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WELDING EXAMINERS, BOARD OF
(AS OS.9 9 .0 1 0 -1 0 1 )  7 members a p p o in te d  by th e  G overnor from a l i s t  o f  p e rso n s  p re p a re d  
by th e  A laska  C h ap te r o f  th e  Am erican W elding S o c ie ty  and th e  A laska S o c ie ty  o f  P ro fe s ­
s io n a l  E n g in e e rs  and su b m itted  a t  l e a s t  30 days b e fo re  th e  e x p i ra t io n  o f  a term  and 
no t more th a n  60 days a f t e r  a vacancy  o c c u rs  in  an u n ex p ired  te rm . The l i s t  s h a l l  
c o n ta in  n o t l e s s  th an  two recommended c a n d id a te s  fo r  each ap p o in tm en t. The Governor 
s h a l l  make ap p o in tm e n ts  w ith in  30 days a f t e r  re c e iv in g  l i s t .  Confirmed bv L e g is la tu r e :
5 -y e a r  te rm .

MEMBERS

Mr. P h i l i p  B. D avis 
986 N. C oppet 
F a irb a n k s , A lasKa 99701 
(E n g in eer)

Mr. George A. Fox 
Union C hem ical D iv is io n  
Bex 575
K enai, A laska 99611 
(E n g in eer)

Mr. Donald D elk  
SRA Box 372-C 
A nchorage, A lask a  99507

Mr. Donald Lockman 
2114 R a ilro a d  Avenue 
A nchorage, A lask a  99501 
(Chairman 7 9 /0 7 /1 8 )

Mr. P e te r  M i l l a r  
4047 K in g sto n  D riv e  
A nchorage, A la sk a  99504 
(E n g in eer)

Kenneth C. Lomax 
ARC0 O il 8 Gas Co. 
G eneral E n g in e e r in g  
P .0 , Box 6015 
A nchorage, AK 99502

J .  C. W in g fie ld  
495 Sprucewooa Read 
F a irb a n k s , A lask a  99701

REPLACING

R eappo in ted

R ich ard  S c h n e id e r

R eappo in ted

R eappo in ted

Tim F a r r e l l  
( e f f e c t i v e  >s0/03/11)

R eappo in ted

APPT. TERM

79/07 /18  83 /12 /16

79/07 /18  83 /12 /16

81 /02 /02  85 /12 /16

78 /03 /16  81 /12 /16

80/03 /11  84 /12 /16

8 1 /01 /19  83 /1 2 ,1 6

78/03 /16  82/12 '.6



538 SENATE JOURNAL March 11, I9j;

(2) 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.

!3) an identification of any other programs having similar, 
ronflicting or duplicate objectives;

Finding;
There are no similar or conflicting programs.

(4) 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.

(5) an assessment of the consequences of eliminating the 
board, commission or program and consolidating its
activitiea with another program, or of funding it at a low*;
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 th e  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.

1 7 ) any other information which, in the opinion of tho 
committee, would improve tho performance of tho board, 
commission or agency with respect t o  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*
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-  ----------------introduced by the Commiline.

The Health, Education, and Social Services Committee finds that;

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
examination, in order to lessen the work load on Board members.

The Board should develop and submit a revised Dental Practice Act,

/ / .  . , )

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 luul the Hoard of 
Welding Examiners under cona1JeratIon 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'>c 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 a u d it  of 
the activities of tb hoard prepared by the latglslatlvc
Audit Division. (lull 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 
Commerce Committee to Implement the recommendations of this report.
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In tro d u c e d :  2 /1 5 /8 2
R e fe r re d :  L abor & Commerce

txt opt, . ,  „ BY THE LAB0R AND
IN THE SENATE COMMERCE COMMITTEE

SENATE BILL NO. 757 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWELFTH LEGISLATURE -  SECOND SESSION 

A BILL

F or an A ct e n t i t l e d :  "An Act c o n t in u in g  th e  e x i s t e n c e  o f  th e  Board o f  Weld­

in g  E xam in ers ; and p ro v id in g  fo r  an e f f e c t i v e  d a t e . "

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

* S e c t io n  1. AS 0 8 .0 3 .0 1 0 ( c ) (13) i s  amended to  re a d :

(13) Board o f  W elding E xam iners (AS 0 8 .9 9 .0 1 0 )  — Ju n e  30,

1985 0 9 8 1 ] .

* S ec . 2. T h is  Act ta k e s  e f f e c t  im m ed ia te ly  in  a c c o rd a n c e  w ith  AS 0 1 .1 0 .-  

0 7 0 ( c ) .



§ 08.03.010 A l a s k a  S ta tu tes  S u ppl e m e n t § 08.03.010

(9) Repealed by § 42 ch 167 SLA 1980.
(10) Repealed by § 2 ch 153 SLA 1980.
(11) Repealed by § 13 ch 52 SLA 1981.
(c) The following boards have the term ination date provided by this 

subsection:
(1) Board of N ursing (AS 08.68.010) — June 30, 1983.
(2) Board of Chiropractic Examiners (AS 08.20.010) — June 30, 

1984.
(3) Board of Exam iners 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 M arine 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. (§ 2 ch 149 SLA 1977; am §8 1, 

3 ch 74 SLA 1979; am §8 1, 3 ch 36 SLA 1980; am 88 1, 3 ch 37 SLA 
1980; am 88 1, 3 ch 38 SLA 1980; and s8 1, 3 ch 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 86 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)

l
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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 'f Seated 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 
1966 am endm ent of AS 08.98.010, 
"Veterinarian’’ has been changed to 
"Veterinary" in paragraph (2) o f  this 
section.

E ffcc, o f  um endm cnt. — The 1976 
amendment substituted “ Departm ent of 
Commerce and Economic Development"  
for "Departm ent o f Commerce" in 
paragraph (3).

Chapter 99. Board of Welding Examiners.
Section
10. Creation and membership o f board
20. Term o f office
30. Source o f appointments
•10. Removal from off: :c
50. Qualifications of board members
60. M eetings
70. Quorum

Section
80. Powers and duties o f  the board 
90. Applicability o f Administrative 

Procedure A?t 
100. E xpenses 
110. Codes 
120. Permitv

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. (§ 1 ch 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 tM,o years, one for three years, one for 
four years, and three for terms of five years. (§ 1 ch 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

245



"AKCU U ll and G asC om pany A  |
Prudhoe Facilities Project Group I
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, I 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, I 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, I 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 is 
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 
qualified personnel. For the State to get into the be ’ness of 
policing the welding industry other than in specific areas, I 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.

A R C C  O i l  a n d  G « ,  C o m p a n y  I ,  a  D l v l i l o n  o l  A l l a n t i c R i e h l i e l d C o m p a n y



Thank you for your time and consideration of 

Sincerely,

A ^ \ \ p U ^ —
Jann/P. Rosen
QuViity Assurance
Acting for ARCO Alaska, Inc.

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



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

March 7, 1982 AS-13797

' a r

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 6aJy 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 O il and G ai Company I ,  a O lv lils n o l A llanhcR lch tle ldC om piny



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

Administration & Planning Director Resident Construction Manact^r

b  ■



ARCTO Oil aiwi Gas 
PrudlUoe Fa 
3201 *C " St 
Anchorage, 
Telephone

m v

parv
lies P ro ject Group 
1, Suste 560 
iska 59503 

V  276 1858

March <£, 1982
i

I I
AS-13778

The H om orab le  Bob SSfalcafey (R) 
A la sk a  S t a t e  S e n a te ^
A lask a  S t a t e  C ap itcm l 
Pouch V
Juneau*  A lasica

D ear S e n a to r  M u lc a te r v :

I 99811

S u ib je c t :  Alaaaeka S e n a te  B i l l  757 , Act C oncerrn lng
t h e h  C o n rin u a n c e  o f  Board o f  Weldiimg E xam iners.

W ith th ie  im pendin  
f o r  t h e  c o n tln u a n  
v o ic e  nny v iew s on 
W elding; I n s p e c t o r '■ 
w eld ing ; f i e l d  fo r  
sp e n t am  th e  Nort!

v o te  cn th e  A laska S e n a te  B iU . 757, w hich c a l l s  
i  o f  th e  3oard  o f W elding E x a m in e rs , I  w ish  to  

itch i s  h i l l .  I c u r r e n t ly  h o ld  am A laska S t a t e  
s.i l i o e r a e  and have a c t i v e l y  b e e n  in v o lv ed  in  th e  
c m i r c a e n  y e a r s ,  w ith  sev en  o f  t h e  t h i r t e e n  y ea rs  
s |iS lo p e  w ork ing  fo r  th e  p e tro le iu m  in d u s tr y .

1 am im  fa v o r  of tifcae c o n tin u a n c e  o f th e  A lask a  n toard  of W elding 
Examineors as s e t  fefcrrth fey th e  S ta te  o f  A la sk a , R e g u la t io n  12AAC72. 
The maim  argum ent gdor c o n t in u in g  the  B oard i s :

The p re ssen t r e g u la t td o n , .  I2AAC72, as i t  i s  c u r r e m t ly  s t r u c t u r e d ,  
a llo w s  ^ p r iv a te  i n d u s t r y  th ro u g h  th e  s e l e c t i o n  a if  ap p o in te d  members 
by th e  'G overno r, cakr e n f o r c e  and c a t ry  o u t g u i d e l i n e s  s e t  down in  th e  
S ta t e  Wielding, R e g u jL .u tic n a . T h is  approach  i s :

1.. C o st effcS scn ivc : to  th e  S ta t e ,  due to  t h e  f a c t  th a t  p o l ic in g  
to  a s s u r e s  c o m p lia n c e , i s  borne by c u r r e n t  rev en u e s  from 
l ic e n s in ® .;  f e e s .  On th e  o th e r  h an d , i f  th e  W elding Beard 
w ere  ab o jig -ish e c , i t  i s  l i k e l y  t h a t  th e  D epartm en t o f  L ib o r 
w ould be ijt empowered to  e n fo rc e  s t a t e  w eH ding r e g u la t io n s .  
T h u s, a d c fc u tia i ia i  " Q u a l i f i e d ” D epartm ent! o f  Labor w e ld in g  
in s p e c t id p n  p e r s o n n e l  would have to  be ^employed to  a s s u re  
s t a t u to r y r ;  c o m p lia n c e . T his w ould r e q u t l r e  a d d i t io n a l  
s t a t e  ret*
c u t s  a re  ^ a c c e s s a r y

aen u es  to  o p e ra te  a t  a tim e  wham s t a t e  b u d g e ta ry

2 . H i s t o r i r w T l y > th e  more q u a l i f i e d  w e ld im g  p e -so n n e l have 
b een  emplfcoved in  th e  p r iv a te  s e c t o r  due; to  econom ics. 
T h e r e f o re ^ ,  i c  i s  q u e s t io n a b le  w h e th e r 51 s t a t e  b o ard  or 
b u reau  uajpuer r± e  D epartm ent o f  L abor cmmld o p e ra te  more 
e f fe c t iv e t jk iv  cman th e  c u r r e n t ly  a p p o in te d  b o a rd .

I
A P C O  C W t& n- S  G j i i p i t i n y i  1  * Oiv sion c* Al5jnr<P.cnf*»*CCompany



A laska S e n a te  BLH1 757 , Act C o n cern in g
th e  C o n tin u an ce  ccf B e a rd  c : W elding E x am in ers
L e t t e r  No. AS-13777S
March 6 , 1982
Page 2

3. P r iv a te s  I n d u s t r y ,  e s p e c i a l l y  t h e  p e tro le u m  in d u s t r y ,  
m u st meeet sa sv e ra l code r e q u ir e m e n ts  and p a ra m e te rs  
( A . P . I . . , A .iJ. S . I . ,  A5ME) a s  i t  r e l a t e s  to  w e ld e r  q u a l i f i c a ­
t i o n s  aaad u e i a i n t  in s p e c to r  q u a l i f i c a t i o n s  d u r in g  
c o n s t r o i c t i a n  a s  v e i l  a s  m a in te n a n c e  o p e r a t io n s .  H er® , 
a g a in ,  th e se ; codes a r e  th e  r e s u l t  o f  th e  p u b l ic  s e c t o r  and 
i n d u s t r y  i n  th e  a d o p tio n  and t h e i r  en fo rcem en t.

4 . L a s t l y , ,  the- p u b lic  who a r e  i n t i m a t e l y  in v o lv e d  i n  t h e  w eld in g  
f i e l d  crake a  p r o f e s s io n a l  a p p ro a c h  in  a s s u r in g  t h a t  p rroper 
w e ld in g , p r a c t i c e s ,  code r e q u i r e m e n ts ,  company s p e c i f i l e a l : i o c s , 
and S taare  a c u  F e d e ra l r e g u l a t i o n s  a r e  ad 'nerred  to .

The S ta t e  o f  AlassLa B o ard  c : W eld ing  E x am in e rs  has done a thorcnugh jo b  
in  c r e a t in g  and a d o p t in g  the c u r r e n t  r e g u l a t i o n s ,  and to  abo liis ih  t h i s  
e x i s t i n g  b o a rd  anic s e c  up a S ta te  r e g u la t e d  and o p e ra te d  bureum  o r b o a rd , 
would s e rv e  no u s se fu l in rp c s e .

Thank you f o r  youxr t i n e  .and c o n s id e r a t io n  on t h i s  m a tte r .

S ince '* ly ,

David H. D e r re r
Q u a lity  A ssu ran ce  E n g in e e r

DHD: yns

cc: Dave H arbour — Government R e la t i o n s ,  Ju n e a u
Bev Ward -  Gonwertment r e l a t i o n s ,  J u n e a u





Alaska
Seafood
Marketing

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

March 10, 1982

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.

"Promoting Alaska's Finest Resource"

Stale of Alaska D epartm ent o f C om m erce and Economic D evelopm ent Jay S. Hammond. G o vern o r
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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 labor bond required 

of fish 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. (a) 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) "established fish market" means a market maintained in 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;

(3) "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).

 — "—  - -  . . ...............
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Official Business

Alaska State Legislature
Senate

Labor & Commerce Committee
Pouch V 

S tate Capitol 
Juneau, Alaska 99811

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

a primary fish 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 tax to the

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



Bill No. Senate Bill 771

Title "An Act excluding restaurants from the 
labor bond required of fish processors 
and primary fish buyers; and providing 
for an effective date."

Date 
Contact:

March 10, 1982

Dale Cheek 
465-4870 
Judy Knight 
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 bondinq.

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 I)ep.‘,'tment of Labor supports passage of this bill.

PO SITIO N P A P E R / Department of Labor
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February 23, 1982

M E M O R A N D U M

To: Senator Bob Mulcahy, Chairman
Senate Labor and Commerce Come^«.e 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 I would 
appreciate you scheduling a hearing for it.

Under current statute a restaurant is classified as a pri­
mary fish 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, filing 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" ior 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 A laska 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)

A rticle 6. Purchase of Fish.

Section
270. Purchase o f fish  by the pound 
280. Price disputes between fisherm en ai.-d 

fish processors  
290. Security for collection o f  w a g es anc' 

paym ent for raw fish

Section
292. F iling evidence of compliance 
294. Suspension and revocation o f  license  
296. ‘Definitions

Sec. 16.10.270. Purchase o f 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. (§ 1 ch 49 SLA 
1965; am § 1 ch 34 SLA 1969; am § .1 ch 102 SLA 1977)

E ffect o f  a m en d m en t —  The 1977 
am endm ent substitu ted  "fish processor or 
primary fish buyer" for “primary buyer" 
near the beginning o f  subsection (a).

L egislative com m ittee report. — For 
report on ch. 34, SLA 19G9 (CSHB 40 am S) 
see  1969 House Journal, p. 142.

Sec. 16.10.280. Price disputes between fisherm en and fish 
processors. In an area where a prl_e dispute exists between a t least 
one-third of the registered commercial fishermen for tha t area, as 
certified by the Departm ent 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. (§ 1 ch 24?. SLA 
1970)

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

Sec.. 16.10.290. Security fo r 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.
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§ 16.10.292 F ish and  Game § 16.10.292

(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 a license 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 th a t a person applying for 
a license as a fish processor or primary fish buyer has complied with 
§§ 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 b u y '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 §§ 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'1 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.

(g) 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 am ountof the deposit. (§ 2 ch. 102 SLA 1977)

Sec. 16.10.292. Filing evidence of compliance. A fish processor or 
primary fish buyer subject to §§ 270 — 296 of this chapter shall initially 
file evidence of his compliance with the bonding requirements of §§ 290



— 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 a licensed fish processor or primary fish buyer fails to fulfill his 
obligations as se t out in § 290 of this chapter, his license shall be 
suspended for a period of time the commissioner determines is 
appropriate. A fter 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 §§ 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.

(g) In an action instituted in the superior court by the commissioner 
or his representative, a person • 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. (§ 2 ch 102 SLA 1977)

Sec. 16.10.296. Definitions. In §§ 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

§ 16.10.294 A l a s k a  St a t u t e s § 16.10.296



§ 16.10.280 A l a sk a  S t a t u t e s  S u ppl e m e n t § 16.10.310

E ffe c t iv e  d a te s . — Section  4 , ch. 18, June 3 , 1981, in accordance w ith  AS
SLA 1981, m akes th is section effective 01.10.070(c).

Sec. 16.10.280. Pxice d isp u te s  betw een  fisherm en and  fish  p ro ­
cessors. In an area where a price dispute exists between a t least 
one-third of the registered commercial fishermen for that area, as 
certified by the D epartm ent 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 tha t 
area, a representative from the D epartm ent of Labor shall intervene as 
mediator of the dispute upon request of either party. (§ 1 ch 242 SLA 
1970; am § 1 ch 59 SLA 1980)

E ffe c t  o f  a m e n d m e n ts . —  T he 1980 
am endm ent substituted "120" for "30" 
near the middle o f the section.

Sec. 16.10.291. W aiver o f b ond ing  requ irem en t. The commis­
sioner may, after investigation, grant a waiver from the bonding 
requirem ent of AS 16.10.290 - -16.10.296 for those operations tha t do 
not purchase fish or hire employees. (AS 16.10.292(b); § 2 ch 18 SLA 
1981)

E ffe c t iv e  d n t? s. — Section 5, ch. 18, 
SLA 1981 m nkes th is  section  effective  
Decem ber 31, 198)'..

Editor's noten. — T his section was

enacted ns AS 16.10.292(b) und w as  
renumbered by the revisor o f statu tes  
under AS 01.05.031(b).

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

Crr.Bs r e fe r e n c e s . — A s to sentences  
for m isdem eanors, see  A S 12.55.135. 

E ffe c t iv e  d a te s . — Section 4, '.A. 18.

S L .  1981, mnkes th is section effective  
June 3, 1981, in accordance w ith AS  
01.10.070(c).

A rticle 7. C om m ercial F ish ing  Loan Act.
S e c tio n
310. Powers o f the departm ent 
320. L im itations on loans 
330. [Repcnludl
333. Loan* for purchase o f A lask a  lim ited  

entry perm its 
335. D efault and foreclosure

Section
337. Deficiencies und transfer o f entry

perm its nfler foreclosure
338. Entry permits as collateral
339. Regulations
342. Special account established  
360. Definitions

Sec. 16.10.310. P o w e rs  o f the  departm en t, (a) The department 
may (1) make leant to

262
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§ 44.88.158 S t a t e  G o v e r n m e n t § 44.88.15S

(i) In th is 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 am ount of 
a loan insured under this section determined by the authority to be 
actuarially sound for the operation of the loan insurance account or any 
subaccount.

(j) Notwithstanding (a) — (i) of this 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.

( I )  A loan in excess of $1,000,000 may not be insured from a loan 
insurance account within the enterprise development fund unless a t 
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. (§ 65 ch 106 SLA 1980; am § 39 ch 
115 SLA 1981}

E ffec t o f a m en d m en t# , 
am endm ent, effective Ju ly  28, 
subsections (j) — (f).

T he 1981 
J81,added

Sec. 44.88.158. Sm all en te rp rise  loan acc o u n t.'a )  A small 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 of a 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 instrum entality 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-

i*r»* - .  *•!*arf|



§ 44.88.159 A lask a  S t a t u t es  S u ppl e m e n t  § 44.88.159

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 tha t purpose. (§ 65 ch 106 SLA 1980; 
am § 40 ch 115 SLA 1981)

E ffe c t  o f  a m e n d m e n ts . —  The 1981 Developm ent A uthority for a m ulti-fam ily
am endm ent, effective J u ly  28, 1981, dw elling enterpr.je  sh a ll be one percent
rewrote th is  section. more tha n the in terest rate, as determ ined

E d ito r ’s  n o te s . —  Section 50, ch. 115, under A 3 18.56.098(g)(1) and (2), on a
SLA 1981, provides: "MULTI-FAMILY m ortgage loan purchased under AS
DW ELLING ENTERPRISES, (a) U ntil 18.56.098(g) or (h) from the proceeds o f the
J u ly  1, 1982, the A laska Industrial m ost recent issu e of taxable bondB before
D evelopm ent A uthority m ay use the the loan purchased for a m ulti-fam ily
a ssets o f  the sm all enterprise loan account dw elling enterprise,
established under A S 44.88.158 to pur- "(d) A loan m ay not be purchased under
chase a loan m ade to a  project applicant, as th is section after Jun e 30, 1982.
defined in  A S 44.88.220, for a m ulti-fam ily "(e) The authority shall adopt regu-
d w ellin g  enterprise. Loans m ay be pur- lations to estab lish  priorities for the pur­
chased under th is  section only from money chase of loans for m ulti-fam ily dw elling
appropriated to the sm all enterprise lonn enterprises which take into account the
account for th a t purpose. need for m ulti-fam ily housing in the state

"(b) A loan purchased under this section as reflected by vacancy rates in
m ay not exceed 53 ,000,000 or S50.000 for m ulti-fam ily housing in different areas of
each dw elling unit o f  a m ulti-fam ily dwell- the state.
ing enterprise, w hichever is  less. "(f) In th is  ‘■ection "m ulti-fam ily dwell-

"(c) The in terest rate on the portion of a ing enterprise" is  a rentul or cooperative 
loan purchased by the A laska Industrial dw elling o f e igh t or more units."

Sec. 44.88. i 59. In te re s t ra te s , (a) The m tercst rate on a loan 
financed from the proceeds of tax-exempt bonds or excepted b} the 
authority to be financed from the proceeds of tax-exempt bonds is equal 
to the cost of funds to the authority. In this subsection 1 cost 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 ra te  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 e llocable expenses of operation, costs of 
issuance, and loan servicing costs.

(c) The interest rate on a loan purchased by the authority with 
money in the small enterprise loan account th a t 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’s Investors 
Service. (§ 41 ch 115 SLA 1981)
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FISCAL NOTE 

SB 779 ' ;-
%■ !r I. REQUEST r-

Bill/Resolution No.
~ Title An Act making special appropriations to the veterans home improvement

-

II .'"FISCAL DETAIL
Agency Affected Department of Commerce & Economic Development 
Program Category Affected Economic Development
BRU, Program, Or Subprogram^) Affected Division of tloans and Vetpran*;1 Affairs 
(Note: If more than one buciget component is affected;, separate line-.item 

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

EXPENDITURES (Thousands of Dollars)

FY 82 FY 83 FY 84 FY 8 5 FY 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
51 J EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.

TOTAL
- 0- - 0- - 0- - 0- - 0-

FUNDING (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

-U- ' -U- -0- -0- -0-

POSITIONS

FUl '. TINE -U- -U-' ■ -■-u- -
PAR- TIME
TEMPORARY

III. ANALYSIS (See riscal Note Preparation Instruction, Election III)

SEE FISCAL NOTE ON COMPANION BILL SB 780.

IV. DATE 2/22/82

Original: Legislative Finance 
cc? Budget and Management

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

PREPARED BY' 
AGENCY Pep.?' 
PHONE 465-21 

or 465-2!

Don Hostalk, _______________
tdient of Comnnerceffi Economic D p v p Iopment 
55 Division of Loans and 
10 Veterans' Affairs



9 26.15.070 A l a sk a  St a t u t e s § 26.15.110

Sec. 26.15.070. Sale o r transfer o f mortgages and notes, (a) The 
commissioner of commerce may sell or transfer a t par value or a t 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 a t par ,ralue 
to the Department or Revenue the mortgages and notes held by the 
Departm t of Commerce as security for loans made under this chapter. 
The .tm ent of Revenue shall purchase all of these mortgages and 
r<.Vvcb o'. rered, allowing the Department of Commerce a one-half of one 
per cp .t service fee. (§ 1 ch 127 SLA 1961; am § 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. (§ 44-2-12 (f) ACLA 1949; added by § 1 ch 131 SLA 
lbol *

Sec. 26.15.09U. Creation of fund. There is created the Alaska World 
W ar II veterans’ revolving fund to carry out this chapter. This fund shall 
be used for no other purpose. (§ 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 II 
veterans’ revolving fund to enable the Territorial Veterans 
Administration to fully carry out the purpose of the Alaska Wcrld War 
II Veterans Act is a loan from the general fund of the territorial t reasury 
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. (§ 1 ch 70 SLA 1949; am § 1 ch 5 SLA 1955; am § 4 ch 97 
SLA 1957; am I 1 ch 136 SLA ’°60)

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

Sec. 26.15.110. Lim itation 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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I.

THE LEGISLATURE OF THE STATE OF ALASKA 
TWELFTH LEGISLATURE

FaSCAL NOTE

REQUEST
Bill/Resolution No.________ SB 780 _____ ______ _____________
Title An Act relating to loans tor veterans; and providing tor an 

effective date.

Requested by_ Date

II. FISCAL DETAIL
Agency Affected Department of Commerce & Economic Development 
Program Category Affected Economic Development
BRU, Program, Or Subprogram(s) Affected Division of Loans and Veterans* Affairs 
(Note: If more than one budget component is affected, separate line-item 

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

EXPENDITURES (Thousands of Dollars)

FY 82 FY 83 *< C
D FY 85 FY 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
S00 EQUIPMENT
600 LAND & STRUCTURES '
700 GRANTS,CLAIMS,ETC.

TOTAL
- 0 - - n - - 0 - - 0 - - 0 - - 0 -

FUNDING (Thousands of Dollars)

GENERAL FUND 
FEDERAL FUNDS 
OTHER (Specify Source) 
Veterans Loan Fund 1 C 1 1 c 1 1o1 - 0 - -0 - - 0 -

POSITIONS

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

PART TIME
TEMPORARY

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

IV. DATE ^arch 1982_________ PREPARED BY
AGENCY Department of Commerce & Economic Development

Original: Legislative Finance PHONE 465-2555 Division of Loans and
C C :  Budget and Management 0r 465-2510 Veterans' Affairs

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



Official Business

Alaska State Legislature
Senate

Labor & Commerce Committee
Pouch V 

State Capitol 
Juneau, Alaska 99811

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 

qualified 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 1 k par value or at a premium or

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 or. loans made from



Official Business

Alaska State Legislature
Senate

Labor & Commerce Committee
Pouch V 

S tate Capitol 
Juneau, Alaska 99811

SB 780 continued

the Alaska I\W II 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 dal ui.
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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
family 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.

F e b ru a ry  2 4 , 1982



A STRATEGY FOR TAX-EXEMPT FINANCING 
OF MULTI-FAMILY RENTAL 

HOUSING DEVELOPMENT PROJECTS 
IN ALASKA

P a r ts  1 and  2 (Complete)

ALASKA INDUS TFJAL DEVELOPMENT AUTHORITY

P rb lic  F inance D ivision 
L ehm an  B ro th e rs  K nhn Loeb Inco rpo ra ted  

F eb ru a ry  16 , 1 9 8 2
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P A R T  1

L IN TR O D U C TIO N

The p u rp o se  o f th is  re p o r t  is to  p rov ide th e  A laska  In d u s tr ia l D ev elopm en t 

A u th o rity  w ith  an  o u tlin e  o f a l te rn a t iv e  ap p ro ach es  fo r  th e  f in an c in g  o f m -'.lli- 

fa m ily  r e n ta ' mousing p ro je c ts .  This re p o r t  is in ten d ed  to  se rv e  a s  an in itia l fo c a l 

p o in t f o r .ne  d iscussion  and  c la r if ic a tio n  o f  th e  go a ls  and  c o n s tr a in ts  under w hich 

AIDA can  im p le m e n t p ro g ram s to  su p p o rt re n ta l housing  d e v e lo p m e n t. A m ong 

th e  issu es  th a t  c a n  and  should  be d iscussed  a re  th e  fo llow ing :

a) th e  s iz e  and  sco p e  o f an AIDA m u lti- fa m ily  housing 
p ro g ram  (e .g . $20 m illion  versus $200 m iliion);

b) th e  s iz e  and  incom e lev e ls  of th e  ta rg e t  p o p u la tio n  fo r 
such  r e n ta l  housing;

c) th e  c o s t  and  m a rk e t r e n t  levels fo r  new  re n ta l  housing;

u) v a c a n c y  r a te s  in ex is tin g  re n ta l u n its ;  (i.e . D em and  Study)

e) th e  fo rm  o f any  S ta te  a ss is ta n c e  in c lud ing , a s  ex am p les : 
r e n ta l  su b sid ies , a  S ta te  m oral o b lig a tio n  to  b ack -u p  AIDA 
m u lti- fa m ily  bonds, or S ta te  a p p ro p r ia tio n s  fo r  AIDA 
o p e ra tin g  or d e b t se rv ic e  ou tlays .

f) th e  a b i li ty  o f p r iv a te  d o m estic  (A laskan) f in a n c ia l in te r ­
m e d ia r ie s  to  p a r t ic ip a te  in, or p le d g e  c o l la te ra l  fo r new  
re n ta l  housing  loans.

g) th e  a b ili ty  and  w illingness of AIDA to  add s ta f f  m em bers 
w ith  e x p e r ie n c e  in ad m in is te rin g  m u lti- fa m ily  loan  
p ro g ram s; and

h) th e  a p p lic a b ility  of various fe d e ra l p ro g ram s to  an  AIDA- 
sponso red  m u lti- fa m ily  loan p ro g ram .

F ollow ing  c la r i f ic a t io n  o f th e se  issues, a m ore c o m p le te  r e p o r t  w ill develop

d e ta ile d  fin an c in g  a l te rn a t iv e s  ta rg e te d  to  m ee t th o  sp ec ia l n eed s  and re so u rc e s

of A ID A .
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T his in i tia l  r e p o r t  is b a se d  on a  se t o f underly ing  a ssu m p tio n s  th a t  m ay be 

re v ise d  or re f in e d  in su b s ' .juent d iscussions. In p a r tic u la r ,  i t  is assum ed  th a t  an 

e f f ic ie n t  and  e f f e c t iv  m ech an ism  for im porting  c a p i ta l  funds m u st expressly  

a d d re s s  th e  c o n c e rn s  o f in v e s to rs  w ith  th e  risks in h e re n t Lr m u lti-fa m ily  re n ta l  

1 ousing p ro je c ts .  S e c tio n  II o f  this re p o rt rev iew s th e se  risks and d iscusses 

m e th o d s  u sed  by o th e r  a g e n c ie s  in reducing  these  risk s  to  bondho lders . This 

r e p o r t  a lso  a ssu m e s  th a t  th e se  risks will n o t be borne so le ly  by AIDA; r a th e r  any 

p ro g ra m  m u st ex p re ss ly  p ro v id e  for a  sharing of risk s  by p r iv a te  fin an c ia l 

in te rm e d ia r ie s  d o m ic iled  in A laska  and by p ro jec t o w n e r/m o rtg a g o rs .

M any o f  the  p ro g ra m  c h a ra c te r is t ic s  th a t may b e  n e c e ssa ry  to  su ccessfu lly  

a t t r a c t  o u ts id e  in v e s to rs  w ill n o t vary  w ith th e  ch o ice  o f ta x ab le  v e rsu s  ta x - 

e x e m p t fin an c in g  a l te r n a t iv e s .  N ev erth e less , since  it  is assum ed  th a t  a  m ajor 

g o a l fo r  AIDA is to a t t r a c t  th e  low est cost sou rce  o f funds, th is  re p o r t  is 

r e s t r ic te d  to  a  d iscussion  of ta x -e x e m p t financing a l te rn a t iv e s .  U nder p re se n t 

m a rk e t  c o n d itio n s , ta x -e x e m p t financing  c a rr ie s  a  c o s t a d v a n ta g e  of 

a p p ro x im a te ly  300-400 b a s is  p o in ts  over tax ab le  financ ing  o f  eq u iv a le n t p ro je c ts . 

F o r r e n ta l  u n its  w ith  a  c o s t,  say , of $40,000 p e r un it f in an c ed  over 30 year? , 

th e se  sav ings  m ay a m o u n t to  m ore  than  16% of annual d e b t se rv ice  c o s ts  and 

c u m u la tiv e ly  a m o u n t to  m ore  th an  $34,000 over the  life  o f th e  m o rtg ag e . By the 

sa m e  to k e n , i t  is p re su m e d  th a t  th ese  co s t savings w ill be  passed  th rough  from  

p ro je c t  ow ners  to r e n te r s .

F in a lly , b ecau se  o f u n c e r ta in ty  and a  lack of in fo rm a tio n  reg a rd in g  the 

a p p lic a b ility  o f  v ario u s  fe d e ra l  p rogram s in the A laska housing m a rk e t,  this 

in i t ia l  r e p o r t  a ssu m es th a t  m u lti-fam ily  p ro jec ts  f in an ced  th rough  AIDA w ill no t 

c a r ry  FH A  in su ra n c e  nor w ill such  p ro je c ts  be su b jec t to  r e n ta l  subsidy p ay m en ts  

th ro u g h  the S e c tio n  8 p ro g ra m .

/•
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D. G EN ERA L CO N SID ERA TIO N S IN T H E  DESIGN O r
A LTERNATIVE FIN A N CIN G  VEHICLES

A. E lig ib ility  R e q u ire m e n ts  fo r  T a x -e x e m p t F inancing

Based on th e  a ssu m p tio n s  o u tlin e d  ab o v e , th e  d ev e lo p m en t o f an  

AIDA fin an c in g  p ro g ram  m u st f ir s t  m e e t  th e  re q u ire m e n ts  ou tlin ed  un d er fe d e ra l 

s ta tu te s  including  th e  M o rtg ag e  Subsidy Bond T ax A ct o f 1980 ("MSBTA") 

B rie fly , th e  p rin c ip a l te s t s  th a t  m ust b e  m e t a r e  th re e :

a) Bonds issued  a f te r  D e c e m b e r 31, 1981 m u st be  in 
re g is te re d  fo rm ;

b) T he in te r e s t  r a te  on m o r tg a g e  loans c an n o t e x c e e d  th e  
tru e  in te r e s t  c o s t o f  th e  ta x -e x e m p t bonds by m o re  than  
150 b asis  p o in ts ; and

c) A t le a s t  20%  (15% in ta rg e te d  a re a s )  o f th e  r e n ta l  un its  
f in a n c e d  m u st be p ro v id ed  to  lo w -incom e te n a n ts  as 
d e fin e d  by th e  In te rn a l R ev en u e  C ode, 5 e c tio n  167(K)(3)
(B).

M ore sp e c if ic a lly , lo w -in co m e te n a n ts  a re  d efin e d  as househo lds w ith 

in co m es (ad ju s ted  fo r  fam ily  s ize) n o t in e x c e ss  o f  80 p e rc e n t o f th e  m edian  

in co m e fo r the  a re a  as  d e te rm in e d  by th e  U .S. D e p a r tm e n t of H ousing and U rban 

D ev e lo p m en t. M oreover, u n d er p re s e n t  in te rp r e ta t io n s  o f th e  1980 le g is la tio n , 

th e se  un its  m ust be  re n te d  to  e lig ib le  te n a n ts  fo r  a  m inim um  of tw en ty  y ^ a rs  and 

m axim um  re n ts  c h a rg e d  c a n n o t e x c e e d  30 p e rc e n t  o f th e  m axim um  m onth ly  

incom e allow ed f j r  o c c u p a n ts  of such u n its .

The com bined  e f f e c t s  o f th e  "20% -  30% " re q u ire m e n ts  m ean  th a t 

a l te rn a t iv e  subsidy a r ra n g e m e n ts  w ill g e n e ra lly  be n ece ssa ry  fo r any  g iven  

housing d e v e lo p m en t to g e n e ra te  a d e q u a te  re v e n u e s . In th e o ry , th e  re n ta ls  

ch a rg e d  fo r the rem a in in g  80 p e rc e n t o f  th e  u n its  cou ld  be ra ised  to  the  p o in t 

n e c e ssa ry  to m e e t p ro je c te d  rev en u e  g oals. T he fe a s ib ility  o f th is  app ro ach  

depends on th e  leve l o f  re q u ire d  r e n ta l  re v e n u e s  fo r unsubsid ized  u n its  re la tiv e  

to "m a rk e t re n ts "  on a l te r n a t iv e  housing u n its  in th e  a re a . A m ore  co m p le te
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a n a ly sis  o f th is  a p p ro a c h  re q u ire s  sp e c if ic  d a ta  on such fa c to rs  as incom e and 

re n t  lim its  fo r e lig ib le  low in c o m e  te n a n ts , p ro je c t  c o s ts , and a re a  m a rk e t re n ts . 

It should  also  b e  n o te d  th a t  AIDA and  th e  S ta te  le g is la tu re  may d ec id e , as a  

m a t te r  o f  p o licy , th a t  r e n ta l  subsidy  p a y m e n ts  can  and should be p rov ided  from  

S ta te  re so u rc e s .

B. G e n e ra l C o n s id e ra tio n s  in In su la tin g  B ondholders from  P ro je c t Risk

In v es to rs , g e n e ra lly , a r e  r is k -a v e rs e  and  m u lti-fam ily  re n ta l  housing 

p ro je c ts  a re  g e n e ra lly  p e rc e iv e d  as in h e re n tly  risky . T h e re fo re , a  v iab le 

f in an c in g  p ro g ram  m u s t d e v ise  su ita b le  m e th o d s  to  in su la te  bondho lders ' from  

th e  risk  o f lo sses a s s o c ia te d  w ith  p ro ie c t d e lin q u en c ies  or d e fau lts .

The a b ility  o f  o w n ers  o f m u lti- fa m ily  r e n ta l  d ev e lo p m en ts  to m e e t req u ire d  

m o rtg a g e  p ay m en ts  and  o p e ra t in g  ex p en ses  depends upon a  v a r ie ty  of fa c to rs , 

includ ing  th e  a c h ie v e m e n t and  m a in te n a n c e  o f  a  su ff ic ie n t level o f o ccupancy ; 

sound m a n a g e m e n t; tim e ly  and  a d e q u a te  in c re a se s  in re n ts  to  co v er in c re a sed  

ta x e s , u ti l i ty  c o s ts  and  m a in te n a n c e ; and  so c ia l and d em ograph ic  fa c to rs  th a t 

in f lu e n c e  co n su m er dem an d  fo r  th e  p ro je c t.

B ondholders, p a r tic u la r ly  in v e s to rs  o u ts id e  the  S ta te ,  c an n o t be  e x p e c te d  

to  incur the  c o s ts  o f m o n ito rin g  th e se  f a c to r s  or o f absorb ing  th ese  risks.

T ra d itio n a lly , is su e rs  o f  ta x -e x e m p t bonds have developed  a v a r ie ty  of 

m e th o d s  designed  to  sh ie ld  b o ndho lders  fro m  th ese  risks, including the  use o f 

FH A  in su ran ce  a n d /o r  the  p le d g e  of r e n t  subsidy paym en ts  under the  S ec tio n  8 

p ro g ra m . U nder th e  a ssu m p tio n  th a t th e se  fe d e ra l p rogram s do no t apply in the 

p re s e n t  A laska housing  m a rk e t ,  AIDA w ill n eed  to develop o th e r  m ethods of 

c re d i t  su pport and  th e  c h o ic e  w ill, to som e e x te n t ,  be d ic ta te d  by the type of 

p ro g ra m m a tic  a p p ro a c h  fo llo w ed  in im p lem en tin g  a  m u lti-fam ily  housing 

p ro g ram .



The tw o g en e ric  ap p ro ach es  a d o p ted  by o th e r  a g e n c ie s  a r e  d ir e c t  loan 

p ro g ram s and  lo a n -to -le n d e r p ro g ram s.

C . D ire c t Loan P rogram s

U nder th e se  program s,, th e  agency (e .g . AIDA) issues ta x -e x e m p t s e c u r i t ie s  

and uses th e  p ro c e e d s  to g ra n t m o rtg ag e  loans d ire c tly  to p ro je c t o w n ers  o r to  

p u rch ase  m o rtg ag es  from  e lig ib le  o rig in a to rs . T he ag en cy 's  bonds a r e  se c u re d  in 

th e  f i r s t  in s ta n c e  by m o rtg ag e  loan re p a y m e n ts , includ ing  any  in su ran ce  o r  

subsidy p ay m en ts  d ire c tly  re la te d  to the m o rtg ag e  p o rtfo lio .

It should be em phasized  th a t  in v esto rs  and  ra tin g  a g e n c ie s  p la c e  p a r t ic u la r

im p o rta n c e  on the  ex p erien ce  and re so u rc e s  o f ag en cy  s ta f f  m em b ers  in

assessing  th e  q u a lity  o f  bonds issued under d ire c t  loan p ro g ram s. As s ta te d  by

S tan d a rd  <5c P o o r's  C o rp o ra tio n ;

"C o n sid erab le  em phasis m ust b e  p laced  on th e  ag en cy  s ta f f  
s in ce  a d e ta ile d  analysis  o f eac h  p ro je c t is im possib le  and  th e  
re so lu tio n s  g en era lly  provide fo r ad d itio n a l s e r ie s  of bonds. We 
co n s id e r  th e  size and  e x p e rien ce  of th e  s ta f f  in th e  key a re a s  of 
design , u n derw riting , f in an ce , lega l, c o n s tru c tio n  m a n a g e m e n t 
an d  p ro p e rty  m an ag em en t."  (S tan d ard  & Poor's  C o rp o ra tio n ,
Bond R ating  G uide)

A m ong th e  tasks requ ired  to be p e rfo rm e d  or m o n ito red  by ag en cy  s ta f f  

under d ir e c t  loan p rogram s a re  s ite  s e le c tio n  and m a rk e t rev ie w , eco n o m ic  

fe a s ib ility  an a ly se s, co n s tru c tio n  in sp ec tio n  and  m an ag em e n t s e le c tio n  and  

rev iew .

The ev a lu a tio n  o f s ite  se lec tio n  and rev iew  may include an  in sp ec tio n  o f 

s ite  c h a ra c te r is t ic s ,  surrounding  land uses, a v a ila b ility  o f public tr a n s p o r ta tio n  

and u tility  sy stem s , p rox im ity  of the s ite  to  re c re a tio n , h e a lth  c a re , re lig io u s  and 

socia l a m e n itie s , shopping and ed u c a tio n a l fa c il i t ie s , and em p lo y m e n t 

o p p o rtu n itie s . Such analysis m ay also include rev iew  o f d em o g rap h ic  fa c to rs  as

1 -5



w ell a s  c u r re n t r e n t  le v e ls  and v a c a n c y  r a te s  fo r c o m p arab le  housing un its  in the 

m a rk e t a re a .

T he an a ly sis  o f e co n o m ic  fe a s ib il i ty  req u ire s  a s se s sm e n t o f co n stru c tio n  

c o s ts  and possib le  d e lay s  in c o n s tru c t io n  o r fu tu re  in c re a se s  in  c o s t ;  the financia l 

and  m an ag em e n t c a p a b il i t ie s  o f th e  d ev e lo p er a n d /o r  p ro je c t  ow ner; the 

p ro je c tio n  o f  re n t le v e ls , o p e ra t in g  ex p en ses  and ta x e s ; and th e  c o m p a tib ility  of 

th e  p ro je c t w ith  g o v e rn m e n ta l bu ild ing  codes and F e d e ra l and S ta te  

e n v iro n m e n ta l re q u ire m e n ts .

D uring the  c r i t ic a l  c o n s tru c t io n  ph ase , su ita b le  a r ra n g e m e n ts  m ust be 

dev e lo p ed  to  m o n ito r  c o m p lia n c e  w ith  p lan s  and .sp ec ifica tio n s , to  rev iew  and 

a p p ro v e  changed  o rd e rs , and to  a p p ro v e  req u is itio n s  fo r c o n s tru c t io n  advances.

This b r ie f  d iscussion  o f th e  fu n c tio n s  requ ired  to  be p e r fo rm e d  under d irec t 

loan  p ro g ram s c a r r ie s  im p o r ta n t im p lic a tio n s  fo r the  im p le m e n ta tio n  of new 

p ro g ram s.

While it m ay b e  p o ssib le  to  c o n t r a c t  w ith  o u ts id e  p a r t ie s  fo r the 

p e rfo rm a n c e  o f  c e r ta in  o f th e se  fu n c tio n s  from  tim e  to- tim e  or p ro je c t to  

p ro je c t ,  th e  in te re s ts  o f the  ag e n c y  (AIDA) in m anaging  its  risk  expo su re  can  be 

e x p e c te d  to  re q u ire  in -house  s t a f f  c a p a b ili tie s . T here  w ill n e c e ssa rily  be a 

s ig n if ic a n t lead tim e  to  r e c r u i t  and s ta f f  th e se  fu n c tio n s  and  to develop 

a p p ro p - ia te  o p e ra tin g  p ro c e d u re s  fo r d ir e c t  lending. T hese s ta f f  re so u rces  m ust 

a lso  b e  view ed as  " fix ed  c o s ts "  and  w ill e n ta il  a  s ig n if ic a n t in c re a se  in annual 

o p e ra tin g  ex p en ses . In th e  sh o rt run  or s ta r t -u p  p erio d , th e se  c o s ts  may requ ire  

a p p ro p ria tio n s  fro m  o th e r  AIDA p ro g ram s or S ta te  a p p ro p ria tio n s . In the  long 

run, th e  in c re m e n ta l re so u rc e s  an d  c o s ts  may be funded fro m  fe e s  charged  to  

m o rtg a g o rs  and d e v e lo p e rs . H o w ev er, th e  v iab ility  of th is ap p ro ac h  requ ires  a 

su b s ta n tia l,  su sta in e d  c o m m itm e n t by AIDA and the  S ta te  to  m ulti-fam ily
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p ro g ra m s  so th a t  th e se  fix ed  c o s ts  m ay be eco n o m ica lly  a llo c a te d  o v er a  s izeab le  

num ber o f  p ro je c ts .

W hile a d e q u a te  p ro fe ss io n a l s ta f f  re so u rces  a re  a  p re re q u is i te  to 

d evelop ing  m a rk e ta b le  bonding  p ro g ram s, i t  w ill a lso  be n e c e ssa ry  to  develop  

o th e r  so u rc e s  o f  c r e d i t  su p p o rt to fu r th e r  in su la te  bondholders from  p ro je c t 

risk s. T he m o s t co m m o n  a p p ro ac h  used in o th e r  p ro g ram s is to  p rov ide  

b o ndho lders  w ith :

a) th e  g e n e ra l o b lig a tio n  p ledge o f th e  agency  under 
w hich  an y  o th e rw ise  unencum bered  reven u es m ay be 
used  to su p p le m e n t m o rtg ag e  loan re p a y m e n ts ;

b) th e  use o f  a  d e b t se rv ic e  re se rv e  fund  in v e sted  in 
m a rk e ta b le  s e c u r it ie s  and p ledged so lely  fo r th e  
p u rp o se  o f  m e e tin g  tem p o ra ry  cash  flow  a b e r ra t io n s  
fro m  p ro je c ts ;  and

c) th e  "m o ra l o b lig a tio n "  p ledge  o f  tne S ta te  to rep len ish  
th e  d e b t s e rv ic e  re s e rv e  fund.

It should b e  n o te d  th a t  th is  app ro ach  has b e e n  fo llow ed  by AIDA in the  

im p le m e n ta tio n  o f its  U m b re lla  Bond P rog ram .

T he  use o f an  a d d itio n a l m oral o b liga tion  p ledge  by th e  S ta te  req u ire s, 

obv iously , S ta te  a p p ro v a l and th is will occasion  a  rev iew  o f th e  c o s ts  and 

b e n e f i ts  o f such " c o n tin g e n t"  S ta te  lia b ilitie s .

The p o te n t ia l  b e n e f i ts  a r e  c le a r :  ra tin g  ag e n c ie s  g en era lly  a c c o rd  rev en u e  

bond issu es  w ith  S ta te  "m ora l o b lig a tio n "  backups a  ra tin g  one lev e l below  the 

ra tin g  on S ta te  g e n e ra l o b lig a tio n  d eb t. M oreover, w ith  a d e q u a te  p ro je c t 

su p erv is io n  and  se le c tio n , the likelihood fo r a c tu a l ca sh  o u tlay s  by th e  S ta te  can
I

be m itig a te d .

T he c o s ts  a re  m o re  d if f ic u lt  to m easure  b u t re q u ire  an  an a ly sis  of the 

e f f e c ts  o f  ad d ed  " c o n tin g e n t lia b ilitie s"  on the  c o s t and  ra tin g s  o f S ta te  g e n e ra l 

o b lig a tio n  d e b t. F u r th e r  analysis  o f these im p o rta n t issues re q u ire s  ad d itio n a l 

d a ta  and  is beyond  th e  sco p e  of th is  re p o rt.



•  * *
9

O ther  im p o r ta n t  is.-.ues in evaluating  th e  e f f ic a c y  of a  m u l t i - fa m ily  d i r e c t  

loan program  fo r  AIDA include the an a ly s is  o f  c o n s tru c t io n  loan  versus  

perm anen t m o r tg a g e  f inanc ing  and the e x t e n t  of r isk -shar ing  or p a r t i c ip a t io n  by 

p riva te  lending in s t i tu t io n s .

D. C o n s tru c t io n  Lending versus P e rm a n e n t  M ortgage  F inanc ing

The p a s t  e x p e r ie n c e  o f  many agenc ies  in o th e r  S ta te s  has p o in ted  ou t  th a t  

substan tia l risks in m u l t i - fam ily  ren ta l  housing lending o c c u r  du r in g  the  

construc tion  phase  o f  p ro je c ts .  Several a p p ro a c h e s  have  been  used  to  m i t ig a te  

these risks to lending  a g en c ie s  and their bondho lde rs .  S ev era l  S ta t e  a g en c ie s  

have opted to r e s t r i c t  p ro g ram  lending a c t iv f t i e s  to  p e rm a n e n t  m o r tg a g e  

purchases for r e c e n t ly  c o m p le te d  p ro jec ts .  Simply, this a p p ro ac h  p e r m i t s  the 

agency to avoid  c o n s t ru c t io n  risks. It a lso  req u ire s  m o r tg a g o rs  to seek  

a l te rn a t iv e ,  h ig h e r -c o s t ,  c o n s tru c t io n  f inanc ing  fro m  co n v en tio n a l  so u rc e s  a t  

tiixable in te re s t  r a t e s .  Thus the full p o te n t ia l  b e n e f i t s  o f  low er ta x -e x e :  jpt 

borrowing co s ts  a r e  no t passed  through to  th e  in i t ia l  c a p i ta l  c o s ts  o f  p ro je c t  

developm ent. A second  app roach  followed by a g en c ie s  r e s t r i c t s  c o n s t ru c t io n  

loan financing to  p ro je c ts  covered  by F H A  in su ran ce  on c o n s t ru c t io n  loan 

advances and c o m m itm e n ts  by GNMA to ta k e  ou t  the  p e rm a n e n t  m o r tg a g e  upon 

final en d o rsem e n t  for in su ran ce  by FHA. This a p p ro ac h  g en e ra lly  p r o t e c t s  the 

agency from  c o n s t ru c t io n  risks and resu lts  in high ra t in g s  and  low b o rrow ing  

costs. H ow ever, the  ap p licab i l i ty  of this ap p ro a c h  assum es  th a t  p r o je c t s  and 

m ortgages can  m e e t  the  a p p ro p r ia te  re q u ire m e n ts  under these  F e d e ra l  p ro g ra m s .

Finally, o th e r  a g e n c ie s  provide com bined  c o n s tru c t io n  loan and p e rm a n e n t  

m or 'gage  f inanc ing .  G enera l ly ,  the im p le m e n ta t io n  of th is a p p ro a c h  is 

r e s tr ic ted  to a g e n c ie s  w ith  a  successful t r a c k  reco rd  of m u l t i - fa m ily  lending  and

to p ro jec ts  w ith  s u b s ta n t ia l  F ed e ra l  subsidy supports .
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E. M o rtg ag e  P a r t i c ip a t io n s  by  P r iv a te  Lending In s t i tu t io n s

It  m ay  be  a p p ro p r ia te  fo r  AIDA to  develop  a  m o r tg a g e  loan p a r t ic ip a t io n  

p ro g ra m  to  s h if t  r e la t iv e ly  m o re  o f  th e  c o n s tru c t io n  risks  to p r iv a te  m ortgage  

o r ig in a t io n  in te rm e d ia r ie s .  For e x a m p le ,  AIDA cou ld  p ro v id e ,  say, 50% of 

c o n s t ru c t io n  loan f inanc ing  while p r iv a te  lending in s t i tu t io n s  supply the  

rem a in in g  loan a d v an c es .  P e r m a n e n t  m o r tg a g e  f in an c in g ,  c o n t in g e n t  upon the  

su c c e ss fu l  c o m p le t io n  o f  c o n s t ru c t io n ,  could  th en  p ro v id e  fo r  90% AIDA 

p a r t i c ip a t io n  and  10% p a r t i c ip a t io n  by p r iv a te  m o r tg a g e  lend ing  in s ti tu tions .

In g e n e ra l ,  th e  c o n c e p t  o f  risk sha r in g  through a  loan  p a r t i c ip a t io n  program  

can  s e rv e  a s  an  added  e le m e n t  o f  l a te n t  c re d i t  su p p o r t  fo r  AIDA and i ts  

bondho lde rs .  P a r t i c ip a t io n ,  e i th e r  th rough  loans o r  e q u i ty ,  by p r iv a te  lending 

in s t i tu t io n s  helps en su re  th a t  th e se  in s t i tu t io n s  will s e l e c t  e co n o m ica lly  v iable  

p ro je c ts  and will p rov ide  e x t r a  re s o u rc e s  in m onito ring  and  m anag ing  p ro jec ts  

o ver  th e  long run. M oreover ,  AIDA has  e s ta b l is h e d  th e  p re c e d e n t  for 

p a r t i c ip a t io n  p ro g ram s  th rough  its  U m b re lla  Bond P ro g ra m .

Assessing th e  a p p ro p r ia te  leve l o f  p r iv a te  lender  p a r t i c ip a t io n  does requ ire  

f u r th e r  ana lysis  to  d e te rm in e  the  e f f e c t s  on overall p r o j e c t  f in an c in g  costs  and 

th e  w ill ingness  and ab i li ty  o f  p r iv a te  lending in s t i tu t io n s  to  fund various  levels of 

p a r t i c ip a t io n .

F .  L oan  to  Lender P ro g ra m s

A m a jo r  a l t e r n a t iv e  to  d i r e c t  loan p a r t i c ip a t io n  p ro g ra m s  is a loan to 

lende r  p ro g ra m . These p ro g ra m s  have  been  in c reas in g ly  p opu la r  in r e c e n t  

m o n th s  and a re  fa ir ly  easy  to  im p le m e n t  in a  short p e r io d  o f  t im e . Under the  

loan to  len d er  c o n c e p t ,  the  agen cy  issues its  t a x -e x e m p t  bonds and relends the  

p ro c e e d s  to p a r t ic ip a t in g  lending in s t i tu t io n s .  These in s t i tu t io n s ,  in turn, m ake
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c o n s t ru c t io n  loans an d /o r  p e rm a n e n t  loans to developers ' o f  r e n ta l  housing. The 

p r iv a te  le n d e rs  thus re ta in  the m o r tg ag e  loan and assu m e  the  r isk s .  The loan 

f ro m  the  agen cy  to  the lender is a  g en e ra l  ob ligation  of th e  lend ing  in s t i tu t io n  

and  re p a y m e n t  o f  the  loan is add itionally  back ed  by the  p le d g e  o f  a c c e p ta b le  

c o l la te r a l  o r  a  l e t t e r  of c re d i t  from  a  m a jo r  bank w ith  a  high c r e d i t  ra t in g .  

Thus, the  te rm s  o f  the  agency  loan to the  len d er  provide th e  p r im a ry  s ecu r i ty  fo r  

th e  ag en cy 's  bonds. This e f fe c t iv e ly  in su la te s  the a g e n c y  and i£5 bondholders  

f ro m  p ro je c t  r isks, sh ifting  these  risks to  the lending in s t i tu t io n s  th a t  may be  

b e s t  su i te d  to  a n a ly z e  and m anage such loans.

U nder th e  loan to lender c o n c e p t ,  p r iv a te  lenders  and  d e v e lo p e rs  func tion  

in the  sa m e  m an n er  as  w ith trad i t io n a l  so u rces  of m o r tg a g e '  c a p i ta l .  F o r  

ex am p le ,  d ev e lo p ers  use p r iv a te  a r c h i t e c t s  to  draw  up p la n s  and sp e c if ic a t io n s ;  

p r iv a te  a t to rn e y s  to  handle the  legal w ork ; p r iv a te  e n g in ee r in g  c o m p an ie s  to  

survey the  p ro p e r ty  and do t e s t  borings; p r iv a te  suppliers to  p ro v id e  m a te r ia ls ;  

p r iv a te  g e n e ra l  and  su b c o n tra c to rs  to build the  d e v e lo p m en t ;  p r iv a t e  m ark e tin g  

f irm s  to  a d v e r t i s e  and p ro m o te  the  d e v e lo p m en t;  p r iv a te  leas ing  a g e n t s  to r e n t  

th e  new un its ;  and  p r iv a te  m an ag em en t c o m p an ie s  to c o l l e c t  r e n t s  and  m ain ta in  

the  p ro p e r ty .  L enders  u n d e rw rite  loan app l ica t ions  using th e i r  n o rm a l  s tands .  

They p e r fo rm  th e  c red i t  analysis of dev e lo p ers ;  rev iew  th e  t r a c k  reco rd  of 

c o n t r a c to r s ;  a c c e p t  or r e je c t  locations , an a ly z e  the cost and  m a rk e ta b i l i ty  of the  

p roposed  housing; see  tha t codes and o th e r  g o v e rn m e n ta l  r e q u i r e m e n t s  a re  m e t;  

and in sp e c t  c o n s tru c t io n  through to co m p le tio n .

D eve lope rs  in te re s te d  in the p rogram  may apply to  a  p a r t i c ip a t in g  lender 

for c o n s tru c t io n  and p e rm a n e n t  f inancing . The lender c a n  r e s e rv e  funds from  

the  p ro s p e c t iv e  bond issue b; signing a C o m m itm e n t  A g r e e m e n t  and  paying a  

C o m m itm e n t  Fee  to the  agency (which fe e  can  be passed on to  th e  developer) .
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The a g e n c y - to - le n d e r  loan r a t e  is e s tab l ish ed  a f t e r  b o n d s  a r e  sold, typ ica lly  a t  a  

level l / 8 t h  % to  5 /g th  % above  th e  bond in te r e s t  c o s t .  The le n d e r - to -d e v e lo p e r  

loan r a t e  is s e t  a t  a  leve l no  g r e a t e r  than  150 b as is  p o in ts  above  the  bond 

in te r e s t  c o s t .

While the  a g en c y  bond m a tu r i t i e s  and le n d e r  loan  r e p a y m e n ts  may b i  

ta i lo red  to th e  n o rm a l lo n g - te rm  a m o r t iz a t io n  o f  th e  m u l t i - fa m ily  m o r tg a g e  

loan, r e c e n t  loan to le n d e r  bond issues h av e  re su l te d  in r e la t iv e ly  s h o r t  m a tu r i ty  

s t r u c tu re s ,  w hich re q u ire  m o r tg a g o rs  to re f in a n c e  loans  in a p p ro x im a te ly  10 -  13 

y ea rs .  A lthough  th is  does s h i f t  a  p o te n t ia l ly  se r io u s  in t e r e s t  r a t e  risk to the 

m o r tg a g o r ,  this r isk  is o f f s e t  so m e w h a t  by th e  lo w e r  c o s t  o f  ta x -e x e m p t  

f inanc ing  under the  s h o r te n e d  bond m a tu r i ty  s t r u c t u r e .  M oreover ,  banks as 

p a r t i c ip a t in g  lenders  have  b e e n  r e lu c ta n t  to  p led g e  c o l l a t e r a l  b e '  oi;d 10 - 13 

y ea rs .

L eh m an  B ro th e rs  Kuhn Loeb has p io n e e red  th e  d e v e lo p m e n t  o f  r e c e n t  loan

to  le n d e r  bond p ro g ra m s ,  m e e t in g  the re q u ire m e n ts  fo r  m u l t i - f a m ily  loans under

the MSBTA o f  1980, by w orking  w ith  issuers  to  d e v e lo p  both  c o l la te ra l iz e d

p ro g ram s  and > e t te r -o f -c re d i t  (LOC) b ack e d  p ro g ra m s .  U nder the  c o l la te ra l iz e d

ap p ro ach ,  bonds hav e  been  s t r u c tu r e d  w ith  s e r ia l  m a tu r i t i e s  beginning  in the

third y e a r  and a  f ina l ba lloon  p a y m e n t  in the  13th  y e a r .  Bond m a tu r i t ie s  and

lender loan m a tu r i t i e s  a re  m a tc h e d  to m o r tg a g e  loan  m a tu r i t i e s ,  which a re ,  in
«

turn, b a sed  on a m o r t iz a t io n  o v e r  a  3 0 -y ea r  period .

U nder this p ro g ra m , to s e c u re  an  AA bond r a t in g ,  .anders  a r e  requ ired  to

pledge c o l la te r a l  secu r in g  the agen cy  bonds acc o rd in g  to  th e  fo llow ing schedule :

D ire c t  U.S. G o v e rn m e n t  or U.S. G o v e rn m e n t  g u a ra n te e d  
s e c u r i t ie s  in an  a m o u n t  whose m a rk e t  v a lu e  eq u a ls  125% 
o f  the le n d e r  loan; FHA/VA single fam ily  m o r tg a g e  loans 
w hose m a rk e t  v a lu e  equals  140% o f  th e  le n d e r  loan, 
a n d /o r  c o n v en t io n a l ,  single fam ily  m o r tg a g e  loans  w hose 
m a rk e t  va lue  eq u a ls  150% of the  lender loan .
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I t  should  b e  n o te d  t h a t  o th e r  u n d e rw r i te rs  have  proposed  a l te rn a t iv e  

m e th o d s  fo r  s t r u c tu r in g  bond  m a tu r i t ie s  under c o l la te ra l iz e d  lo a n -to - len d e r  

p ro g ra m s .

While no bond issues  ap p e a r  to  have  been  sold under th e s e  proposed 

s t r u c t u r e s ,  th e  b a s ic  d i f f e r e n c e  in ap p ro a c h  with the tyr>e o f  p ro g ra m  developed 

by L eh m an  B ro th e rs  is in th e  m ism atch in g  of bond pr inc ipa l m a tu r i t i e s  and 

m o r tg a g e  loan  m a tu r i t i e s .  As ad v an c ed  by this a l t e rn a t iv e  ap p ro ac h ,  the 

m o r tg a g e  loan  r e p a y m e n ts  a r e  schedu led  basically  iden tica lly  w ith  th e  Lehm an 

a p p ro a c h .  Bonds, h o w e v e r ,  a r e  schedu led  on a  level d e b t  basis o v e r  a  13 y ea r  

p e r io d .  Thus, le n d e rs  rep ay  p r in c ip a l  to  th e  agency  m ore  rapidly  th a n  p r inc ipa l is 

r e c e iv e d  f ro m  th e  d e v e lo p e r .  In e f f e c t ,  then , this ap p ro ach  re su l ts  in a  nega t ive  

c a s h  f low  fo r  th e  le n d e r .

G e n e ra l ly ,  th e  ab i l i ty  and  willings of lenders  to  p ledge c o l l a t e r a l  is of 

p r im a ry  im p o r ta n c e  in d eve lop ing  a  success fu l  lo a n -to - len d e r  p ro g ra m .  In o rder  

to  r e d u . e  th e  c o l l a t e r a l  r e q u i re m e n ts ,  L ehm an  B ro thers  has d eve loped  a  l e t t e r  of 

c r e d i t  (LOC) a l t e r n a t i v e .  S im ply, th is  a l te rn a t iv e  involves the  p u rc h a se  of a 

LO C f ro m  a  t r ip le -A  r a t e d  bank as  ad d i t io n a l  c re d i t  support fo r  the  agency 's  

bonds. The p r in c ip a l  a d v a n ta g e s  of the  LO C -backed  bond a re  s ig n if ican t ly  lower 

i n t e r e s t  r a t e s  a s s o c ia te d  w ith  th e  A aa  ra ting  and the  red u c e d  c o l la te ra l  

r e q u i r e m e n ts .  U nder  th is  a l t e r n a t iv e ,  the  bank issuing th e  LO C does  requ ire  

o r ig in a t in g  le n d e rs  to  s e c u re  the  LO C w ith  a  p ledge of c o l la te r a l  b a sed  on U.S. 

G o v e rn m e n t  s e c u r i t ie s  w ith  a  m a rk e t  va lue ,  of 105% of the le n d e r  loan, or 

m o r tg a g e s  w ith  a  m a rk e t  v a lu e  of a t  le a s t  110% of the lender  loan.
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m .  A PR O PO SED  STRATEGY FO R
THE ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY

The d iscussion in the  previous sec tion  has  p o in ted  ou t  th a t  e a c h  o f  the  tw o 

p r in c ip a l  ap p ro a c h e s  to  m u lti- fam ily  lending has  i ts  unique a d v a n ta g e s  and  

d isad v an tag es .  By w ay  of sum m ary , the  p r in c ip a l  advan tages  o f  d i r e c t  loan 

p ro g ra m s  a re  the  w ide f lex ib ility  p e rm i t t e d  AIDA in se lec ting  p ro je c ts  an d  

s t r u c tu r in g  a p p ro p r ia te  f inancing  te :m s ,  and  th e  c e n t r a l iz e d  focus p e r m i t t e d  fo r  

t a rg e t in g  S ta te  or F e d e ra l  subsidy p rogram s.

The p r inc ipa l d isa d v a n ta g e s  a re  the  n eed  fo r  exp lic it  c r e d i t  su p p o r t  

a r r a n g e m e n ts ,  th e  lead  t im e  necessary  to  im p le m e n t  such a p rog ram , and  th e  

s ig n if ic a n t  o p e ra t in g  ex p en ses  requ ired  to  p ro p e r ly  adm in is te r  a  di. . .- t loan  

p ro g ram .

The p r inc ipa l a d v a n ta g e s  of the loan to  lenders  approach  a re  th a t  such  

p ro g ra m s  m in im ize  the  need  for o th e r  so u rces  o f  S ta te  support and they  m ay  

le ad  to genera lly  h ighe r  ra t ings  and lower in te r e s t  costs . The p r in c ip a l  

d isad v an tag es  inc lude  l im ita t io n s  on the ab i l i ty  a n d /o r  willingness o f  d o m e s t ic  

f in an c ia l  in s t i tu t io n s  to  p ledge su f f ic ie n t  c o l la te r a l ,  and the re f in an c in g  risk  

faced  by m o rtg ag o rs .

It is our opinion th a t  AIDA m ay best s e rv e  the  long-run in te re s ts  o f  A laska  

by the d ev e lo p m en t o f  a  d i r e c t  loan p a r t ic ip a t io n  p ro g ram . However, g iven  th e  

lead  tim e n ece ssa ry  to  p roperly  im p lem en t this p rog ram , AIDA m ay c h o o se  to 

f i r s t  in i t ia te  a m o d e s t ly - s iz e d  loan to lender p ro g ram  utilis ing  a  bank l e t t e r  o f  

c r e d i t .  Im p lem en ting  such a program  will e s ta b l ish  an im m ed ia te  p re s e n c e  for 

AIDA in the m u l t i - fa m ily  r e n ta l  deve lopm en t m a rk e t .  Moreover, this in i t ia l  s te p  

c a n  be used to buy addition.-1 t im e and e x p e r ie n c e  for the deve lopm en t o f  an  

AIDA d ire c t  loan p ro g ra m .
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PART 2

I. INTRODUCTION

You hav e  In fo rm ed  us th a t  c a p i ta l  m a rk e t  co n d it io n s  in r e c e n t  y e a rs  have  

b een  p a r t i c u la r ly  dam ag ing  to  housing m a rk e ts  in A laska . The con tinu ing  vhigh 

le^e l o f  i n t e r e s t  r a te s  and  the  e x t r e m e  vo la ti l i ty  o f  the  r a t e s  have seriously  

d is ru p te d  c o n v e n t io n a l  r e a l  e s t a t e  lending in s tru m en ts  and  in s t i tu t io n s .  M ore­

over,  th e  p e rv a s iv e  u n c e r ta in t ie s  surrounding the fu tu r e  c o u r s e  o f  f iscal policy 

and m o n e ta ry  policy  do n o t  p ro m ise  a  s h o r t - te rm  re s o lu t io n  to  the p ro b lem s  

f a c e d  by t ra d i t io n a l  len d ers  or b o r ro w ers .  The r e s t ru c tu r in g  o f  f in an c ia l  m a rk e ts  

th a t  is now underw ay  will la s t  long beyond the n e x t  p e a k  in the  in te re s t  r a t e  

cyc le  and will f o rc e  new a p p ro a c h e s  fo r  the f inanc ing  o f  b a s ic  s h e l te r  needs, 

p a r t i c u la r ly  for low and m o d e ra te  incom e fam ilies.

The high lev e l  o f  ta x ab le  in te r e s t  r a te s  on c o n v e n t io n a l  m o r tg a g e  loans has 

e f f e c t iv e ly  p r ic e d  new  r e n ta l  housing un its  beyond the  r e a c h  of many fam ilie s .  

F u r th e rm o re ,  c o n v e n t io n a l  lending  in s ti tu tions ,  b u f fe te d  by th e  e x t re m e  v o la t i l ­

ity  of m a rk e t  in t e r e s t  r a te s ,  a r e  increasingly  r e lu c ta n t  to  p rov ide  lon g - te rm  

f ix e d - r a te  loans.

A t the sa m e  tim e , d em an d  fo r  re n ta l  housing is in c re a s in g  in A laska. In 

p a r t ,  th is  in c re a se d  d em and  c a n  be  t ra c e d  to the c o s t  o f  c r e d i t  in the s in g le ­

fam ily  m o r tg a g e  m a rk e t .  Also, basic  social and  d e m o g ra p h ic  changes  have 

in c reased  the  d em an d  fo r  " a f fo rd a b le "  re n ta l  housing. E a r l ie r  adu lthood , la te r  

fam ily  fo rm a t io n s ,  and  m ore  m obile  l i fe s ty les  have co m b in e d  to s t im u la te  the 

need  for r e n ta l  as  opposed  to o w n er-o ccu p ie d  housing u n its .
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The A la s k a  Indus tr ia l  D ev e lo p m en t A u th o r ity  or a n o th e r  public  co rp o ra t io n  

should  be p o s i t io n e d  to  p lay  an  im p o r ta n t  ro le  in m ee tin g  th e se  fu n d a m e n ta l  and 

la s t in g  chang  ?s in m u l t i - fa m ily  housing f inance .

M o rtg ag e  lending, m u l t i - fa m ily  housing f inance  is e s se n t ia l ly  a  business 

loan  m a rk e t .  A c e n t r a l i z e d  fo cu s  fo r  the im p le m e n ta t io n  and  m a n a g e m e n t  of 

s h a re d  p u b l ic -p r iv a te  s e c to r  ro le s  and responsib il i t ie s  in m u l t i - fam ily  housing 

e x c e rc is e d  by an  e n t i ty  w ith  an  unders tand ing  o f  lending to  the p r iv a te  business 

s e c to r  would b e  a  p a r t i c u la r ly  e f f ic ie n t  and e f f e c t iv e  w ay o f  m on ito r ing  housing 

need s ,  a d m in is te r in g  the  m yriad  o f  fe d e ra l  p ro g ram s  and developing  unique 

p ro g ra m s  re sp o n s iv e  to  the  need s  of Alaskans.

A c e n t r a l  focus  would p e rm i t  cohes ive  b u t  f lex ib le  f inanc ing  p rogram s, 

including  d i r e c t  loan o r  m o r tg a g e -p u rc h a s e  p ro g ram s  u ti l iz in g  FH A  insurance  

u n d e r  S ec t io n  221(d)(4), S ec t io n  8 p ro je c t  f inancings, and F H A -insu red  c o n s tru c ­

tion  loan f in an c in g s  w ith  p e rm a n e n t  loan ta k e o u ts  under c o m m itm e n ts  from  

GNM A. M o reo v er ,  in n o v a t iv e  m e thods  of S ta t e  of A laska  support could be 

in te g ra te d  w ith  o r  d eve loped  independen t of these  t ra d i t io n a l  m e thods  of f inan ­

c in g s .  Such innova tions  could  inc lude lo w -ra te  loans d e lay ed  a m o r t iz a t io n  loans 

o r  eq u i ty  p a r t i c ip a t io n s .  O th e r  m ethods  of S ta te  support could  include d i re c t  

le g is la t iv e  a p p ro p r ia t io n  of ex is t ing  S ta te  a sse ts  to p rov ide  su p p lem en ta l  cash 

flow  th a t  cou ld  be  used to s e c u re  bonds issued to fu r th e r  m u l t i - fam ily  housing 

f inanc ing .

Fash ion ing  such a ro le  fo r  a public co rp o ra t io n  re q u ire  a  thorough assess­

m e n t  o f  p r e s e n t  and fu tu re  r e n ta l  housing needs in A laska , a rev iew  o f the 

c u r r e n t  ro le s  o f  the S ta te  and  its agenc ies ,  as  well a s  p r iv a te  lenders  and 

d ev e lo p e rs  in th is  m a rk e t ,  and  a  s t r a t e g ic  plan for e f f e c t iv e ly  ta rg e t in g  the 

p ro g ra m s  th a t  cou ld  be deve loped .
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O ur d iscussions  w ith  rep resen ta t ive s  o f  lending in s t i tu t io n s  and public  

o f f ic ia ls  in A laska in d ic a te  an  urgent need  to a c c e s s  lo w -c o s t  funds to  s t im u la te  

new  c o n s tru c t io n .  V acancy  ra tes  a re  e x t r e m e ly  low and  new  c o n s t ru c t io n  is 

v ir tu a lly  a t  a  s ta n d s t i l l .

M ost o f  the  t r a d i t io n a l  financing a p p ro a c h e s  em p lo y ed  by o th e r  s t a t e s  in 

the  p a s t  do n o t  a p p e a r  app licab le  or feas ib le  fo r  f in an c in g  m u l t i - fa m ily  p ro je c ts  

today .  F or  e x am p le ,  while a  m ortgage-pu rchase  p ro g ra m  u ti l iz in g  F H A -insu red  

loans un d er  S ec t io n  221 (d)(4) could th e o re t ic a l ly  be  im p le m e n te d  in a  rea so n ab le  

t im e ly  fash ion , this would require the  use o f  lo n g - te rm  (30 year)  bonds. A t 

p r e s e n t  y ie lds ,  th e  h igh leve l of in te re s t  r r t e  on lo n g - te rm  bonds in the  ta x -  

e x e m p t  m a rk e t  e f f e c t iv e ly  foreclose this op tion  a s  the  re su l t in g  m o r tg a g e  loans 

could  n o t  be  a m o r t iz e d  by the  underlying dw elling  u n its .

M oreover,  the  c u tb a c k s  proposed and im p le m e n te d  in o th e r  f e d e ra l  p ro ­

g ram s ,  such as  the  GNMA tandem  prog ram  a long  w ith  th e  in e v i ta b le  de lays  in 

develop ing  the n ece ssa ry  in te rface  w ith  th e se  p ro g ra m s  and  b e tw e e n  the  

a p p ro p r ia te  F e d e ra l  a g en c ie s  fu rther f r u s t r a t e s  m oving ah ea d  pos it ive ly  and  

quickly.

T ab le  1

C urren t  M arke t Y ields on 
A a-R ated  S ta te  A gency  

Housing Bonds (FHA-VA In jured)

F ebruary  9, 1982

M a tu r i ty  _ _ Y ie ld _
(in Y ears)

10 11 .25%

20 13 .00

30 13 .50
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T ab le  1 a b o v e  p o in ts  o u t  th a t  y ie ld s  on 3 0 -y e a r  Aa r a t e d  housing  agency  

bonds a r e  p re s e n t ly  a ro u n d  13 1/2%. The e l e c t i v e  m o r tg a g e  loan  r a t e  on new  

issues  a t  this y ie ld  leve l would nece ssa r i ly  ra n g e  b e tw e e n  14 1 /2%  and 15%. 

S ince our  u n d e rs ta n d in g  o f  housing m a rk e t  eco n o m ic s  in A laska  in d ic a te s  th a t  

p ro je c ts  may n o t  b e  fe a s ib le  a t  loan r a t e s  above  13-13 1/2% , i t  is c l e a r  th a t  

lo n g - te rm  f inanc ing  c a n n o t  p rov ide  a  s u j r t - r u n  so lu tions  to p re v a i l in g  c o n s t ru c ­

tion  dem and .

B ecause o f  th e s e  f ru s t r a t io n s  in h e re n t  in f inanc ing  along t r a d i t io n a l  lines, 

th e  S ta te  m ust look  e l s e w h e re  if  f inanc ing  s u p p o r t  is to  be m a d e  av a i la b le  fo r  

add ress in g  e x is t in g  d e m a n d  given f in a n c ia l  m a rk e t  c o n s t r a in t s .  Building on 

a l t e r n a t iv e  f in an c in g  id eas  em ployed  in th e  low er fo r ty -e ig h t ,  r e f in e d  to  m e e t  

the  re s t r ic t io n s  e x i s t in g  in A laska, we b e l ie v e  a  loan to  M a s te r  L e n d e r  financing  

ap p ro ac h  is the d e s i r a b l e  and  e f f e c t iv e  w ay to p ro c e e d .  This p ro g ra m  -  the  

M a s te r  Lender M u l t i - f a m i ly  Housing Loan P ro g ra m  -  is o u t l in e d  in  the nex t 

se c t io n  of this r e p o r t .  We b e l iev e  th a t  th e  M a s te r  L en d e r  p ro g ra m  c o n c e p t  has 

m any a d v a n ta g e s .  F i r s t ,  i t  is designed to  en ab le  th e  S ta t e  of A la sk a  to quickly 

ch an n e l  funds in to  n e w  c o n s tru c t io n  for th e  1982 build ing season .

e  A M a s te r  L en d e r  bond sa le  could  be read y  fo r  m a rk e t  w ith in  
90 d a y s  from  the d a te  of enab ling  re so lu t io n  by the 
c o r p o r a t io n .

Second, the  p ro g ra m  is designed to  en ab le  the  bonds issued to c a r ry  a  high 

ra t in g  (at le as t  d o u b le  A) and t>' :reby a c h ie v e  s ig n if ic a n t  in t e r e s t  r a t e  savings.

e  B ased  on  p re s e n t  m a rk e t  cond it ions ,  we b e l ie v e  t h a t  a 
M a s te r  L ender  bond issue could  be m a rk e te d  a t  t a x - e x e m p t  
r a t e s  t h a t  would p e rm i t  e f f e c t iv e  m o r tg a g e  loan r a t e s 
w ith in  t h e  13-13 1/2% l im it .

Thic p ro g ra m  a lso  is highly e f f ic ie n t  in th a t  ex is t in g  in s t i tu t io n a l  a r r a n g e ­

m e n ts  a re  u t i l iz e d  to  th e  m axim um  e x te n t  possible .
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e The M aster Lender program  preserves the trad itio n a l ro les
o f  the  local lender  and developer,  enabling ea c h  to s h a re  in 
th e  risks and r e tu rn s  from  p r iv a te  ca p i ta l  in v e s tm e n t .

e The M aster  L ender  co n ce p t  also req u ire s  no subsid ies  or 
o u t lay s  by e i th e r  the  public co rpo ra tion  issuing the  bonds or 
th e  S ta te .



II. The M aste r Lender M ulti-fam ily  Housing Loan P rogram

The b a s ic  s t r u c t u r e  of the  M as te r  L en d e r  p ro g ra m  is o u t l in ed  in C h a r t  1 

and invo lves  im p o r ta n t  ro les  for the c o rp o ra t io n ,  th e  M a s te r  L ende r ,  Jocal 

lenders  and  d e v e lo p e rs /o w n e rs  of m u l t i - fa m ily  housing  d e v e lo p m en ts .

B rie fly ,  th e  p ro g ra m  works a s  follows:

1. Upon ad o p t io n  of a p p ro p r ia te  re so lu t io n s ,  s e le c t io n  o f  th e  M as te r  
L en d e r  -  w hich  could be  a  bank , p ro p e r ty  or c a s u a l ty  f i rm  or any 
o th e r  lending  in s t i tu t io n  or e n t i ty  -  and  th e  d e v e lo p m e n t  of p rog ram  
loan  gu ide lines ,  the d es igna ted  c o rp o ra t io n  would a n n o u n ce  i t s  p lan to  
im p le m e n t  a  M ‘i - f a m j y  Loan P ro g ra m  and  sponsor a n  in fo rm a tio n  
m e e t in g  fo r  in te r e s te d  local lenders  and  d ev e lo p e rs .

2 . I n te r e s t e d  loc?'. lenders  would r e s e rv e  c o m m itm e n ts  f ro m  th e  p ro ­
g r a m  by u n d ' ’i * p a r t i c ip a t io n  loan  c o m m i tm e n t  a g r e e m e n t  and 
pay ing  a  i .  n i tm ,  1 f e e  to  the  c o rp o ra t io n .  We b e l ie v e  th a t  a  
c o m m i tm e r .• fv.e o f  1 p o in t  is .a p p ro p r ia te .  This fe e ,  w h ich  would be 
p as se d  th rough  to  the  deve lopers ,  p ro v id es  a  c o n t r ib u t io n  to the  
e x p e n se s  of th e  p ro g ra m , and m a k e s  possib le  e a r ly  a m o r t iz a t io n  of 
th e  c o s ts  a s so c ia te d  w ith  the f inanc ing .

3. L o ca l  lending in s t i tu t io n s ,  in co n ju n c t io n  w ith  the  M a s te r  L ender ,  will 
app ly  s ta n d a rd  u n d erw rit in g  c r i t e r i a  to  s e l e c t  p ro je c ts  and  d ev e lo p e rs  
f o r  p ro g ra m  p a r t i c ip a t io n .  L oca l le n d e rs  will o r ig in a te  new  loans 
u n d e r  p ro g ra m  gu ide lines  and will p io v id e  100% of th e  n e c e ssa ry  
c o n s t ru c t io n  loans ( a t  taxab le  m a rk e t  r a te s ) .  A t the  c o m p le t io n  of 
c o n s t ru c t io n ,  loca l lenders  will r e ta in  a  p a r t i c ip a t io n  in the  p e rm a n ­
e n t  m o r tg a g e  f inanc ing , a t  m a rk e t  (e .g .  ta x ab le )  r a t e s .  We be l iev e  
th a t  a  10% loca l  lender  p a r t ic ip a t io n  in the  p e rm a n e n t  loan a 'lo w s  for 
a  su i ta b le  sharing  of risks b e tw e e n  th e  M a s te r  L en d e r  anu  the  loca l 
lenders ,  in su res  d il igence  on the  p a r t  o f  loca l lenders  in the  o r ig in a ­
t ion  and serv ic ing  of loans, and  p e rm i ts  p ro f i t  m aking  by the  local 
le n d e rs  in r e tu rn  for th e ir  p a r t ic ip a t io n  on th e  p e rm a n e n t  f inanc ing .

4. S ho rtly  a f t e r  f ina liz ing  local lender  c o m m itm e n ts ,  b u t  p r io r  to  a c tu a l  
c o n s t ru c t io n  o f  the p ro je c t ,  the c o rp o ra t io n  will issue bonds in th e  
a m o u n t  n ece ssa ry  to  f in an c e  90% of the p e rm a n e n t  loans. Based on 
e s t i m a t e s  supplied to us by AIDA, an  in i t ia l  bond issue in the  $75-100 
m illion  ran g e  a p p ea rs  feas ib le .

5. D uring the  c o n s t ru c t io n  period, w hich should be  l im ited  to  tw o years ,  
bond p ro c e e d s  will be  invented in h ig h -g rad e ,  s h o r t - t e r m  s e c u r i t ie s  a t  
a  yield  su b s ta n t ia l ly  in excess o f  the bond y ie ld . This y ie ld  sp read  
will p ro d u ce  n e t  incom e which will in p a r t  o f f s e t  bond issuance  
e x p e n se s  and p e rm i t  the c o rp o ra t io n  to  p a s s - th ro u g h  a low er 
f inanc ing  r a te .  We reco m m en d  a  c o n s t ru c t io n  per iod  no t  longer than  
tw o y e a r s  we be l iev e  this to be adv isab le  b e c a u se  it  insures  th a t  the  
p r o je c t s  c o n s t ru c te d  will address  o isc e rn a b le  and re a l is t ic a l ly  b e  
a s se s se o  <iemand. F u r th e r ,  two y ea rs  will insure  th a t  a ll  p ro c e e d s
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f r o m  the  f inanc ing  will be  spen t w ith in  the  t ra d i t io n a l  IRS-defined 
te m p o ra ry  p e r io d .

6. A t  th e  c o m p le t io n  of c o n s tru c t io n ,  the  co rp o ra t io n  will loan the  bond 
p ro c e e d s  to  th e  M aster  L ender ("Lender Loan"). T he  M aste r  Lender 
w ill p ro v id e  90% of the p e rm a n e n t  m o r tg ag e  loan a t  a  r a t e  pegged to 
th e  e f f e c t iv e  in te r e s t  cost o f  the  bond issue.

7. T he  L en d e r  Loan will be s t ru c tu re d  as  a  g e n e ra l  ob liga tion  o f  the 
M a s te r  L e n d e r .  The M aster Lender should be  s e le c te d  on the basis  of 
i t  b e ing  a  n a t io n a lly  recogn ized  in s t i tu t io n  possessing an  AA ra t in g  or 
b e t t e r  c n  i t s  g e n e ra l  obligation d e b t  s e c u r i t ie s .  S t ru c tu r in g  the  loan 
a s  a  g e n e ra l  ob liga tion  insures th a t  the  M as te r  L ender 's  ra t ing  can be 
p a s se d  th ro u g h  to the  co rpo ra t ion 's  bonds.

8. L o c a l  le n d e rs  will a c t  as o rig ina ting  any se rv ic in g  a g en ts  and  will 
c o m m i t  to  m a k e  loan re p a y m e n ts  on the p e rm a n e n t  loan to the 
M a s te r  L en d e r  on a  timely basis. In turn , the M a s te r  Lender wil 
u n d e r ta k e  re p a y m e n t  of the  L ender Loan to the  p ro g ra m  tru s te e .

9. E xcess  c a s h  flow s in the p rog ram  a f t e r  bond d e b t  s e rv ic e  re q u ire ­
m e n ts  hav e  b e e n  sa tisf ied  will r e v e r t  to the c o rp o ra t io n .  .

In our v iew , th e r e  a r e  a  number of im p o r ta n t  b e n e f i ts  f ro m  the  s t r u c u t r e  of 

the  M aste r  Loan M u lt i - fa m ily  Housing Loan p ro g ram .

F ir s t ,  th e  use of the  M as te r  Lender p rov ides  to  the  c o rp o ra t io n 's  bonds the 

secu r i ty  r e q u is i te  to  e x p e d i te  the m arke ting  and d is tr ib u tio n  o f  the  bond issue to  

inves to rs .  M o reo v e r ,  s t r u c tu r in g  the co rp o ra t io n 's  loan to the M a s te r  Lender as 

a  g en e ra l  o b lig a tio n  o b v ia te s  the need for cu m b erso m e  and c o s t ly  c o l la te r a l iz a ­

tion.

Second, loca l lend ing  ins ti tu tions  re ta in  the im p o r ta n t  fu n c t io n  of c l ien t  

m a in te n a n c e  an d  d e v e lo p m e n t  with local d eve lopers  and ow n ers .  These local 

lending in s t i tu t io n s  a r e  b e s t  positioned to e v a lu a te  the su i ta b i l i ty  and m a rk e t ­

ab ility  o f  p roposed  d e v e lo p m en ts  and the c a p a b i l i t ie s  of d ev e lo p e rs .  It is 

a p p ro p r ia te ,  th e r e f o r e ,  th a t  these local in s t i tu t io n s  p rov ide  o r ig ina tion  and 

c o n s t ru c t io n  loan  f inanc ing  and shield bondholders  and the M as te r  Lender from  

the  in h e re n t  r isk s  of the  co n s tru c t io n  period.



- f  '  .

Third, the  d ev e lo p e r /o w n er ,  under this p rog ram , can  m a in ta in  a  working 

re la tionsh ip  w ith  local lending in s t i tu t io n s  and b e n e f i t  from  a  lo w -c o s t  b lend o f  

10% taxable  -  90% ta x -e x e m p t  f inancing  a t  r a te s  well be low  (400-600 basis 

points) c o n v en tio n a l  m o r tg a g e  r a te s .  Based on our a ssessm en t o f  p r e f e r r e d  local 

lending p ra c t ic e ,  we would suggest th a t  th e  lo an -to -v a lu e  ra t io  b e  e s ta b l ish e d  a t  

75%, thus e s tab l ish in g  a  s ig n if ican t  loca l equity  c a p i ta l  c o n t r ib u t io n  to  fu r th e r  

insure  the su ccess  of the  p rog ram . . .

F ourth , a  p o te n t ia l  long -te rm  b e n e f i t  to the c o rp o ra t io n  and, m ore  

genera lly ,  th e  S ta te ,  s te m s  from  the d e v e lo p m en t  o f  a  good w ork ing  re la t io n sh ip  

w ith  o u t -o f - s ta t e  c a p i ta l  sources.

While the  r a te s  and fe e s  fo r  the various  loan com ponen ts  a r e  su b je c t  to  

nego tia tion  and ta x -e x e m p t  m a rk e t  cond itions ,  te rm s  th a t  ap p ea r  f o r s e e a b le  a re :

L en d e r  Loan: R ate  w ith in  25 basis points  o f  th e  TIC on the
bonds

C o n s tru c t io n  Loan: M arke t r a te  + 2 points
o r ig ina tion  fee

P e r m a n e n t  Loan: 90% - R a t e  a t  1% above the L e n d e r  Loan + 2
po in ts  o rig ination  and 1 p o in t  S tand  By
C o m m itm e n t  Fee

10% -M a rk e t  R a te  + 2 points 
o rig ina tion  fee

Serv ic ing  F e e :  O ne-fou rth  o f  1% for loans
below  $1 m illion; one-six th  
of 1% for loans over $1 m illion

The loan o r ig in a tio n  fe e  is paid by the  deve loper  on the c lo s in g  d a te  o f  the

respec t ive  loan. The fees  a re  designed to c o m p en sa te  the a p p ro p r ia te  lender  for

closing and a d m in s t r a t iv e  c o s t ,  for the risk o f  undertak ing  the  loan , and the

c o m m itm e n t  to  subsequen tly  re f in an ce  e i th e r  as  a p e rm a n e n t  loan  or upon

m atu rity  o f  th e  ba lloon . The S tand By C o m m itm e n t  Fee is a  un ique  ch a rg e

assessed by th e  M a s te r  Lender xor the use of its  c re d i t  and the  r isk  assum ed  by

%
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th a t  in s t i tu t io n  to  m a k e  possible the  dev e lo p er 's  a c c e s s  to  low c o s t  tax  e x e m p t  

"balloon" m a tu r i ty  f in an c in g .

Bond M a tu r i t ie s  and L oan  Term s

As no ted  e a r l i e r ,  p re se n t  m a rk e t  cond itions  p re c lu d e  the  is su an ce  o f  long­

te rm  bonds a t  r a t e s  su ff ic ie n t ly  low to p rov ide  m o r tg a g e  loans a t  or below 

13 1/2%. A ssum ing t h a t  p re s e n t  m a rk e t  cond itions  c o n t in u e  fo r  th e  n e a r - to -m id -  

te rm , we re c o m m e n d  th a t  the  in i t ia l  issue o f  the  c o rp o ra t io n 's  M a s te r  Lender 

M ulti-fam ily  bonds b e  s t ru c tu re d  w ith  a  7 -1 2 -y e a r  f ina l  m a tu r i ty .

The M as te r  L e n d e r  Loan and the  su b se q u en t  m o r tg a g e  loan  should be 

s t ru c tu re d  on th e  bas is  of a  2 0 -2 5 -y ca r  a m o r t iz a t io n  sch ed u le  of e q u a l  annual 

deb t s e rv ice  p a y m e n ts ,  w ith  a  "balloon" or te rm  m a tu r i ty  in a  y e a r  c o n s is te n t  

w ith the bond m a tu r i t y .  It m ust b e  reco g n iz e d  th a t  this loan m a tu r i t y  s t r u c tu re  

has the  pos itive  f e a t u r e  o f  sm all  p r in c ip a l  a m o r t iz a t io n  in th e  c r i t i c a l  ea r ly  

s tag es  of the p ro je c t 's  life. C onverse ly ,  the  M as te r  L ender a s s u m e s  the  g r e a t e r  

risk of re f in an c in g  a lm o s t  the  e n t i r e  p r in c ip a l  am o u n t  of th e  m o r tg a g e  loan.

Based on r e c e n t  m a rk e t  cond itions , th is  s t r u c tu r e  would p e r m i t  a  bond 

in te re s t  c o s t  of a p p ro x im a te ly  11-11 1/2% , a  ta x -e x e m p t  d e v e lo p e r  loan r a t e  of 

app rox im ate ly  12 1/2%  and a bleiided (10% ta x ab le  -  90% ta x -e x e m p t )  p e rm a n e n t  

loan r a te  o f  a p p ro x im a te ly  13% (assum ing a  r a t e  o f  17% on th e  10% local lender  

p e rm a n en t loan).

Given c u r r e n t  m a rk e t  cond itions  w ith  very  wide d i f f e r e n t ia l s  b e tw e e n  short 

and long -te rm  y ie ld s ,  th is m a tu r i ty  s t r u c tu r e  re p re s e n ts  a  c o m p ro m is e  b e tw e e n  

the p roh ib itive ly  h igh  co s t  of lo n g - te rm  f inanc ing  and the  re f in a n c in g  risks 

inheren t in lo w -co s t ,  s h o r t - t e rm  financ ing . The use  of this ty p e  o f  m a tu r i ty  

s t ru c tu re  in r e c e n t  bond sales in d ic te s  th a t  this is an a c c e p ta b l e  t r a d e o f f  of
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c o s t - r i s k  f a c to r s  in th a t  is does  p rov ide  fo r  low -cost p e rm a n e n t  f inanc ing  fo r  a t  

le a s t  f iv e  to  ten  y e a r s  d e p e n d e n t  on the  final m a tu r i ty  s e le c te d .  The final 

m a tu r i t y  schedu le ,  should be  ta i lo re d  to m a rk e t  cond itions  a t  th e  t im e  o f  sale.

To com ply  w ith  fe d e ra l  r eg u la t io n s  under the  M5BTA and  to  in c re a se  the  

supply  o f  r e n ta l  housing  a t  th e  low est a d m in is tra t iv e  c o s t ,  a d h e re n c e  to the  

fo llow ing  p rog ram  p a r a m e te r s  h a v e  varying d eg rees  of im p o r ta n c e :

T ype o f  Housing: Newly c o n s t ru c te d  re n ta l  housing d e v e lo p m e n ts .  A ll develop­
m e n ts  re q u ire d  to b e  used as r e n ta l  housing for a  period  equa l  to  th a t  of the  
o u ts ta n d in g  bonds. Both of th e se  req u ire m en ts  a re  m a n d a te d  by th e  M5BTA and 
g o v ern  housing f in an c ed  w ith  th e  p ro ceed s  from ta x -e x e m p t  bonds.

Incom e R e s tr ic t io n s  on T e n a n ts : A t l e a s t  20% o f  the u n its  in e a c h  d ev e lo p m en t 
f in a n c e d  under  the  p ro g ram  m u s t  be occupied by low incom e t e n a n ts  as  th a t  
t e r m  is de f in ed  by 167(k)(3XB) o f  the  In te rna l R evenue C ode .  T he rem a in in g  80% 
o f  th e  u n i t s  m us t b e  occup ied  by te n a n ts  whose a d ju s ted  g ross  incom e p e r  
househo ld  w as less than th e  m axim um  incom e l im it  e s ta b l is h e d  by the  
c o rp o ra t io n .  P ro je c te d  ad ju s ted  gross incom e will be  used  to  d e te rm in e  
c o m p l ia n c e .  This in fo rm a tio n  is to oe  ob ta ined  during th e  te n a n t  app l ica t ion  
p ro cess  an d  sworn to  (n o ta r ized )  by the  app lican t .

R e c e r t i f i c a t i o n  o f  T e n a n t /In c o m e  Annual A udit: No r e c e r t i f i c a t i o n  of te n a n t
incom e is n ece ssa ry  following o r ig ina l occupancy . As long as  a  t e n a n t  occupies  a  
u n i t  in th e  d ev e lo p m e n t  (not n ece ssa r i ly  his or her  o rig ina l un it) ,  th e  te n a n t /u n i t  
c o n t in u e s  to  qualify  under  the d ev lo p m en t 's  incom e r e s t r i c t io n s .  H ow ever,  the  
c o rp o ra t io n  ac t in g  th rough  the t ru s te e  bank will co n d u c t  an  an n u a l  co m p lian ce  
a u d i t  o f  e a c h  d ev e lo p m e n t  f inanced  under the p rogram .

D is tr ib u t io n  of 20% In c o m e -R e s tr ic te d  U nits : The 20% incom e r e s t r i c t e d  units 
m u s t  be reasonab ly  in te rsp e rse d  on a  pro  r a t a  basis th roughou t the  d e v e lo p m e n t .

R e n t  R e s t r ic t io n s  on U nits : F o r  the  20% of the  un its  s e t  a s id e  fo r  the  low
incom e te n a n ts ,  r e n t s  can n o t e x ce ed  30% of the m ax im um  m o n th ly  incom e 
a llow ed  fo r  o ccu p a n ts  o f  such un its .

T e n a n t  A c c e p ta n c e : As long as  the sam e s tandards  applied  to  the  20%  re s t r ic te d  
incom e te n a n ts  a re  app lied  un ifo rm ly  throughout the  d e v e lo p m e n t ,  th e  d eve loper  
m ay r e j e c t  any t e n a n t  on the basis of bad c re d i t ,  poor job h is to ry ,  and o the r  
reaso n s  ev idenc ing  te n a n t  u n d es irea b il i ty .  For exam ple ,  the d e v e lo p m e n t  may be 
d es igned  and m a rk e te d  exclusively  to  the elderly or to ch i ld le ss  coup les .

S e le c tio n  o f  Incom e and  R ent R e s t r ic te d  U nits: Specific  u n i ts  m e e t in g  incom e 
and r e n t  r e s t r ic t io n s  r e q u ire m e n ts  may be redesigned  by the  d e v e lo p e r  from 
t i m e - t o - t im e  (w ith  n o t ic e  to the  co rp o ra t io n  and the bond t ru s te e ) ,  so long as a t
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le a s t  20%  of the  un its  w ith in  the d e v e lo p m e n t  a r e  so d e s ig n a te d  fo r  20 y e a rs  and  
f u r th e r  so long a s  the  d e s ig n a te d  un its  a r e  rea so n ab ly  in te r s p e r s e d  th ro u g h o u t  
the  d e v e lo p m e n t .

V iolation of In co m e  R e s t r ic t io n  R e q u i r e m e n ts : Loan docum encs  b e tw e e n  the
lender  and  d e v e lo p e r  will inc lude  a v a r ie ty  of m e ch an ism s  fo r  en fo rc in g  th e  
incom e r e s t r i c t io n  re q u ire m e n ts .  A v io la t io n  o f  such  r e q u i r e m e n ts  would 
c o n s t i tu t e  an  e v e n t  o f  d e f a u l t  under the  loan , su b je c t  to  r e a s o n a b le  and  s ta n d a rd  
n o t ic e  and c u re  prov is ions p r io r  to any fo re c lo s u re  a c t io n  on the m o r tg a g e .

R e g u la to ry  A g re e m e n ts  and D eed R e s t r i c t io n s : The d e v e lo p e r ,  th e  c o rp o ra t io n  
and the  bond t r u s t e e  will e n t e r  in to  a r e g u la to ry  a g r e e m e n t  and th e  d e v lo p e r  w ill 
b e  requ ired  to r e c o rd  c e r t a in  deed  r e s t r i c t io n s  req u ir in g  use of e a c h  d e v e lo m e n t  
fo r  20 y e a rs  fo llow ing co m p le t io n  o f  c o n s t ru c t io n  of such  d e v e lo p m e n t  as  r e n t a l  
p ro p e r ty  in w hich a t  le a s t  20% of th e  u n its  a r e  o c c u p ie d  by low er  in c o m e  
te n a n ts .  The r e g u la to ry  a g re e m e n t  m ay be u l t im a te ly  e n fo rc e d  by d e fa u l t  a n d  
a c c e le r a t io n  o f  the  m o r tg a g e  n o te .  T he  deed  r e s t r i c t io n s ,  w hich  run  w ith  the  
land, m ay be e n fo rc e d  by any  av a i lab le  ju d ic ia l  p ro c e e d in g s .

Eouitv  Jo in t  V en tu re s : Any qua l if ied  le n d e r  m ay, in its  n a m e  o r  th rough  a
subsid iary , e s ta b l is h  an  eq u i ty  jo in t  v e n tu r e  w ith  a  d e v e lo p e r ,  w i th  such jo in t  
v e n tu re  then borrow ing  f ro m  th e  le n d e r  u n d e r  the  p ro g ra m .  (It m u s t  be  n o te d  
th a t  n a t io n a l  banks  a r e  p ro h ib i ted  from  tak ing  an  e q u i ty  in te r e s t  in p ro je c ts  th e y  
f in an c e .)  In such  c a se s  the  len d e r  m ust m a k e  an a c tu a l  cash ,  p ro p e r ty  o r  in -k ind  
c o n t r ib u t io n  o f  e q u i ty .  This r e q u ire m e n t  w ill g ive  c o m f o r t  to th e  p ro g ra m  t h a t  
any  v e n tu re s  a r e ,  in f a c t ,  bona fide. F u r th e r ,  th e  le n d e r 's  p e r c e n ta g e  s h a r e  in 
ow nersh ip  r e tu r n  m ay n o t  exceed  the  lender 's  p ro  r a t a  s h a r e  of e q u i ty  
c o n tr ib u t io n .  In add i t ion  to insuring t h a t  v e n tu re s  fo rm e d  a re  l e g i t im a te ly  w h a t  
they  r e p re s e n t  to be , th is  r e q u i r e m e n t  p r o te c t s  the  f inanc ing  f ro m  p o ss ib le  
a c c u sa t io n  th a t  a  d is p ro p o r t io n a te  r e tu rn  is sim ply  a  d e v ic e  fo r  c i r c u m v e n t in g  
IRS-im posed a r b i t r a g e  r e s t r ic t io n s  ex is t in g  on ta x - e x e m p t  f in an c in g .  F ina lly ,  i t  
should be  the  po licy  of the  c o rp o ra t io n  t h a t  a  le n d e r 's  p e r c e n ta g e  sh a re  in 
ow nersh ip  o f  th e  eq u i ty  jo in t  v e n tu re  n o t  e x c e e d  30% . This p r o t e c t s  a g a in s t  
lender 's  p ro g ram  p a r t ic ip a t io n  being sim ply  s e l f - s e rv in g  to the  exc lu s ion  of 
in tended  p ro g ra m  b e n e f ic ia r ie s .

The key d e ta i l s  of th e  M as te r  L en d e r  Mult, fam ily  Housing L oan  P ro g ra m  

ou tl ined  above  h av e  been  te s te d  and a r e  a c c e p ta b le  in the bond  m a rk e t .  It 

should b e  no ted  how ever,  th a t  the bas ic  f inanc ing  s t r u c t u r e  c a n  an d  should be  

ad ap ted  to  be responsive  to the  needs or in te r e s t s  of the  c o rp o ra t io n .
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C o l l a te ra l iz e d  L oan  to  L ender P ro g ra m s

One o p t io n ,  t h a t  o b v ia te s  the  need  fo r  a  M aster  L ender ,  is the use o f  a 

o l i a te r a l iz e d  le n d e r  lo an  p ro g ram  w ith  a  s ta n d b y  l e t t e r  o f  c r e d i t  f r i .m  an A or 

;A  R a ted  n a t io n a l  lend ing  in s t i tu t io n .  D iscussions w ith  r e p r e s e n ta t iv e s  of the 

U askan  f in a n c ia l  c o m m u n i ty ,  ev id en ce  th a t  the  c a p a c i ty  of lo c a l  lenders  to 

edge a c c e p ta b l e  c o l l a t e r a l  m ay be  l im ite d .

We u n d e r s ta n d ,  h o w e v e r ,  th a t  the  S t a t e  owns a  s u b s ta n t ia l  p o r tfo l io  of

ren ta l  h ous irm ortgages  loans .  The c o rp o ra t io n ,  a long  w i th  a p p ro p r ia te  leve ls  of S ta t e  
housing fo r  j

uiremer.'ts a .r toovernm en t,  m ay  wish to  exp lo re  w h e th e r  th e se  loans could  be p la c e d  in t ru s t  
eeds from  ta^

iw ith  a  bond t r u s t e e  such  t h a t  the  ca sh  f low  fro m  this p o r tfo l io  cou ld  serve  as
e a s t  20% o f  j
occupied  bv ad d ed  s e c u r i ty  fo r  lo c a l  le n d e r  loans.

n te rn a l  Revel
enan ts  w hos 
imum incorrj
oss incom e • d i f f e re n c e s  a r e :  

o b ta ined  
app lican t .

mal A udit:

A v e rs io n  o f  this a p p ro ac h  is o u t l in e d  in C h a r t  2. B rie fly ,  the key

1) T h e  M a s te r  L e n d e r  Loan is r e p la c e d  by a  90% p a r t ic ip a t io n  in th e  
p e r m a n e n t  loan  by the  c o rp o ra t io n ,  a n d .

2) T h e  c o r p o r a t io n ’s bonds a re  b a c k s to p p e d  by a  p ledge of the  cash  flow  
f ro m  th e  p le d g e d  c o l la te ra l .

>ccupancy. 
y his or he r  
l e n t ’s incnrrJ 

bank will <j
er the  p rogr The key  to  th is a p p ro a c h  lies in how  a c c e p ta b le  is the c o l la te r a l  to the*

I
— r at i ng a g e n c ie s .  An o u t l in e  o f  the  c r i t e r i a  u sed  by th e se  ag en c ies  is included in

a r a ta  basis  I
I Exhib it A. While we do no t  have s u f f i c i e n t  in fo rm a tio n  to  express  any 

20% of the
30% of thl ju d g e m en ts  *egc\rding th e  pledging o f  th e s e  loans, w e can  in d ic a te  th a t  an

i add i t io n a l  tie r  o f  p r o t e c t io n  could be o b ta in e d  by supp lem en ting  th e  c o l la te ra l  
e standards '
oughout thl p ledge w ith  a  l e t t e r  o f  c r e d i t  from  a  n a t io n a l ly - re c o g n iz e d  lending in s t i tu t io n  
bad c re d i t

For ex a r  w it h a  a a  o r  A A A  ra t in g ,  or th rough  c o l l a t e r a l  in su rance  f ro m  a  mortgap'* 
elderly or

1 Units: S
be redesi 

tion and tl

in su rance  C o m p a n y .  This v a r ia n t ,  ou tl in ed  in C h a r t  3, p e rm i ts  the  ra t in g  on the 

n a t iona l  lend ing  in s i ru t io n  to  be passed th rough  to the c o rp o ra t io n 's  bonds.
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P38

ovide for low -c 

t on the final

In the  e v e n t  th a t  the t ru s te e  is req u ire d  to d raw  on the  th i rd  p a r ty  se c u r i ty  

o m e e t  bond d e b t  se rv ice  r e q u i re m e n ts ,  the co rp o ra t io n  will a g r e e  to  re im b u rse

2d to m a rk e t  c o ;uc^ draw ings. T he  c o rp o ra t io n 's  c o m m itm e n t  would b e  s e c u re d  by th e  c o l la te ra l

la tions under f^pool* 

ow est ad m in is t  

varying d e g re e

id re n ta l  housii 
il nousing fo r  
iqu irem en ts  a n  
iceeds  from ta:

E ither  ap p ro a c h  could be  d ev e lo p ed  into a  w orkab le  bonding  p ro g ram . The 

key s tep s  in th is  app roach  a re :

1) L e g is la t iv e  ap p ro p r ia t io n  o f  the loan p o r tfo l io  to  be  p la c e d  in t ru s t .

2) V alua tion  of the loan p o r t fo l io  a n d  its  cash  flow .

3) S ecu r in g  the req u is i te  e n h a n c e m e n t  to in su re  the h ig h e s t  possible 
bond ra t in g  w ith  the  re su l t in g  low est borrow ing co s t .

t l e a s t  20% o i  
3e occupied  b) 
s In te rna l Reve 

te n an ts  whos,
ixim um  inconi opt™00 th a t  th e  M as te r  Lender M u lti - fam ily  Housing Loan P ro g ra m  is the m o s t

B ecause  o f  the  likely t im e  d e lay s  in u n dertak ing  th e se  s te p s ,  i t  is our

§ross incom e 
be ob ta ined  

ie  app lican t .

nnual A udit:
1 occupancy , 
"ily his or herj 
>ment's incom! 
2e bank will <j 
id e r  the progri

d Units: The

prom ising  a l t e r n a t iv e  for an im m e d ia te  lending p rog ram .

>ro r a ta  basis

e 20% of thd 
i  30% of th

me s tandards  
hroughout thi 
>f bad c red i t  
ty. For ex a r  
ie elderly  or

ed U nits: S 
iy be redesi 
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EXHIBIT A

C o l l a te r a l ;

F o r  n o n - ra te d  o r  less  th a n  AA r a t e d  in s t :tu t io n s ,  a p p ro x im a te  c o l la te ra l  

r e q u ire m e n ts  a r e  as  fo llow s: T he le n d e r  Ic j» m u s t  be sec u re d  by (i) d i r e c t  U.S. 

G o v e rn m e n t  or U.S. G o v e rn m e n t  g u a r a n te e d  s e c u r i t ie s  in an  a m o u n t  whose 

m a rk e t  va lue  equa ls  125% of  th e  le n d e r  lo a n ,  (ii) l e t t e r  of c r e d i t  f ro m  an  e lig ib le  

bank in  an  am o u n t  equal to  100% o f  t h e  le n d e r  loan , (iii) FHA in su red ,  VA 

g u a ra n te e d  or c o n v e n t io n a l  single  f a m i ly  m o r tg a g e  loans w hose m a r k e t  va lue  

equals  150% of  th e  le n d e r  loan . S ing le  f a m i ly  m o r tg a g e  loans  used  a s  c o l la te ra l  

m u s t  (a) have  a  f ixed  in t e r e s t  r a t e  a n d  s u b s ta n t ia l ly  equal m o n th ly  in s ta l lm e n ts  

of p r inc ipa l and  in t e r e s t ,  (b) h a v e  an  o r ig ina l t e rm  of 25 to  30 y e a r s ,  (c) h av e  a  

re m a in in g  te rm  a t  l e a s t  equa l to  15 y e a r s ,  (d) qua l ify  as  lega l in v e s tm e n ts  fo r  

f e d e ra l ly  c h a r t e r e d  savings ai A lo a n  a s s o c i a t e  .is Gf le n d e r  is a  sav ings  and  loan  

a sso c ia t io n ) ,  (e) be ol: th e  ty p e  w h ich  have  b e e n  genera lly  e l ig ib le  fo r  p u rc h a se  by 

FNMA o r  FHLM C, (f) n o t  have  m o re  th a n  90 days in a r r e a r s  a t  any  t i m e  during 

th e  p rece d in g  12 m o n th s  and re m a in  in a  c u r r e n t  s ta tu s  w hile  on d e p o s i t  in  th e  

C o l la te  -al pool, (g) be se rv ic e d  . th e  le n d e r  or th r  len d er 's  q u a l if ied  a g e n t ,  (h) if  

a  condom in ium  m o r tg a g e  loan , h av e  a  p r inc ipa l amoitnl such th a t  t h e  a g g re g a te  

a m o u n t  of all such  p ledged  condom in ium  lo a n .  . .e  n o t  in ex ce ss  o f  10% o f  th e  

c o l la te r a l  r e q u ire m e n t ,  and  G) possess  g e n e ra l ly  a c c e p ta b le  in s u ra n c e  based  on 

lo a n - to -v a lu e  ra t io s  if a  c o n v e n t io n a l  loan  and  FHA flood in s u ra n c e  i f  in a  flood  

zone. G o v e rn m e n t  s e c u r i t ie s  u sed  as c o l l a t e r a l  m us t be (a) d i r e c t  o b l ig a t io n s  of 

th e  U n i te d  S ta te s  of A m e r ic a  o r  any a g en c y  o r  in s t ru m e n ta l i ty  th e r e o f ,  or 

o b lig a tio n s  fu lly  g u a ra n te e d  by th e  U n i te d  S ta te s  of A m e r ic a  or any  ag en c y  or



1 EXHIBIT A 
(con’t . )

in s t r u m e n ta l i t y  t h e r t o f  ( in c lu d in g ,  w i th o u t  l im i ta t io n ,  m o r tg a g e  lo a n  pool 

p a r t i c ip a t io n  c e r t i f i c a te s  is su ed  by  G NM A ), provided  t h a t  su ch  d i r e c t  ob liga tions  

or g u a r a n t e e s ,  as th e  c a s e  m a y  b e ,  a r e  e n t i t l e d  to th e  fu ll  f a i t h  and  c r e d i t  o f  th e  

U n i te d  S t a t e s  of A m e r ic a ;  o r  (b) m o r tg a g e  loan  pool p a r t i c ip a t io n  c e r t i f i c a t e s  

is su ed  by th e  F e d e ra l  H e m e  L o a n  M o r tg a g e  C o rp o ra t io n .

C o l l a t e r a l  V a lua tion  and M a in t e n a n c e :

C o l l a te r a l  m us t be v a lu e d  a t  m a rk e t  and m u s t  be r e v a lu a te d  no le ss  

f r e q u e n t ly  th a n  q u a r te r ly  a n d  b ro u g h t  b a c k  to  requ ired  le v e ls  w ith in  30 days (i .e .,  

by  p ledge  of add itiona l c o l l a t e r a l  to  m a k e  up a  d e f ic ien cy  o r  by r e l e a s e  of ex cess  

c o l l a t e r a l ) .  FHLMC and FN M A  a u c t io n  yie lds a re  to  be  used  fo r  va lu ing  t h e  

c o l l a t e r a l  pool using t h e  ' 'm o r tg a g e  yield" def ined  as y ie ld - to  s tand- *d 

p r e p a y m e n t  d a te .  The s t a n d a r d  p r e p a y m e n t  is norm ally  12 y e a rs  or h a lf  o f  t h e  

e -n a m in g  l i f e  of th e  m o r t g a g e ,  w h ic h e v e r  i :  sh o r te r .

C o l  S u b s t i tu t io n :

F r e e  and  r . l i m i t e d  s u b s t i t u t i o n  of p e rm i t te d  c o l la te ra l  in re q u i re d  a m o u n ts  

a t  e a c h  e s ta b l ish e d  v a lu a t io n  d a t e .  M ore  f r e q u e n t  su b s t i tu t io n is  p e r m i t t e d  in th e  

e v e n t  of e a r ly  payoffs  of lo an s  in t h e  c o l la te r a l  pool or to  co n fo rm  to  r e g u la to ry  

r e q u i r e m e n t s .
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Key Funds Flow for a  
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Chart 2 
Key Funds Flow for a 

M ulti-Fam ily Housing Loan Program  
C ollateralized  by State Portfolio of Loans
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§ 44.88.165 S t a t e  G o v e r n m e n t § 44.88.220

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

A r t i c l e  4 . G e n e r a l  P r o v i s i o n s .

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

S e c .  4 4 .8 8 .1 6 5 . D e l i n q u e n t  l o a n s .  I f  m o re  t h a n  tw o  p e r c e n t  o f  th e  
t o t a l  o u t s t a n d in g  b a la n c e  o f  lo a n s  p u r c h a s e d  f ro m  a  f in a n c ia l  i n s t i t u ­
t i o n  u n d e r  A S  4 4 .8 8 .0 1 0  —  4 4 .8 8 .2 2 0  b e c o m e s  d e l in q u e n t  fo r  90  d a y s  
o r  m o re ,  t h e  a u t h o r i ty  s h a l l  d is c o n t in u e  p u r c h a s in g  lo a n s  f ro m  t h a t  
f in a n c ia l  in s t i t u t i o n  u n t i l  th e  d e l in q u e n c y  is  re d u c e d  to  le s s  t h a n  tw o  
p e r c e n t .  (§ 4 2  ch  115  S L A  1 9 8 1 )

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

S e c .  4 4 .8 8 .2 1 2 . F e e s  c h a r g e d  b y  a u t h o r i t y ,  (a) A n  a p p l ic a t io n  fee 
m a y  n o t  b e  c h a r g e d  fo r a n  a p p l ic a t io n  fo r  a u t h o r i t y  p a r t i c ip a t io n  in  a 
lo a n  u n d e r  A S  4 4 .8 8 .1 5 8 .

(b ) T h e  c o m m itm e n t  fee  fo r a  lo a n  c o m m itm e n t  b y  th e  a u t h o r i t y  m a y  
n o t  e x c e e d  tw o  p e r c e n t  o f  t h e  p r in c ip a l  a m o u n t  o f  th e  lo a n . (A S 
4 4 .8 8 .0 8 5 ; § 34  c h  115 S L A  1 9 8 1 )

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).

S e c .  4 4 .8 8 .2 2 0 . D e f in i t io n s .  In  A S  4 4 .8 8 .0 1 0  —  4 4 .8 8 .2 2 0
(1 ) " a u t h o r i t y ” m e a n s  th e  A la s k a  I n d u s t r i a l  D e v e lo p m e n t  A u th o r i ty  

c r e a te d  b y  A S  4 4 .8 8 .0 1 0  —  4 4 .8 8 .2 2 0 ;
(2 ) " b u s in e s s  e n t e r p r i s e ” m e a n r  a  s in g le  p r o p r ie to r s h ip ,  c o rp o ra tio n , 

f i rm , p a r tn e r s h ip ,  o r  o th e r  a s s o c ia t io n  o f  perBO s o r g a n iz e d  in  a n y  
m a n n e r ,  fo r  a n y  b u s in e s s  p u rp o s e ,  o th e r  t h a n  on  u n o n p r o f i t  b a s is ;

(3 ) " f e d e r a l  a g e n c y "  m e a n s  t h e  U n i te d  S ta te s  a n d  u n y  o fficer, 
d e p a r tm e n t ,  a g e n c y  o r  i n s t r u m e n ta l i t y  o f  th e  U n ite d  S ta te s ;

(4 ) " g o v e rn in g  body  o f  a  p o l i t ic a l  s u b d iv is io n ” m e a n s ,  w h e n  u se d  
w i th  r e s p e c t  to  t h e  lo c a tio n  o f a  p ro je c t ,  t h e  c o u n c il o f  a  c i ty  i f  t h e  p ro jec t 
is  to  b e  lo c a te d  in  a  c ity  in  th e  u n o r g a n iz e d  b o ro u g h , o r  th e  a s s e m b ly  if  
t h e  p ro je c t  is  to  b e  lo c a te d  in  a n  o rg a n iz e d  b o ro u g h  o r  a u n if ie d  
m u n ic ip a l i ty ;

(5 ) " p ro je c t” m e a n s
(A ) a  p n t  o r  f a c il i ty  u se d  o r  in te n d e d  fo r  u s e  in  c o n n e c t io n  w ith  

m a k in g ,  p ro c e s s in g ,  p r e p a r in g ,  o r  p; e d u c in g  in  a n y  m a n n e r ,  goods, 
p r o d u c ts  o r  s u b s ta n c e s  o f  a n y  k in d  o r  n a t u r e  o r  in  c o n n e c t io n  w ith



§ 44.88.220 A l a sk a  S t a t u t e s  S u p p l e m e n t § 44.88.220

d e v e lo p in g  o r  u t i l i z in g  a  n a t u r a l  r e s o u rc e ,  o r  e x t r a c t in g ,  s m e l t in g ,  
t r a n s p o r t i n g ,  c o n v e r t in g ,  a s s e m b l in g  o r  p r o d u c in g  in  a n y  m a n n e r ,  
m in e r a l s ,  r a w  m a te r i a l s ,  c h e m ic a ls ,  c o m p o u n d s , a l lo y s , f ib e r s ,  
c o m m o d itie s  a n d  m a te r i a l s ,  p r o d u c ts  o r  s u b s ta n c e s  o f  a n y  k in d  o r  
n a t u r e ,  a n y  p l a n t  o r  f a c i l i ty  u s e d  o r  in te n d e d  fo r u s e  a s  a n  i n d u s t r i a l  
p a r k  o r  in  c o n n e c t io n  w i th  a i r  a n d  w a te r  t r a n s p o r ta t io n ,  o r  a n y  p l a n t  
o r  f a c i l i ty  fo r  t! i p r e v e n t io n ,  l im i ta t io n  o r  c o n tro l o f  a i r  o r  w a te r  
p o l lu t io n ,  fo r t h e  d is p o s a l o f  s e w a g e  o r  so lid  w a s te ,  fo r  t h e  lo c a l 
f u r n i s h in g  o f  g a s ,  o r  fo r  th e  f u r n i s h in g  of w a te r ;

(B) a  p l a n t  o r  f a c i l i ty  u s e d  o r  in te n d e d  fo r  u se  in  c o n n e c t io n  w i th  a  
b u s in e s s  e n te r p r i s e ;

(C) c o m m e rc ia l  a c t iv i ty  b y  a  s m a l l  e n te r p r i s e ;
(6) " p l a n t "  o r  " f a c i l i ty ” m e a n s  r e a l  p r o p e r ty ,  w h e th e r  a b o v e  o r  b e lo w  

m e a n  h ig h  w a te r ,  o r  a n  i n t e r e s t  in  i t ,  a n d  th e  b u i ld in g s ,  im p r o v e m e n ts  
a n d  s t r u c t u r e s  c o n s tru c te d  o r  to  b e  c o n s tru c te d  o n  o r  in  i t ,  a n d  m a y  
in c lu d e  f ix tu r e s ,  m a c h in e ry ,  a n d  e q u ip m e n t  on  i t  o r  in  i t ,  a n d  ta n g ib le  
p e r s o n a l  p r o p e r ty ,  r e g a r d le s s  o f  w h e th e r  t h e  t a n g ib le  p e r s o n a l  p ro p ­
e r ty  is  a t t a c h e d  to  o r  c o n n e c te d  w i th  r e a l  p r o p e r ty ,  i f  t h e  o w n e r  h a s  
a g r e e d  n o t  to  re m c  . e th e  t a n g ib le  p e r s o n a l  p r o p e r ty  p e r m a n e n t ly  f ro m  
th e  s t a t e  fo r  t h e  p e r io d  th e  a u t h o r i t y  s e ts ;  " p l a n t” o r  " f a c i l i ty ” d o e s  n o t  
in c lu d e  w o rk  in  p ro c e s s  o r  s to c k  in  t r a d e ;

(7) R e p e a le d  b y  § 7 0  ch  1 0 6  S L A  1980 ;
(8) " p ro je c t  c o s t” o r  " c o s t o f  a  p ro je c t"  m e a n s  a l l  o r 'a n y  p a r t  o f  th e  

a g g r e g a te  c o s ts  d e te r m in e d  b y  th e  a u t h o r i t y  to  b e  n e c e s s a r y  to  f in a n c e  
th e  c o n s t ru c t io n ,  e x p a n s io n , o r  a c q u is i t io n  o f  a  p ro je c t, in c lu d in g  
w i th o u t  l im i ta t io n  th e  c o s t o f  a c q u i r in g  r e a l  o r  ta n g ib le  p e r s o n a l  p r o p ­
e r ty ,  a n d ,  in  c o n n e c t io n  w i th  r e a l  p ro p e r ty ,  th e  co s t o f  c o n s t ru c t in g  
b u i ld in g s  a n d  im p r o v e m e n ts ,  t h e  c o s t o f  c o n s t ru c t in g  m e a n s  o f  a c c e ss  
to  a n d  f ro m  th e  p ro je c t, th e  c o s t o f  c o n s t ru c t in g  e x te n s io n s  o f  u t i l i t y  
s y s te m s  to  th e  s i t e  o f  th e  p ro je c t;  th e  c o s t o f  a  p ro je c t in c lu d e s ,  w i th o u t  
l im i ta t io n ,  th e  c o s t o f  f in a n c in g  th e  p ro je c t, i n t e r e s t  c h a r g e s  b e fo re , 
d u r in g  o r  a f t e r  c o n s tru c t io n ,  e x p a n s io n ,  o r  a c q u is i t io n  o f  th e  p ro je c t, 
c o s ts  r e l a t e d  to  t h e  d e t e r m in a t io n  o f  th e  f e a s ib i l i ty ,  p la n n in g ,  d e s ig n  o r 
e n g in e e r in g  o f  th e  p ro je c t a n d ,  to  th e  e x te n t  d e te r m in e d  n e c e s s a ry  by 
th e  a u t h o r i t y ,  a d m in i s t r a t i v e  e x p e n s e s ,  th e  c o s t o f  m a c h in e ry  o r  e q u ip ­
m e n t to  b e  u se d  in  th e  o p e r a t io n  o f  th e  p ro je c t  a n d  e x p e n s e s  o f  i n s t a l l a ­
t io n ,  r e p la c e m e n t  o r r e h a b i l i t a t i o n ,  a n d  a l l  o th e r  co s ts , c h a rg e s ,  fee s  
a n d  e x p e n s e s  w h ic h  m a y  b e  d e t e r m in e d  by th e  a u t h o r t y  to  be n e c e s ­
s a r y  to  f in a n c e  th e  c o n s t ru c t io n ,  e x p a n s io n , o r  a c q u is i t io n ;

(9) " p ro je c t a p p l ic a n t"  m e a n s  a  b u s in e s s  e n t e r p r i s e  o r  e n t e r p r i s e s  
p ro p o s in g  to

(A) u s e  o r  o cc u p y  a  p ro je c t; o r
(B) a g r e e  to  p e r m i t  o th e r s  to  u s e  o r  o ccupy  a p ro jec t;
(10) " r e a l  p r o p e r ty ” m e a n s  la n d  a n d  r ig h t s  a n d  in te r e s t s  in  la n d , 

in c lu d in g ,  w i th o u t  l im i ta t io n ,  in t e r e s t s  le s s  th a n  fu ll t i t l e  su c h  a s  e a s e ­
m e n ts .  u s e s , le a se e , a n d  lic e n s e s :

396
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(11) " le a s e ” in c lu d e s ,  w h e n  u s e d  a s  a  n o u n , a n  i n t e r e s t  in ,  o r  w h e n  
u s e d  a s  a  v e rb ,  t h e  t r a n s f e r  o f  a n  in te r e s t  in ,  p r o p e r ty  le s s  t h a n  fee  
s im p le  t i t l e ,  in c lu d in g ,  w i th o u t  l im i ta t io n ,  w h e n  u s e d  a s  a  n o u n , 
a g r e e m e n ts  to  u s e  o r  o cc u p y  p r o p e r ty ,

(12) " s m a l l  e n t e r p r i s e ” m e a n s  a  b u s in e s s  e n te r p r i s e  w h ic h  i s  a  
p ro je c t  a p p l ic a n t  w i th  g ro s s  in c o m e  o f  $ 1 0 ,0 0 0 ,0 0 0  o r  le s s  fo r  i t s  a n n u a l  
r e p o r t in g  p e r io d  e n d in g  im m e d ia te ly  b e fo re  th e  a p p l ic a t io n  to  th e  
a u t h o r i ty  fo r  a  lo a n ;

(13) R e p e a le d  b y  § 51  c h  1 1 5  S L A  1981.
(14) R e p e a le d  b y  § 51  ch  1 1 5  S L A  1981.
(15) R e p e a le d  b y  § 51 c h  115  S L A  1981.
(16) " c o m m e rc ia l  a c t iv i ty ” in c lu d e s  w o rk  in  p ro c e s . o r  a c t iv i ty

in v o lv in g  s to c k  in  t r a d e ,  a c c o u n ts  re c e iv a b le ,  o r  t h e  r e f in a n c in g  o f  
e x is t in g  in d e b te d n e s s ,  s u b je c t  to  t h e  p ro v is io n s  o f  A S  4 4 .8 8 .1 5 8 . (§ 1 ch  
6 4  S L A  1 9 6 7 ; a m  §§ 4 , 5 ch  6 4  S L A  1977; a m  § 70  ch  106  S L A  1980 ; 
a m  §§ 4 3  —  4 7 , 5 1  c h  115 S L A  1981)

Effect of amendm ents. — 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."





Official Business Pouch v

Labor & Commerce Committee j u n e ^ A l S a ' 99811

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 o f am endm ent — The 1978 
amendment so changed this ser'ion as to 
make a detailed comparison im­
practicable. Among other things, however,

it designated the former ; revisions of this 
section as subsection (a) and added 
subsection (b).

A rtic le  3. F inanc ia l Provisions.
Section
100. Bonds of the authority 
110. Trust indentures and trust agree­

ments.
11:0. Validity of pledge 
130. Nonliability on bonds

Section
140. Pledge of the state 
150. Tax exemption
160. Bonds legal investments for fi­

duciaries

S e c .  4 4 .8 3 .1 0 0 . B o n d s  o f  t h e  a u t h o r i t y ,  (a) T h e  a u t h o r i t y  m a y  
b o r ro w  m o n e y  a n d  m a y  is s u e  b o n d s , in c lu d in g  b u t  n o t  l im i te d  to  b o n d s  
on  w h ic h  th e  p r in c ip a l  a n d  i n t e r e s t  a r e  p a y a b le  (1) e x c lu s iv e ly  f ro m  th e  
in c o m e  a n d  r e c e ip ts  o r  o th e r  m o n e y  d e r iv e d  fro m  t h e  p ro je c t  f in a n c e d  
w i th  th e  p ro c e e d s  o f  t h e  b o n d s ; (2) e x c lu s iv e ly  f ro m  th e  in c o m e  a n d  
r e c e ip ts  o r  o th e r  m o n e y  d e r iv e d  f ro m  d e s ig n a te d  p ro je c ts  w h e th e r  o r  
n o t  t h e y  a r e  f in a n c e d  in  w h o le  o r  in  p a r t  w i th  th e  p ro c e e d s  o f  th e  b o n d s ;
(3) f ro m  i t s  in c o m e  a n d  r e c e ip ts  o r  o th e r  a s s e ts  g e n e r a l ly ,  o r  a  
d e s ig n a t e d  p a r t  o r  p a r t s  o f  th e m ;  o r  (4) f ro m  o n e  o r  m o re  
r e v e n u e - p ro d u c in g  c o n t r a c ts  in c lu d in g  a  c o n t r a c t  p r o v id in g  fo r  th e  
s e c u r i ty  o f  t h e  b o n d s  m a d e  b y  th e  a u t h o r i t y  w i th  a n y  p e rs o n . T h e  
a u t h o r i t y  m a y  i s s u e  b o n d s  to  p a y ,  f u n d  o r  e fu n d  t h e  p r in c ip a l  of, o r 
i n t e r e s t  o r  r e d e m p t io n  p r e m iu m s  o n , b o n d s  is s u e d  b y  i t ,  w h e th e r  o r  n o t 
t h e  b o n d s  o r  i n t e r e s t  to  b e  f u n d e d  o r  r e fu n d e d  h a v e  b e c o m e  d u e .

(b ) B o n u s  s h a l l  b e  a u th o r iz e d  b y  r e s o lu t io n  o f  t h e  a u th o r i ty ,  a n d  
s h a l l  b e  d a te d  a n d  s h a l l  m a tu r e  a s  t h e  re s o lu t io n  m a y  p ro v id e , e x c e p t 
t h a t  n o  b o n d  m a y  m a t u r e  m o re  t h a n  5 0  y e a r s  fro m  th e  d a t e  o f  i t s  is s u e . 
B o n d s  s h a l l  b e a r  i n t e r e s t  a t  t h e  r a t e s ,  b e  in  th e  d e n o m in a t io n s ,  b e  in  
t h e  fo rm , e i t h e r  c o u p o n  o r  r e g is t e r e d ,  c a r r y  th e  r e g i s t r a t i o n  p r iv ile g e s ,  
b e  e x e c u te d  in  t h e  m a n n e r ,  b e  p a y a b le  in  th e  m e d iu m  o f  p a y m e n t ,  a t  
t h e  p la c e s , a n d  b e  s u b je c t  to  t h e  te r m s  o f  r e d e m p t io n  w h ic h  th e  
r e s o lu t io n  o r  a  s u b s e q u e n t  r e s o lu t io n  m a y  p ro v id e .

(c) All b o n d s , i 'g a r d le s s  o f  fo rm  o r  c h a r a c te r ,  s h a l l  b e  n e g o t ia b le  
i n s t r u m e n t s  fo r  a l l  t h e  p u rp o s e s  o f  th e  U n ifo rm  C o m m e rc ia l  C ode.

(d) A ll b o n d s  m a y  b e  so ld  a t  r  u b lic  o r  p r iv a te  s a le  in  th e  m a n n e r ,  for 
t h e  p r ic e  o r  p r ic e s ,  a n d  a t  th e  t im e  o r  t im e s  w h ic h  th e  a u t h o r i ty  m a y  
d e te r m in e .  (§ 1 c h  2 7 8  S L A  1976)

S e c .  4 4 .8 3 .1 1 0 . T r u s t  i n d e n t u r e s  a n d  t r u s t  a g r e e m e n t s ,  (a) In  
t h e  d is c re t io n  o f  t h e  a u th o r i ty ,  a n  is s u e  o f  b o n d s  m a y  b e  s e c u re d  by  a 
t r u s t  in d e n tu r e  o r  t r u s t  a g r e e m e n t  b e tw e e n  th e  a u t h o r i ty  a n d  a  
c o r p o ra te  t r u s t e e  (w h ic h  m a y  be a  t r u s f c o m p a n y , b a n k ,  o r  n a t io n a l  
b a n k in g  a s s o c ia t io n ,  w ith  c o r p o r a te  t r u s t  p o w e rs , lo c a te d  in s id e  o r  
o u ts id e  th e  s t a t e )  o r  b y  a  s e c u re d  lo a n  a g r e e m e n t  o r  o th e r  in s t r u m e n t  
o r  u n d e r  a r e s o lu t io n  g iv in g  p o w e rs  to  a  c o rp o ra te  t r u s t e e  by  m e a n s  o f 
w h ic h  th e  a u t h o r i t y  m a v

2 5 6

f

I

(1) m a k e  
w ith  th e  t r i  
d e te r m in e  t  
c o v e n a n ts , ]

(A ) th e  a; 
p ro ce ed s  o f  1 
a u th o r i ty  oi

(B ) th e  f  
c o n s id e ra tic  
w i th  r e s p e c

(C) th e  a.1 
r e s p e c t  to  a  
s e c u r i ty  i n t  
to  a  t r u s te e

(D ) th e  ti 
a u th o r i ty  m

(E ) th e  v< 
e r ty  in  tn :  
l im i ta t io n ,  • 
r ig h t s  o f  th< 
c o n tra c t ,  cc 
ig r e e m e n t  • 
o r  b y  ta k in g  
a n d  co llec ti 
a c c o rd a n c e

(2) p ledg i 
o r  o th e r  r ig l 
b e  rec e iv e d

(3) provic 
in  a n y  w ay

(b) N o tw i 
a g r e e m e n t  i 
t im e s  m a in  
c o n tra c t  e n  
d is t r ib u t io n  
p a y  th e  cost 
o f  a n d  in te r  
s e v e ra lly  b t 
a s  c o n s id e r t 
a n d  to  prov  
p ro je c t, a n c  
a g re e m e n t.

(c) F o r ti­
th e  a u t h o r f  
re s e rv e  fun  
p ro ce ed s  o f
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(1) m a k e  a n d  e n t e r  in to  a n y  a n d  a l l  t h e  c o v e n a n ts  a n d  a g r e e m e n ts  
w ith  t h e  t r u s t e e  o r  th e  h o ld e r s  o f  t h e  b o n d s  w h ic h  th e  a u th o r i ty  m a y  
d e te r m in e  to  b e  n e c e s s a ry  o r  d e s i r a b le ,  in c lu d in g ,  w i th o u t  l im i ta t io n ,  
c o v e n a n ts , p ro v is io n s ,  l im i t a t i o n s  a n d  a g r e e m e n ts  a s  to

(A) t h e  a p p l ic a t io n ,  i n v e s tm e n t ,  d e p o s it ,  u s e  a n d  d is p o s it io n  o f  t h e  
p ro c e e d s  o f  b o n d s  o f  th e  a u t h o r i t y  o r  o f  m o n e y  o r  o th e r  p ro p e r ty  o f  th e  
a u th o r i ty  o r  i n  w h ic h  i t  h a s  a n  i n te r e s t ;

(B) th e  f ix in g  a n d  c o l le c tio n  o f  r e n t a l s ,  c h a rg e s ,  fees o r  o th e r  
c o n s id e ra t io n  fo r, a n d  th e  o th e r  te r m s  to  b e  in c o rp o ra te d  in , c o n t r a c t s  
w ith  r e s p e c t  to  a  p ro je c t o r  to  g e n e r a te d  p o w er;

(C) th e  a s s ig n m e n t  b y  t h e  a u t h o r i t y  o f  i t s  r i g h t s  in  c o n t r a c ts  w i th  
r e s p e c t  to  a  p ro je c t  o r  to  g e n e r a te d  p o w e r  o r  in  a  m o r tg a g e  o r  o th e r  
s e c u r i ty  i n t e r e s t  c r e a te d  w i th  r e s p e c t  to  a  p ro je c t o r  g e n e r a te d  p o w e r  
to  a  t r u s te e  fo r  th e  b e n e f i t  o f  b o n d h o ld e rs ;

(D) th e  t e r m s  a n d  c o n d i t io n s  u p o n  w h ic h  a d d i t io n a l  b o n d s  o f  th e  
a u th o r i ty  m a y  b e  is su e d ;

(E ) th e  v e s t in g  in  a  t r u s t e e  o f  r ig h t s ,  p o w e rs , d u t ie s ,  fu n d s  o r  p ro p ­
e r ty  in  t r u s t  fo r th e  b e n e f i t  o f  b o n d h o ld e rs ,  in c lu d in g , w i th o u t  
l im i ta t io n ,  t h e  r ig h t  to  e n fo rc e  p a y m e n t ,  p e r fo rm a n c e ,  a n d  a l l  o th e r  
r ig h ts  o f  th e  a u t h o r i t y  o r  o f  t h e  b o n d h o ld e rs ,  u n d e r  a  le a se , p o w e r  o f  
c o n tra c t ,  c o n t - a c t  o f  s a le ,  m o r tg a g e ,  s e c u r i ty  a g r e e m e n t ,  o r  t r u s t  
a g r e e m e n t  v . th  r e s p e c t  to  a  p ro je c t  b y  in ju n c t io n  o r  o th e r  p ro c e e d in g  
o r  by  t a k in g  p o s se s s io n  o f  b y  a g e n t  o r  o th e rw is e  a r  d  o p e r a t in g  a  p ro je c t 
a n d  c o l le c tin g  r e n t s  o r  o th e r  c o n s id e r a t io n  a n d  a p p ly in g  th e  s a m e  in  
a c c o rd a n c e  w i th  th e  t r u s t  a g r e e m e n t ;

(2) p le d g e , m o r tg a g e  o r  a s s ig n  m o n e y , le a s e s , a g r e e m e n ts ,  p r o p e r ty  
o r  o th e r  r i g h t s  o r  a s s e ts  o f  t h e  a u t h o r i t y  e i th e r  p r e s e n t ly  in  h a n d  o r  to  
be re c e iv e d  in  t h e  f u tu r e ,  o r  b o th ;  a n d

(3) p ro v id e  fo r  a n y  o th e r  m a t t e r s  o f  l ik e  o r  d if f e r e n t  c h a r a c t e r  w h ic h  
in  a n y  w ay  a f f e c t  th e  s e c u r i ty  o r  p r o te c t io n  o f  th e  b o n d s.

(b) N o tw i th s t a n d in g  a n y  o th e r  p r o v is io n s  o f  t h i s  c h a p te r ,  th e  t r u s t  
a g .  m e n t  s h a l l  c o n ta in  a  c o v e n a n t  b y  th e  a u th o r i ty  t h a t  it w ill  a t  a l l  
t im e s  m a in t a in  r a te s ,  fe e s  o r  c h a r g e s  s u f f ic ie n t  to  p a y , u n d  t h a t  a 
c o n t r a c t  e n te r e d  in to  by  th e  a u t h o r i t y  fo r th e  s a le ,  t r a n s m is s io n  o r  
d is t r ib u t io n  o f  p o w e r  s h a l l  c o n ta in  r a te s ,  fee s  o r  c h a r g e s  su f f ic ie n t  to  
p a y  th e  co s ts  o f  o p e r a t io n  a n d  m a in te n a n c e  o f  th e  p ro je c t,  th e  p r in c ip a l  
o f  a n d  in te r e s t  o n  bont'.s is s u e d  u n d e r  t h e  t r u s t  a g r e e m e n t  a s  th e  s a m e  
s e v e r a l ly  b e c o m e  d u e  in d  p a y a b le ,  to  p ro v id e  for d e b t  s e rv ic e  c o v e ra g e  
a s  c o n s id e re d  n e c e s s a  -y by  th e  a u t h o r i t y  fo r  th e  m a r k e t in g  o f i t s  b o n d s  
a n d  to  p ro v id e  fo r r e n e w a ls ,  r e p la c e m e n ts  a n d  im p ro v e m e n ts  o f  th e  
p ro jec t, a t  J to  m a in ta in  r e s e r v e s  r e q u ir e d  by  th e  te r m s  o f th e  t r u s t  
a g re e m e n t.

(c) F o r  th e  p u rp o s e  o f  s e c u r in g  a n y  o n e  o r  m o re  is s u e s  o f  i ts  b o n d s , 
th e  a u th o r i ty  m a y  e s ta b l is h  o n e  o r  m o re  sp e c ia l fu n d s , c a lle d  " c a p i ta ,  
r e s e rv e  fu n d s " , a n d  s h a ll  p a y  in to  th o s e  c a p i ta l  r e s e rv e  fu n d s  th e  
p ro c e e d s  o f  th e  s a le  o f  i t s  b o n d s  a n d  a n y  o th e r  m o n e y  w h ich  m a y  be
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m a d e  a v a i la b le  to  th e  a u t h o r i t y  fo r  th e  p u rp o s e s  o f  th o s e  f u n d s  fro m  
a n y  o th e r  so u rc e . T h e  fu n d s  s h a l l  b e  e s ta b l i s h e d  o n ly  i f  t h e  a u th o r i ty  
d e t e r m in e s  t h a t  t h e  e s t a b l i s h m e n t  w o u ld  e n h a n c e  t h e  m a r k e ta b i l i ty  o f 
t h e  b o n d s . A ll m o n e y  h e ld  in  a  c a p i ta l  r e s e r v e  fu n d , e x c e p t a s  p ro v id e d  
in  t h i s  s e c tio n , s h a l l  b e  u s e d  a s  r e q u i r e d ,  so le ly  fo r  (1) th e  p a y m e n t  o f  
th e  p r in c ip a l  of, a n d  in t e r e s t  o n , b o n d s  o r  o f  th e  s in k in g  fu n d  p a y m e n ts  
w i th  r e s p e c t  to  th o s e  b o n d s , (2) th e  p u r c h a s e  o r  r e d e m p tio n  o f  b o n d s , 
o r  (3) t h e  p a y m e n t  o f  a  r e d e m p t io n  p r e m iu m  r e q u i r e d  to  b e  p a id  w h e n  
th o s e  b o n d s  a r e  re d e e m e d  b e fo re  m a tu r i ty ;  h o w e v e r ,  m o n e y  in  a  fu n d  
m a y  n o t  b e  w i th d r a w n  f ro m  i t  a t  a n y  t im e  in  a n  a m o u n t  w h ic h  w o u ld  
r e d u c e  th e  a m o u n t  o f  t h a t  fu n d  to  le s s  t h a n  t h e  c a p i ta l  r e s e rv e  
r e q u i r e m e n t  s e t  o u t  in  (2) o f  t h i s  s u b s e c t io n ,  e x c e p t fo r th e  p u rp o s e  o f 
m a k in g ,  w i th  r e s p e c t  to  th o s e  b o n d s , p a y m e n t ,  w h e n  d u e , o f  p r in c ip a l ,  
in te r e s t ,  r e d e m p tio n  p r e m iu m s  a n d  th e  s in k in g  fu n d  p a y m e n ts  fo r  th e  
p a y m e n t  o f  w h ic h  o th e r  m o n e y  o f  th e  a u t h o r i t y  is  n o t  a v a i la b le .  In c o m e  
o r  i n t e r e s t  e a r n e d  b y , o r  in c r e m e n t  to , a  c a p i ta l  r e s e rv e  fu n d , d u e  to  th e  
in v e s tm e n t  o f  t h e  fu n d  o r  a n y  o th e r  a m o u n ts  in  i t ,  m a y  be t r a n s f e r r e d  
by  th e  a u t h o r i t y  to  o th e r  f u n d s  o r  a c c o u n ts  o f  th e  a u t h o r i ty  to  th e  
e x t e n t  t h a t  t h e  t r a n s f e r  d o e s  n o t  r e d u c e  th e  a m o u n t  o f  th e  c a p i ta l  
r e s e r v e  fu n d  b e lo w  th e  c a p i ta l  r e s e rv e  fu n d  r e q u ir e m e n t .

(d) I f  t h e  a u th o r i ty  d e c id e s  to  is s u e  b o n d s  s e c u re d  by s u c h  a  c a p i ta l  
r e s e rv e  fu n d , th e  b o n d s  m a y  n o t  b e  is s u e d  i f  th e  a m o u n t  in  th e  c a p i ta l  
r e s e rv e  fu n d  is  le s s  t h a n  s u c h  a n  a m o u n t  a s  m a y  b e  e s ta b l is h e d  by 
r e s o lu t io n  o f  th e  a u t h o r i t y  (c a lle d  th e  " c a p i ta l  r e s e rv e  fu n d  
r e q u ir e m e n t" ) ,  u n le s s  t h e  a u th o r i ty ,  a t  th e  t im e  o f  is s u a n c e  o f  th e  
o b lig a t io n s ,  d e p o s its  in  th e  c a p i ta l  r e s e rv e  fu n d  fro m  th e  p ro c e e d s  o f  th e  
o b l ig a t io n s  to  b e  is s u e d  o r  fro m  o th e r  so u rc e s , a n  a m o u n t  w h ic h , 
to g e th e r  w ith  th e  a m o u n t  th e n  in  th e  fu n d , w ill n o t  be le s s  t h a n  th e  
c a p i ta l  r e s e rv e  fu n d  r e q u i r e m e n t .

te) In  c o m p u tin g  th e  a m o u n t  o f  a  c a p i ta l  r e s e rv e  fu n d  for t h e  p u rp o se  
'*f t h i s  s e c tio n , s e c u r i t ie s  in  w h ic h  a l l  o r  a  p o r tio n  o f th e  f u n d s  a r e  
in v e s te d  s h a l l  b e  v a lu e d  b y  so m e  r e a s o n a b le  m e th o d  e s ta b l is h e d  by  th e  
a u t h o r i ty  by r e s o lu t io n .  V a lu a t io n  on  a  p a r t i c u l a r  d a te  s h a l l  in c lu d e  
th e  a m o u n t  o f  a n y  in t e r e s t  e a r n e d  o r  a c c ru e d  to  t h a t  d a te .

(f) T h e  c h a i r m a n  o f  th e  a u t h o r i t y  s h a l l  a n n u a l ly ,  no  l a t e r  th a n  J a n ­
u a r y  2, m a k e  a n d  d e l iv e r  to  t h e  g o v e r n o r  a n d  th e  le g is la tu r e  h is  c e r t i f ­
ic a te  s t a t i n g  th e  su m , i f  a n y ,  r e q u ir e d  to  r e s to r e  a n y  c a p itu l  r e s e rv e  
ftm d  to  th e  c a p i ta l  r e s e r v e  fu n d  r e q u i r e m e n t .  T h e  le g is la tu r e  m a y  
a p p r o p r ia te  s u c h  a  s u m , n n d  a l l  s u m s  a p p r o p r ia te d  d u r i r g  th e  th e n  
c u r r e n t  f isca l y e a r  by  th e  le g i s l a tu r e  fo r su c h  r e s to r a t io n  s h a l l  be 
d e p o s ite d  by  th e  a u t h o r i ty  in  t h e  p ro p e r  c a p i ta l  r e s e rv e  fu n d . N o th in g  
in  th i s  s e c tio n  c r e a te s  a d e b t o r  l ia b i l i ty  o f  th e  s t a t e  

tg  > W h e n  th e  a u th o r i ty  h a s  c r e a te d  a n d  e s ta b l is h e d  a c a p i ta l  r e s e rv e  
fu n d , th e  c o m m is s io n e r  o f  r e v e n u e  m a y  le n d  s u r p lu s  m o n e y  in  th e  
g e n e r a l  fu n d  to  th e  a u t h o r i t y  lo r  d e p o s it  in  a c a p i ta l  r e s e rv e  fu n d  in  a n  
a m o u n t  e q u a l  to  th e  c a p i ta l  r e s e rv e  fu n d  r e q u ir e m e n t .  T h e  lo a n s  sh a ll
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b e  m a d e  on  su c h  t e r m s  a n d  c o n d i t io n s  a s  m a y  b e  a g r e e d  u p o n  by  th e  
c o m m is s io n e r  o f  r e v e n u e  a n d  th e  a u t h o r i ty ,  in c lu d in g  w i th o u t  
l im i ta t io n  te r m s  a n d  c o n d i t io n s  p r o v id in g  t h a t  th e  io a n s  n e e d  n o t  b e  
r e p a id  u n t i l  th e  o b l ig a t io n s  o f  th e  a u t h o r i t y  s e c u re d  a n d  to  b e  se c u re d  
b y  t h e  c a p i ta l  r e s e rv e  f u n d  a r e  no  lo n g e r  o u ts t a n d in g .  (§ 1 c h  2 7 8  S L A  
1 9 7 6 ; a m  §§ 13, 14 c h  156  S L A  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

S e c .  4 4 .8 3 .1 2 0 . V a l i d i t y  o f  p l e d g e .  I t  is  th e  in te n t io n  o f  th e  
le g is la tu r e  t h a t  a  p le d g e  m a d e  in  r e s p e c t  o f  b o n d s  s h a l l  b e  v a l id  a n d  
b in d in g  fro m  th e  t im e  th e  p le d g e  is  m a d e ; t h a t  th e  m o n e y  o r  p ro p e r ty  
so p le d g e d  a n d  th e r e a f t e r  re c e iv e d  b y  th e  a u t h o r i t y  s h a l l  im m e d ia te ly  
b e  s u b je c t  to  th e  lie n  o f  th e  p le d g e  w i th o u t  p h y s ic a l  d e l iv e ry  o r  f u r th e r  
a c t;  a n d  t h a t  t h e  lie n  o f  t h e  p le d g e  s h a l l  b e  v a l id  a n d  b in d in g  a s  a g a in s t  
a l l  p a r t i e s  h a v in g  c la im s  o f  a n y  k in d  in  to r t ,  c o n t r a c t  o r  o th e rw is e  
a g a i n s t  th e  a u th o r i ty  i r r e s p e c t iv e  o f  w h e th e r  th e  p a r t i e s  h a v e  n o tic e . 
N e i t h e r  th e  r e s o lu t io n ,  t r u s t  a g r e e m e n t  n o r  a n y  o th e r  in s t r u m e n t  by  
w h ic h  a  p le d g e  is  c r e a te d  n e e d  b e  re c o rd e d  o r  f ile d  u n d e r  th e  p ro v is io n s  
o f  t h e  U n ifo rm  C o m m e rc ia l  C ode to  b e  v a l id ,  b in d in g  o r  e ffec tiv e  
a g a in s t  th e  p a r t ie s .  (§ 1 ch  2 7 8  S L A  1976)

S e c .  4 4 .8 3 .1 3 0 . Nonliability on bonds, (a) N e i th e r  th e  m e m b e rs  o f 
th e  a u t h o r i ty  n o r  a p e r s o n  e x e c u t in g  th e  b o n d s  is  l ia b le  p e r s o n a l ly  on 
th e  b dnd t. o r is  s u b je c t  to  o e rso n a l l i a b i l i ty  o r  a c c o u n ta b i l i ty  by  re a so n  
o f  th e  is s u a n c e  o f  th e  b o n d s .

(b) T h e  b o n d s  is s u e d  by  th e  a u t h o r i t y  do  n o t c o n s t i tu te  a n  
in d e b te d n e s s  o r  o th e r  l ia b i l i ty  o f  t h e  s t a t e  o r  o f a  p o li t ic a l  s u b d iv is io n  
o f  th e  s ta te ,  ex c ep t th e  a u th o r i ty ,  b u t  s h a l l  b e  p a y a b le  so le ly  from  th e  
in c o m e  a n d  re c e ip ts  o r  o th e r  fu n d s  o r  p r o p e r ty  o f  th e  a u th o r i ty .  T h e  
a u t h o r i t y  m a y  n o t p le d g e  th e  f a i th  o r  c r e d i t  o f  t h e  s t a t e  o r  o f  a  p o lit ic a l 
s u b d iv is io n  o f  th e  s t a te ,  e x c e p t  th e  a u t h o r i t y ,  to  th e  p a y m e n t  o f  a bond  
a n d  th e  is s u a n c e  o f  a  bo n d  by  th e  a u t h o r i t y  d o es  n o t d ir e c t ly  oi 
in d i r e c t ly  o r  c o n t in g e n t ly  o b l ig a te  t h e  s t a t e  o r  a  p o li t ic a l  subd iv ision  
o f  th e  s t a t e  to  a p p ly  m o n e y  fro m , o r  le v y  o r  p le d g e  a n y  fo rm  o f  ta x a t io n  
w h a te v e r  to  th e  p a y m e n t  o f  th e  b o n d . (S 1 ch  2 7 8  S L A  1976 i

S e c .  4 4 .8 3 .1 4 0 . P l e d g e  o f  t h e  s t a t e .  T h e  s t a t e  p le d g e s  to  a n d  
a g r e e s  w ith  th e  h o ld e rs  o f  b o n d s  is s u e d  u n d e r  t h i s  c h a p te r  a n d  w ith  th e  
fe d e ra l  a g e n c y  w h ich  lo a n s  o r  c o n t r ib u te s  fu n d s  in  re s p e c t  to  a p ro jec t, 
th a t  t h e  s t a t e  w ill no t l im it  o r  a l t e r  th e  r i g h t s  a n d  p o w e rs  v e s te d  in  th e  
a u t h o r i t y  by t h is  c h a p te r  to  fu lf i ll th e  t e r m s  o f  a c o n tra c t  m a d e  by th i
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LEGISLATIVE POSITION PAPER 
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.
C u r r e n t  A la s k a  law r e g u l a t i n g  t i t l e  i n s u r a n c e  (AS 21.66) 
d e r i v e s  from a model  law d r a f t e d  by t h e  A m erican  Land T i t l e  
A s s o c i a t i o n  which  i n c l u d e s  a p r o v i s i o n  f o r  t i t l e  i n s u r a n c e  
r a t i n g  o r g a n i z a t i o n s .  T h is  p r o v i s i o n  was n o t  i n c l u d e d  when 
th e  c u r r e n t  A la sk a  t i t l e  i n s u r a n c e  law was a d o p te d  i n  1974. 
T h is  was due p r i m a r i l y  t o  t h e  o b j e c t i o n s  o f  t h i s  d i v i s i o n .
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
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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 first 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 PROPOSED LAW COMMENTS

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 o f 'lie "ding does not meet the requirements of 
this chapter, he shall .>sno an order specifying how it is defi­
cient, and when, v ith in  a reasonable period thereafter, the 
filing or a part o f 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.

S e c .  2 1 . 6 6 . 4 0 0 .  D IS A P P IO V M . O I F 1 L 1 K C S . ( a )  I f  w i t h i n

t h o  w a i t i n g  p e r i o d  p r o v i d e d  f o r  i n  s e c .  3 7 0 ( c )  o f  t h i n  c h a p t e r ,  

\ h o  d l r c c t d r  f i n d a  t h a t  a  f i l i n g  d o c s  n o t  m o o t t h o  r e q u i r e m e n t s  

o f  t i l l 9 c h a p t e r ,  h o  s h a l l  a n n d  t o  t h a  t i t l o  in s u r a n c e  d o m p jn y  

o r  t i t l o  i n s u r a n c e  r a t i n g  o r g a n i z a t i o n  w h ic h  mndu th u  f i l i n g ,  

w r i t t u n  n o t i c e *  o f  d i s a p p r o v a l  o f  t h o  f i l i n g  s p e c i f y i n g  i n  w h a t  

r o n p o c t s  h u  f i n d *  t h o  f i l i n g  f a i l s  t o  m o o t th o  r c q u i r o t w n t s  o f  

t h i s  c h a p t o r  a n d  s t a t i n g  t h a t  t h o  f i l i n g  s h a l l  n o t  b ocum u  e f ­

f e c t i v e .  *

( b )  I f  a t  a n y  t im e  s u b s e q u e n t  t o  t h o  a p p l i c a b l e  r o v io w  

p u r i o d  p r o v i d e d  f o r  i n  o o c ,  3 7 0 ( c )  o f  t h i s  c h a p t o r ,  th o  d i r o c -  

t o r  f i n d s  t h a t  a f i l i n g  d o e s  n o t  n o o t  t h u  r o g u i r c m o o t u  o f  t h l a  

c h a p t o r ,  h o  r . h a l l ,  I m f m o  i s s u i n g  an  o r d e r  o f  d l d a p p r a v a l ,  

h o l d  a h u n t i n g  u p o n  n o t  l o s s  t h a n  10 d a y s  w r i t t e n  n o t l c u ,  

n p u o l f y i n g  i n  i  n .n .o n n b lo  d o - a l l  t h o  m a t . t o r s  t o  b o  c u n s ld o r o d  

a t  t h o  h u a r l n g . . N o t l c a  o f  h a a r l n g  s h a l l  h o  g l v m i  t o  u n c i ,  t i t l o  

ln a u r a i i t - o  c o m p a n y  o r  t i t l e  i n a u a n c o  r a t i n g  o r g a n i z a t i o n  w h ic h  

m ado th e  f i l i n g ,  a n d  I f ,  a f t u r  t h u  h u a r l n g ,  t h o  d i r o c t o r  f i n d a  

t h a t  t h o  f i l i n g  o r  a  p a r t  o r  t h u  f i l i n g  d o e s  n o t  m e e t th o  r o -  

< |u ! r a m o n ts  o f  t h i s  c h a p t o r ,  h u  a l i a l ^  i t i s i i o  . in  o r d u r  s p e c i f y  in g  

h ow  I t  l a  d o r i o l c n t ,  a n d  w h e n ,  w i t h i n  a  re a s o n a b le )  p e r i o d  

t h e r e a f t e r ,  t h e  f i l i n g  o r  a  p a r t  o f  I t  l a  c o n s id e r e d  n o  l o n g e r  

o f  a c t i v e .  A t i t l e  i n n u ia n c a  c o m p a n y  o f  t i t l e  i n s u r a n c e  r a t i n g  

o  g a n i t A l l a n  h a s  th e  r i g h t  t o  w i t h d i . i w  a f i l i n g  t .c  a p a r t  o f  a  

f i l i n g .  C op I on  o f  t h a  o r d e r  I  a rm e d  u n d e r  t h i n  s e c t i o n  s h a l l  

b o  s o n t  t o  u v e i y  t i t l e  i n o u .  r n c o  c o m p a n y  a n d  t i t l e  I n s u r a r i c -  

r a t i n g  o r g a n i s a t i o n  a f f e c t e d .  Tt»u o r d e r  d o e s  n o t  a f f o c t  a 

c o n t r a c t  o r  p o l i c y  m ade r r  i s s u e d  b e f o r e  t h e  e x p i r a t i o n  o r  th o  

p e r i o d  s e t  o u t  i n  th o  o r d e r .

The p r o p o s e d  law s p l i t s  t h e  c u r r e n t  
s u b s e c t i o n  ( a ) .  The new s u b s e c t i o n
(a) a l l o w s  d i s a p p r o v a l  o f  a t i t l e  
f i l i n g , w h e n  done w i t h i n  t h e  w a i t i n g  
p e r i o d ,  w i t h o u t  a h e a r i n g .  The new 
s u b s e c t i o n  (d) p r o v i d e s  f o r  a h e a r ­
i n g  i n  such  c a s e s  when r e q u e s t e d .  
T hi s  p r o c e d u r e  i s  ‘.he same as i s  
now b e i n g  us ed  f o r  p r o p e r t y ,  c a s u a ­
l t y ,  s u r e t y  and mar ine  i n s u r a n c e  
r e g u l a t e d  un de r  AS 2 1 .3 9 .

Tho now s u b s e c t i o n  (b) i s  the  same 
p r o c e d u r e  a p p l i e d  t o  f i l i n g s  t o  
be d i s a p p r o v e d  a f t e  the  f i l i n g  
h as  become e f f e c t i v e .  The o nl y  
d i f f e r e n c e  b a s i c a t  /  i s  tho  added 
la n g u a g e  f o r  t i t l e  i n s u r a n c e  
r a t i n g  o r g a n i z a t i o n s .
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(b) A person or orgnniznuon nggricvcd 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. I f  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 ju stify  holding such a hearing, he 
shall within .'10 days after receipt o f  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 o f it does not meet the requirements of this chapter, 
he shall issue an order specifying how the filing or a part o ' 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 o f f ie  
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.

• ( c )  A  p e r s o n  o r  o r g a n i z a t i o n  a g g r ie v e d  w i t h  r e s p o c t  t o  a 

f i l i n g  w h ic h  I n  i n  e f f o c t  n a y  m ake a w r i t t e n  a p p l i c a t i o n  t o  

L h o  d i r e c t o r  f o r  a  h e a r i n g  o n  t h o  f i l i n g .  T h o  t i t l e  i n s u r a n t  

c o m p a n y  o r  t l t l o  in s u r a n c e s  r a t i n g  o r g a n i z a t i o n  t h a t  n a d o  th o  

f i l i n g  n a y  n o t  p r o t c u d  u n d e r  t h i s  s u b s o c t l o n .  T h o  a p p l i c a t i o n  

n h a l l  s p o c l f y  i n  r e a s o n a b le  d o t a l l  t h o  g r o u n d s  t o  b o  r c l i o d  

u p o n  b y  t h o  a p p l i c a n t .  I f  t h e  d i r e c t o r  f i n d s  t h a t  t h o  a p p l i c a ­

t i o n  i n  n a d o  i n  g o o d  f a i t h ,  a n d  t h a t  th o  a p p l i c a n t  w o u ld  b o  

a g g r i e v e d  i f  h l n  g r o u n d s  a r o  e s t a b l i s h e d ,  a n d  t h a t  h i s  g r o u n d s  

o t h o r w i s o  j u s t i f y  h o l d i n g  a h e a r i n g ,  h o  o h a l l .  w i t h i n  6 0  d a y u  

a f t e r  r o c o i p t  o f  t h o  a p p l i c a t i o n ,  h o l d  a  h o a r l n g  u p o n  n o t  l o s s  

t i t a n  10 d a y s  w r i t t a n  n o t i c e  t o  t h e  a p p l i c a n t  a n d  t o  e a c h  t i t l e  

i n s u r a n c e  c o m p a n y  o r  t i t l a  i n s u r e n c o  r a t i n g  o r g a n i z  i o n  w h ic h  

m ade s u c h  a f i l i n g .  I f .  a f t e r  t h u  h o a  i n g .  t h e  d i r e c t o r  f i n d s  

t h a t  t h o  f i l i n g  o r  a p a r t  o f  i t  d o o s  n o *  m oot, t h o  r o g u l r e m n n t a  

o f  t i l l s  c h a p t e r ,  h o  n h a l l  l s u u o  a n  < r d o r  s p e c i f y i n g  h ow  th o  

f i l i n g  o r  a p a r t  o f  i t  f a i l s  t o  c o r t  th e  r e q u i r e m e n t s  o f  t h i s

t
c h a p t e r ,  a r m i n g  w h e n ,  w i t h i n  a r r a n o n a b lu  p e r i o d  a f t e r  t h e  

o r d e r  l o  i s s u e d ,  t h e  f i l i n g  o r  a a n r t  of i t  i s  c o n s id e r e d  n o  

l o n g e r  a f f e c t i v e .  C o p ie s  o f  t h o  o  d o r  s h a l l  b e  s e n t  t o  th o  

a p p l i c a n t  a n d  t o  e v e r y  a f f e c t e d  t l t l o  I n s u r a n c e  co m p a n y  o r  

t i t l e  i i i u u r a n c a  r a t i n g  o r g a n i z a t i o n .  T he  o r d e r  d o e s  n o t  a f f e c t  

a c o n t r a c t  o r  p o l i c y  m ade o r  i a a u u d  b e f o r e  t h o  e i p l r a t t o n  o f  

t h e  p e r i o d  s o t  o u t  i n  t h e  o r d e r .

C u r r e n t  s u b s e c t i o n  (b) i s  th e  
same as  p r o p o s e d  s u b s e c t i o n  (c) 
e x c e p t  t h a t  t i t l e  i n s u r a n c e  
r a t i n g  o r g a n i z a t i o n s  have been 
r e f l e c t e d  and the  p e r i o d  f o r  
g r a n t i n g  a h e a r i n g  un d e r  t h e  
s u b s e c t i o n  lias been e x t e n d e d  
from 30 days  t o  60 d ays .  The 
r e a l  e f f e c t  i s  to  r e q u i r e  
n o t i c e  o f  h e a r i n g  w i t h i n  50 days 
r a  h e r  than 20 days .



C U R R E N T  LAW P R O P O S E D  LAW COMM ENTS

( d )  A  t i t l e  i n s u r a n c e  c o r p a n y  o r  t i t l e  i n s u r a n c e  r a t i n g  

o r g a n i z a t i o n  t o  w h ic h  t h o  d l r o c t o r  h a 3  i s s u e d  an  o r d e r  m ade 

w i t h o u t  a h e a r i n g  n a y ,  w i t h i n  30  d a y s  a f t o r  n o t i c o  t o  i t  o f  

t h o  o r d e r ,  m a k e  a w r i t t e n  r e q u e s t  t o  t h o  d i r e c t o r  f o r  a  h e a r i n g  

T h o  d l r o c t o r  s h a l l  h o a r  t h o  p a r t y  o r  p a r t i e s  w i t h i n  6 0  d a y s  

a f t o r  r e c e i p t  o f  t h c t  r e q u e s t  a n d  o h a l l  g i v e  n o t  l o s s  t h a n  10 

d a y s  w r i t t e n  n o t i c o  o f  t h o  t ln v o  a n d  p l a c e  o f  t h o  h e a r i n g .  W i t h ­

i n  I S  d a y o ^ a f t o r  t h e  h o a r i n g  t h o  d l r o c t o r  s h a l l  a f f i r m ,  r e ­

v e r s e  o r  m o d i f y  h i s  p r e v i o u s  a c t i o n ,  s p e c i f y i n g  h i s  r e a s o n s . '  

P o n d in g  t h o  h e a r i r g  a n d  d e c i s i o n  t h o  d i r e c t o r  m ay s u s p e n d  o r  

p o s tp o n e  t h o  o f f o c t i v o  d a t a  o f  h i s  p r e v i o u s  a c t i o n .

NONE ( 0 ) ^  h o a r l n g  u n d e r  t h i s  s u c t i o n  i s  n o t  r e q u i r e d  t o  o b -

o n r v o  f o r m a l  r u l o u  o f  p l o a d i n q  o r  u v l d o n c o .

This subsection has been noted 
in the discussion relating to 
the splitting of current sub­
section (a) .

T h is  i s  a new s u b s e c t i o n  and i s  
s e l f e x p l a n a t o r y .

(c) No filing nr modification of n filing may lie disapproved lfl 1,0 ‘Un» °r mutlficnti o n  o f  a f i l i n g  m ay b o  d ia a p -

i f  the niton in connection with tho filing moot the require- p r o v . . . i  i r  the ret > i n  c o n n e c t i o n  with tho r u m . ,  meet the
II1C VItH of this cllliptm . r o q u l r u m o n t a  o f  t h i s  c h a p t e r .

C u r r e n t  s u b s e c t i o n  i s  i d e n t i c a l  
t o  p r o p o s e d  s u b s e c t i o n  ( f ) .
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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 words "or rating

organization" following title insurance company throughout the section.

Section 3) Amends AS 21.66.380(a) relating to justification of rates by inserting
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:

(1) a copy of its constitution, its articles of agreement, or its certif­
icate of incorporation and a copy of its bylaws and rules governing the
the conduct of its business;

(2) A list of its members and subscribers;

(3) the name and address of a resident of the state upon whom notices or

orders of the director or process affecting the rating organization

may be served; and
(4) 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.r'irance.

(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 -co meet the requirements of this subsection. Each title insurance rating organ­

ization shall notify the director of a change in:
(1) its constitution, articles of agreement, or its certificate 

of incorporation, and its bylaws and rules governing the conduct of its business.
(2) its list of members and subscribers

(3) the name and address of a resident of the state designated by it

and to whan notices or orders of the director 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.
(f) 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


