption and distribution, title insurance is based
on a methodology that looks to risk avoidance or risk
elimination. Thebe is no one way to establish and support
rates for title insurance in this state. In fact the
principal method currently is to follow the leader. We have
concluded that the best way to develop a rate-making
methodology with all that is needed to support such a

system is to enable a rating organization for title insurance.
It would admittedly provide a rating system with uniform
rates, but we have rates that are uniform now. It would
provide a vehicle for developing supportive statistics and
distributing information to the public. We believe that a
title insurance rating organization could provide a positive
and favorable force in this state and assist the division

to effectively meet its responsibilities under the insurance
law of Alaska.

We have one principal concern with the bill. That concern is
that current problems with the divisions procedures for
disapproving a filing relating to title insurance would be
compounded with passage of this proposal. AS 21.66.400 now
provides that the division c."n only disapprove a filing
after a hearing has been held. We would propose that the
authority to disapprove a filing without Tfirst holding a
hearing be granted. Our proposal would still provide for a
hearing when it is requested by the person which made the
disapproved filing. This approach is currently incorporated
in the property, casualty, surety and marine rate law

(AS 21.39.120). Given this change (proposed language attached)
we support the enabling authority for a title insurance
rating organization proposed in SB 798 and HB 846.



Suggested amentments to SB 798 and HB 846

In both bills, remove the material on
page 3, lines 5 through 29 and page 4,
lines 1 through 15 and replace with the
following;
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CURRENT LAW

See. 21.66.400. Disapproval of filings, (n) Upon tlic re-
view nt nny time by the director of n filing, he shall, before
is 'ling nil order of disapproval, hold a hearing upon not less
than 10 (lays written notice, specifying in reasonable detail tin
matters to be considered nt the hearing. Notice of the hearing
shall he given to each title insurance company which made a
filing, and if, after the hearing, the director finds that the
filing or a part of 'lie "ding does not meet the requirements of
this chapter, he shall .>sno an order specifying how it is defi-
cient, and when, vithin a reasonable period thereafter, the
filing or a part of it is considered no longer effective, if the
filing or a part of it has become effective under the provisions
of see. 370 of this chapter. A title insurance company has tin
right nt any lime to withdraw a tiling or a part of a filing.
Copies of the order issued under this section shall he sent to
every title insurance company affected. The order does not
affect n contract or policy made or issued before the expiration
of the period si t out in the order.

PROPOSED LAW

Sec. 21.66.400 DISAPPIOVM. Ol F1L1KCS. (a) If within
tho waiting period provided for in sec. 370(c) of thin chapter,
\ho dlircctdr finda that a filing docs not moot tho requirements
of till9 chapter, ho shall annd to tha titlo insurance dompjny
or titlo insurance rating organization which mndu thu filing,
w rittun notice* of disapproval of tho filing specifying in what
ronpocts hu find* tho filing fails to moot tho rcquirotwnts of
this chaptor and stating that tho filing shall not bocumu e f-
fective. *

(b) 1f at any time subsequent to tho applicable roviow
puriod provided for in ooc, 370(c) of this chaptor, tho diroc-
tor finds that a filing does not noot thu roguircmootu of thla
chaptor, ho r.hall, Imfmo issuing an order of dldappraval,
hold a hunting upon not loss than 10 days written notlcu,
npuolfying in in.n.onnblo do-all tho mat.tors to bo cunsldorod
at tho huaring..Notlca of haarlng shall ho glvmi to unci, titlo
Inauraiit-o company or title inauanco rating organization which
mado the filing, and If, aftur thu huaring, tho diroctor finda
that tho filing or a part or thu filing does not meet tho ro-
<|lulramonts of this chaptor, hu alial® itisiio .in ordur specifying
how It la doriolcnt, and when, within a reasonable) period
thereafter, the filing or a part of It la considered no longer
of active. A title innuianca company of title insurance rating
o ganitAllan has the right to withdi.iw a filing t.c a part of a
filing. Coplon of tha order larmed under thin section shall
bo sont to uveiy title inou. rnco company and title Insuraric-
rating organisation affected. Tthu order does not affoct a
contract or policy made rr issued before the expiration or tho

period set out in tho order.

COMVENTS

The proposed law splits the current
subsection (a). The new subsection
(a) allows disapproval of a title
filing,when done within the waiting
period, without a hearing. The new
subsection (d) provides for a hear-
ing in such cases when requested.
This procedure is ‘“he same as is
now being used for property, casua-
Ity, surety and marine insurance
regulated under AS 21.39.

Tho now subsection (b) is the same
procedure applied to filings to
be disapproved afte the filing
has become effective. The only
difference basicat / is tho added
language for title insurance
rating organizations.



CURRENT LAW

(b) A person or orgnniznuon nggricved with respect to a

filing which is in effect, may make written application to the
director for a hearing on the filing. Tho title insurance com-
pany that made the filing may not proceed under this subsec-
tion. The application shall specify in reasonable detail tho
grounds to he relied upon by the applicant. If the director finds
that the application is made in good faith, and that the appli-
cant would he aggrieved if his grounds nro established, and
that his grounds otherwise justify holding such a hearing, he
shall within 10 days after receipt of the application, hold a
hearing upon not less than 10 days written notice to the appli-
cant and to each title insurance company which nindo such a
filing. If, after the hearing, the director finds tlint the filing
or a part of it does not meet the requirements of this chapter,
he shall issue an order specifying how the filing or a part 0" it
fnils to meet the requirements of this chapter, slating win m
within a reasonable period after the order is issued, the filing
or a part of it is considered no longer effective. Copies of fie
order shall he sent to the applicant and to every such title
insurance company. The order does not affect a contract or
policy made or issued before the expiration of the period set
out in the order.

PROPOSED LAW

«(c) A person or organization aggrieved with respoct to a
filin g which In in effoct nay make a written application to
Lho director for a hearing on tho filing Tho title insurant
company or tltlo insurances rating organization that nado tho
filin g nay not protcud under this subsoctlon. Tho application
nhall spoclfy in reasonable dotall tho grounds to bo rcliod
upon by tho applicant. If the director finds that tho applica-
tion in nado in good faith, and that tho applicant would bo
aggrieved if hin grounds aro established, and that his grounds
othorwiso justify holding a hearing, ho ohall. within 60 dayu
after rocoipt of tho application, hold a hoarlng upon not loss
titan 10 days writtan notice to the applicant and to each title
insurance company or titla insurenco rating organiz ion which
made such a filing. I1f. after thu hoa ing. the director finds
that tho filing or a part of it doos no* moot, tho rogulremnnta
of tills chapter, ho nhall Isuuo an <rdor specifying how tho
filing or a part of it fails to cort the requirements of this
chapter, arming when, within a rranonablu period after the
order lo issued, the filing or a anrt OF it is considered no
longer affective. Copies of tho o dor shall be sent to tho
applicant and to every affected tltlo Insurance company or
title iiuuranca rating organization. The order does not affect
a contract or policy made or iaauud before tho eiplratton of

the period sot out in the order.

COMVENTS

Current subsection (b) is the
same as proposed subsection (c)
except that title insurance
rating organizations have been
reflected and the period for
granting a hearing under the
subsection lias been extended
from 30 days to 60 days. The
real effect is to require
notice of hearing within 50 days
ra her than 20 days.



CURRENT LAW PROPOSED LAW COMMENTS

(d) A title insurance corpany or title insurance rating

This subsection has been noted
organization to which tho dlroctor ha3 issued an order made in the dlSCUSSIOﬂ I"e'atll’lg tO
_ _ . _ _ the splitting of current sub-
without a hearing nay, within 30 days aftor notico to it of -
section (@) -
tho order, make a written request to tho director for a hearing
Tho dliroctor shall hoar tho party or parties within 60 days
aftor receipt of thct request and ohall give not loss than 10
days written notico of tho tinvo and place of tho hearing. W ith-
in IS dayonaftor the hoaring tho dlroctor shall affirm,6 re-
verse or modify his previous action, specifying his reasons.’
Ponding tho hearirg and decision tho director may suspend or

postpone tho offoctivo data of his previous action.

NONE » o _ This is a new subsection and is
(0) ~ hoarlng under this suction is not required to ob- Se|feXp|anat0ry

onrvo formal rulou of ploading or uvidonco.

(c) No filing nr modification of n filing may lie disapproved Ifl 10 “Un» °r mutlficntion of a filing
if the niton in connection with tho filing moot the require-
ncvitw of this cllliptm.

may bo diaap-

Current subsection is identical

prov...i ir the ret >in connection With tho rum ., meet the to proposed subsection (f)

roqulrumonta of this chapter.
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-"SB 798 Sectional Analysis:

Section 1) Amends As 21.66.370(a) relating to title insurance rate filings; new
language provides that a title insurance company may make rate filings by becoming a
mamber, or a subscriber, to a licensed title insurance rating organization that makes
such filings, and by authorizing the carmissioner to accept filings on its behalf.

Section 2) Amends A 21.66.370(c) relating to 30 day waiting periods and extensions
for review of rate filings by the director of insurance. Inserts the wordsor rating
organization™ following title insurance company throughout the section.

Section 3) Amends AS 21.66.380(a) relating to justification of ratesbyinserting
the words or title rating organization throughout the section.

Section 4) Amends section dealing with rate making; inserting words title insurance
rating organization throughout the section.

Section 5) and 6): relating to disapproval of filings inserting the words title
insurance rating organization throughout the section.

Section 7)A .adds nev section relating to licensing title insurance rating organ-
izations and specifies criteria to be addressed as part of the application:

(@O a copy of its constitution, its articles of agreement, or its certif-
icate of incorporation and a copy of its bylawsand rules governing the
the conduct of its business;

@ A list of its members and subscribers;

(® the name and address of a resident of the state upon whom notices or
orders of the director or process affecting therating organization
may be served; and

@ A statement of its qualifications as a title insurance rating organization
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SB 798 continued:

Section 7 (b): If the director finds the applicant to be qualified as a title
insurance rating organization, and its rules governing the conduct of its business
conform to the requirements of the law, the director shall issue to the title insur-
ance rating organization a license. Each application shall be granted or denied in
whole or in part within 60 days after the date of filing with the Director of li.rirance.

(c): The fee for a license is $100, and the license remains in effect
for three years unless it is withdrawn by the licensee, or suspended or revoked by the
director.

(d): a title insurance rating organization license may be suspended
or revoked by the director, after a hearing and upon notice, if the organization
fails -@ meet the requirements of this subsection. Each title insurance rating organ-
ization shall notify the director of a change in:

(D its constitution, articles of agreement, or its certificate
of incorporation,and its bylaws andrules governing the conduct of its business.

(@ its listof members and subscribers

(@ the name andaddress of a resident of thestate designated by it
and towhannotices or orders of thedirector may be sent.

(e): Subject to rules that have been approved by the director, each
title insurance rating organization shall permit any title insurance company to be a
member without discrimination, or to withdraw as a member, and rating services shall be at
a reasonable cost.

(P Notice of a rpoposed change in r -les of the tile insurance rating
organization must be given to members and subscribers. Hie reasonableness of a rule
or the refusal of a rating organization to admit a title insurance company as a sub-
scriber shall, at the request of a subscriber or a title insurance company, be reviewed
by the director, at a hearing held at least 10 days after written notice to the rating
organization and to the subscriber. If the director finds iciat the rule is u. :easonable,
he shall order that the rule may not apply to subscribers. If the title insurance



