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The actual process of company development can proceed in a positive or negative way depending on dif-
ferent factors. A little-appreciated fact in starting or sustaining companies is that the structure of finan-
cial assistance employed needs to be appropriate to the situation of the company.

Five of the strategic components were:

Rural Development

Venture Capital

Start-up Financing and Expansion
Development or Investment Banking
Microbusiness
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A significant portion of the ARRC's time and money were invested in companies falling into these five
components. However, in pursuit of its more general development finance role, the ARRC also went on
to define further components which were not acutal businesses:

6. Key Industrial Initiatives
7. Research and Development
8. Education and Information

Finally, a ninth category of investment emerged in a de facto way: the restructuring of company capital
was not one of the original strategic components. It became a major economic and political issue for the
ARRC when the organization acted as investment conduit for the legislature’s $15 million Commercial
Fish Purchasers Assistance Fund of 1980 and its companion, the Forest Products Producers Assistance
Fund.



Rural Development

Ilie ARRC sought to support
those enterprises which promised
compatibility with the markets,
cultures, resources and lalbor
supply found in rural Alaska.

Performance 1979-81

It is tf. ,asic thesis of this essay that, the ARRC made a great deal happen in real, practical, measurable
terms — not theory but working companies; not concepts but jobs; rot ideas but payroll dollars in
Alaskan pockets and tax dollars returning to the state. By analyzing the performance of the ARRC in
each of its strategic components it is possible to crea.e a composite picture of that success.

While it is commonplace to see renewable resources being obtained in rural areas, it is far less usual to
find functioning small enterprises established there. There are many reasons why running rural
businesses is so hard and it goes alrousr without saying that the value of any business in rural Alaska
must be judged by rural needs.

Kokechik is a rural business — a fishing enterprise funded by the ARP.C. It is made up of Native people
from three local villages on Cape Romanzof in western Alaska.

Their plan as initially presented was to fish for herring, a local and underexploited resource, and prepare
the roe for shipment to Japan. They needed support for the construction of aluminum boats which
would be seaworthy in local waters.

When the ARRC clarified and analyzed the Kokechik business plan with the villagers, a number of
assumptions were changed. Among them was the decision that aluminum boats would be too costly and
difficult to mai: tain.

An alternative was devised. Wooden boats were desighed and the parts cut to order in Port Townshcnd.
Villagers were trained in construction techniques; then all parts and the needed jigs were shipped to the
villages where the boats were actually built.

Kokechik now has its own expanding fleet of small vessels profitably engaged in the herring roc fishery.
Because they can build or repair their own boats and because they have developed a fishery appropriate
to their skills and resources, the villagers have gained a good measure of local control over their lives.
They have increased the resilience and productivity of their community.

By many common measures of financial productive;, this relatively small ARRC investment would not
be deemed more than a modest success. But in tcrr.,r, of rural Alaska it has to be seen in light of bring-
ing work and cash into small communities — and doing so on a scale and with technology that was con-
sistent with local need: and standards.

Kokechik provided a useful prototype experience for the ARRC in developing business enterprises in
rurai Alaska.



Venture Capital

Venture financing commonly
demands extrenmemly high
average returms on investent,
new or state of the art products
and processes; relatively risky
equity financial commitients to
conpanies; and intensive
management counselling with
the leadership of these fims.

Measured against these traditional and narrow criteria, few enterprises within Alaska would ever be con-
sidered as worthy of "venture capital" investments.

The population of Alaska has also been quite sparse compared to states which have what are considered
to be true venture capital opportunities. There are not a large number of would-be company founders
with the needed management skill and operating experience to start and run businesses. For these and
other reasons the venture capital industry is quite modest in the Northwest and virtually non-existent in
Alaska.

Another factor weighing against venture opportunity is that historically there has been little money
available in Alaska to divert from pressing immediate needs. Purposes like research and development,
which tend to create totally new opportunities, have necessarily taken a low priority.

Because Alaska has relatively little research and development the oft repeated '-ope of the legislation,
that indiginous new technology would be a substantial clement of economic development in the state,
may have been less than realistic.

One ARRC investment did meet the criteria for venture capital investment and that was TEPA. As
those familiar with how this investment was interpreted, it was also and unfortunately one of the
ARRC’s most controversial and damaging investments so far as its public image and credibility were
concerned.

To show why TEPA was a classic venture investment, one needs to consider the facts. TEPA, an Alaska
company owned by Alaskans, presented plans for a new, energy-cffick ,irocess which converted fish

wasty :0 a commercially desirable higlvprotcin meal. The advantages to m of converting what is
now only an environmental problem into a new product and source of were extremely
attractive.

Looking towards future and potential new industrial development, an efficient Alaska-based fish meal
pro. css could be significant, indeed necessary to whitefish production, where up to 80% of the fish is
scrap. P. 'ipectiv, manufacturers of high-protein animal feed from Delta barley would stand to benefit
from lo ,ly produced fish meal, as would the ultimate users of the feed in a developed Alaska red meat
indusrry. The process can even yield an organic fertilizer as an additional and desirable by-product.

Whatever TE p.Vs ultimate achievement (or lack thereof), tite investment serves to illustrate how venture
captiol money is both needed and can have extremely valuable long-range benefits for Alaska.



Development or
Investment Banking

The ARRC served &s a
catalyst between people, financ-
ing and opportunity to combine
local investnent opportunities
with sources of finance beyond
its own; and provided ongoing
commitments of management
time and expertise.

This type of investment is a highly active and even original form of financing. It usually finances
businesses beyond their start-up phase and which are undergoing stress such as rapid change.

Icicle Seafoods provided the ARRC with its major experience in this type of finance.

Icicle is an important company in Alaska with over $100 million in sales for 1981. Owned by Alaskans,
it employs some 2,790 people in communities all along the coast from Petersburg to Akutan. The wages
paid, and goods and services bought by Icicle have in recent years become important to the communities
in which the company operates.

Icicle enjoyed sevenfold increases in sales over the past decade and while this is cause for congratulation,
it can also be a cause for caution in an Alaska business. Icicle was forced to resort to short term debt
and similarly to find ways to finance ever-inflating operating expenses. Awaiting payment for its inven-
tories became a costly proposition.

An essential chararrr~stic of debt service is its regularity; payments are made on a strict schedule. When
a significant portion of the worth of any company like Icicle is tiec. jp by '.0ans, or the loan terms are
inappropriate, that business is in danger of losing control of its operation,.

In recognition of its essential soundness and of the desirability of keeping control of Icicle in Alaskan
hands, the ARRC took a leadership role in creating an iovcacment which would allow Icicle to operate
without overwhelming pressure from debt service.

Sohio, one of the world’s largest oil companies, was brought in as a partner with the ARRC. A measure
of success for the venture to the date of this report is the fact Icicle remains a tax-paying Alaska com-
pany. It has availed itself of normal short-term financing in the commercial banking industry. It provides
jobs and a healthy amount of exported product.



Startup and Expansion

Such capital is used to begin
new businesses or to help
established ones grow in
reasonable ways. It strongly
resenbles venture capital invest-
ment except ror far loner expec-
tations in tems of payback

Because start-up and expansion investments are .0 easily defined, they carry with them the paradoxical
danger of oversimplification. A small business is very vulnerable if for no other reason than it is small
and can little afford mistakes or hard times.

When such a business gets its initial start in life or stretches its resources to expand, the enterprise is
very often at risk because it lacks cash — everything is tied up in "he company. Many small businesses
therefore require the "breathing room" provided by equity investors.

Unfortunately the prospect of making equity investments in new enterprises or expansion is often unat-
tractive. Small businesses are often risky or very long-term propositions, which are difficult and expen-
sive to evaluate and monitor. But the investments have to be made in order for Alaska to gain the very
substantial benefits that new or growing enterprises provide rhe smte and its people.

The Alaska Bait Producers of Tenakee Springs is a start-up company which began with ARRC financ-
ing. The company converts an underutilized resource, herring, into a premium frozen bait which com-
petes directly with imported baits. Success for Alaska Bait means the productive use of a renewable
resource, the provision of jobs and the displacement of imports — all desirable economic goals of the
ARRC.

SeaWard Shipyards in Ketchikan provides a different set of benefits, aimed at the fishing and timber in-
dustries. With the assistance of funding from the ARRC, SeaWard became able to provide boat and
barge maintenance services out of Ketchikan. An alternative to the long trip to Puget Sound, captains
can save on costly fuel, expensive crew time and unproductive time away from the fishery.

Greatland Farms used its ARRC investment to start something new for Alaska — a mushroom farm. Its
goal was to produce up to 50% of the mushrooms now imported into Alaska. Mushrooms are a special-
ty item, and they offer very good value added for the labor and materials required. And each dollar
spent on Greatland mushrooms is a dollar available for re-use within Alaska.

The Aleutinil Dragon, the Alaska Star and the Arctic I-ishcr are all floating fish processors. The:c relatively
small but fully operational units prc vide markets for many small cot. al communities which lack pro-
cessors of their own. Each vessel was financed initially with an investment from the ARRC.

Expansion projects can have dimensions of benefit which are quite similar to entirely new enterprises.

Seafoods of Alaska in Sterling uses Yukon River king salmon to produce a valuable specialty smoked
product. With money from the ARRC, the company expanded its smoking capacity, installed freezers to
enable year-round operation (and employment) and upgraded their marketing efforts to sell the greater
output.

Mastercraft Kitchens and Alaskan Wood Products in Anchorage also increased their exports with
assistance from the ARRC. The company uses Alaskan woods to produce a high-quality line of cabinet-
work. It had been very successful in the Anchorage area and wanted to increase production. With
money from the ARRC, — money available no place else — the organization met its growth goals.

The story at Alyeska Candy Kitchens was similar. The company, which makes confections based on
Alttska wild berries, needed new machinery to become more productive. Tourism and a growing demand
for their product made it imperative. With the ARRC as investor, Alyeska was able to make the needed
expansion.



Microbusincss

[ his strategic component
addressed the very special needs
of conmpanies made up d very
farv people such as the one-
person or family enterprise.

Capital Restnivure

The process 01 convening im
practical and potentially destruc-
tive formrs ol capital to nore
workable financinp is termed
"restructuring.”

Where almost anybody understands the old saying "it takes money to make money," very few have ever
heard "if takes money to lend and invest money." These unavoidable and often high expenses are frequer ly
referred to as "transaction costs."

Such costs make it difficult or even impossible to borrow the relatively tiny sums required by a person
committed to opening a microbusiness. The need for cash in rural areas and the need for untried
business people to get experience are unlikely to provide more than barely adequate paybacks on in-
vestments made.

The ARRC, an instrumentality of the state charged with renewable resource development, was justifiably
able to absorb or defer costs and r.ear-term profit in the interests of encouraging Alaskans to run pro-
ductive businesses.

The tiny companies which come under the component “micnbusincss” may barely pay their own way.

However, small sreps are far preferable to no steps at all. Every indication leads to the conclusion that
Alaska needs to buiid a class of experienced, willing business people within the state if it is to tee
development take place.

Steik Enterprises in Ninilchik is an example of this kind of rural microbusiness. It is a Native-owned
sawmill operation which will supply the logs needed for twenty homes, and certain sawmill products. A
local resident can market the products.

Jobs were in fact created by Steik, and by Pine’s Sawmill — a similar operation in Tok. Rut it could be
argued that a major benefit, exclusive of job and income, was the experience itself — for the company

founders and the employees alike. Such an experience can, it is hoped, yield future economic dividends
from even wider and more far-reaching activity.

One phrase used to describe the process of debt restructure is that it allows a company to “work out" its
debts rather than "sell out" its assets in bankruptcy.

As noted earlier, the restructuring of capital was not an original strategic component. But because the
ARRC could make investments of th? needed depth, breadth and complexity needed by the highly

leveraged fish companies, it was the legislature’s choice to invest the $15 million Commercial Fish Pro-
cessors Assistance Fund, 1980 and further resources in the Forest Products Producers Assistance Fund.

Under provision of the Fish Processors Assistance Fund, the ARRC was permitted to suspend its normal
standards for judging business investments. A perceived weakened market for ..almon due to the collapse
and predictions for record i  tresulted in the investment of the enr; $15 million in just ten weeks.
The ARRC gave the companies back a great deal of control over their commercial futures by restructur-
ing their finances.



The Assistance Fund money created a large but, measured over the long run, temporary imbalance in
the ARRC portfolio. As investments were made in other renewable resource areas, the proportion of fish
investment would have dropped. This would have been accelerated by the ARRC policy of pressing for
the timely repurchase of state-held equity by private owners.

A number of familiar names in the industry received capital restructure investments: Ball Brothers; Mar-
tin Seafoods; Alaska Timber and the heatedly discussed Salamatof Seafoods.

The results of these major investments will, like most equity investments, require considerable time to
mature and become profitable, if at all. Whatever the eventual outcome the fact remains that the com-
panies supported by the ARRC during their financial difficulties arc still controlled by Alaskans, still
paying taxes, providing jobs and still creating valuable products with the st".e’s renewable resources.

The Schn.'bel Lumber Company of Haines provides a useful insight into how capital restructuring can
operate. Ti e miM was faced with a problem: how to dispose of wood waste in compliance with en-
vironmental requirements. Such systems cost a great deal of money and Schnabel’'s capital structure
would not tolerate such a huge load, but without the compliance they could not operate.

In conjunction with a special legislative initiative, the ARRC supplied Schnabel with credit and manage-
ment counsel to assist (among a variety of things) with the purchase of a system which generates elec-
tricity using wood waste as fuel. Power produced over and above Schnabel’s needs will meet most of
local community’s requirements.

Management innova.ions were also put to work at Schnabel. One was the institution of a “plant diver-
sification fund."” Under its provisions a portion of company earnings will be set aside until Schnabel can
purchase needed equipment to expand its producr line into dimension-cut lumber. Given Its geographic
location, the company may be able to both make more money and simultaneously displace imported
dimension lumber with Alaskan p' duct.

Another innovation at Schnabel was that of the Employee Stock Option Plan. This plan gives the
employees the chance to buy Schnabel stoc* held by ARRC — in effect giving the people with the big-
gest stake in Schnabel’'s success a chance to share more fully.

1 he Stock Option Plan provided valuable precedent in more than one way because it is a mechanism by
which the ARRC can ensure the timely return of its equity interest to private ownership. The tool of
equity finance is invaluable, but it is not a long-term commitment intended to create a class of state
owned business and industry.

Most of the ARRC'’s activity and by far the greatest proportion of cash invested in the ARRC portfolio
is in the various components of company development. But because the ARRC was also intended to

perform industry development, .. also made initiatives in that specialized field.

Industry development broke naturally into certain strategic components.



Key Industrial Initiatives

I his component ws defined
" enconmpassing the total study,
planning and eventual invest-
ment to develop entire industries
—the conmplex, inter-dependent
weh including nmutually suppor-
tive conmpanies, talent and
market development.

There were two areas of concentration in the key industrial component: studies leading towards regional
or industrial marketing initiatives; and the beginnings of integration between companies in Alaska by
forming value-added industrial links between their products.

k
This last is most clearly illustrated in the unrelated ARRC investment companies, Alaska Food Com-

pany and Trinity Resources. With backing from the ARRC, Alaska Food Company became the first
company in many years to ship processed cod from a shore based plant in Alaska.

Its potential for making higher value-added products like breaded fish makes Alaska Food Company a

much-needed step in the direction of higher-level industrial development. And its presence as a market

for the long-discussed whitcfish industry makes it a potentially key element in what amounts to new in-
dustry for Alaska.

Trinity Resources was a different class of investment for the ARRC than was Alaska Foods — a research
and development effort aimed at investigating the practicality of automated long-line fishing for
whitcfish. Its importance beyond that primary purpose was that it linked directly to Alaska Foods.

Separated, the two organizations are individual companies; considered as interlinked components they
could have provided information and experience leading towards a vertically integrated industry for
whitcfish.

The Yukon River and Kuskokwim forest studies were of more sweeping and long-range scope. They were
each commissioned by the ARRC to help communities in these regions determine the economic prac-
ticality of developing their local renewable timber resources. Alaska’s interior forests, unlike m st others
in North America are in need of innovations in harvest, transportation and products if they are to
become practical business assets.

The ARRC'’s Seldovia Day Fisheries study considered ways to create higher-value processed food pro-
ducts from underutilized rock and whitcfish species, and to do so from a day fishery with land-based pro-
cessing. A traditional facility in Seldovia was essentially obsolete and the local people there were -+ with
the aid of the ARRC — able to consider entirely new industrial alternatives.
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Research and Development

The ARRC was directed by
legislation to concentrate on the
applled abalqpa - Of practlcal,
short-range solutions to practical
problens rather than long-term
or besiC rese=acthwWhich today re-
quires a sophisticated intrastruc
ture of academic and business
institutions.

Because it has considerable visibility and valu in the public eye, and because it is exciting and in-
teresting, research and development investment is a category with considerable political and popular
appeal.

An early research and development involvement was with an architectural firm in Anchorage. The
ARRC participated with a conventional lender to enable the architects to build one of the first solar
homes in Alaska. The fuel-saving benefits of the solar home design were untried so far as the mortgage
lender was concerned, so the ARRC stepped in to guarantee that portion of the total money required.

Another energy-related investment was the ARRC'’s support of an engineering development project. The
objective was to build a sturdy, low-maintcnance electrical generating unit whici. would gasify wood,
even driftwood, for fuel

The engineers working on the system set themselves the goal of making it from wid iy available stock
parts. This would help keep the price affordable and make the unit practical even i emote areas of
Alaska. Naturally any use of wood gas for fuel would displace an equivalent amount of costly imported
petroleum product.

The ARRC's flexibility as to financial tools is shown in its support of a demonstration for crabbing in-
terests in the state. The "Quick Pic" is a device used in the blue crab industry around the Chesapeake
Bay and elsewhere to improve yields from shoulder meat. The ARRC provided a deposit guarantee so
Alaskan crab processors could see if it were applicable to local species.



Education and Information

The ARRC supported efforts
to gather information, to act as
a clearinghouse for data, to
educate Alaskans who might
sone day form companies, and
to inform the gereral public on
issLes of economic inportance of
renewable resources.

One of the earliest and most persistent challenges facing the ARRC was the relative scarcity of manage-
ment and company founder talent within the state's limited population. This was evident from the
number and demonstrably limited quality of concepts proposed for funding.

With ARRC support, the Entrepreneurial Studies program at Alaska Pacific University, began the ar-
duous, essential long-term task of training and motivating people to start sound businesses in Alaska.
Like research and development, such educational efforts would require years to prove out, and like
research and development, they seem essential if Alaskan business is to make major progress.

On a more particular topic the ARRC helped fund the Alternative Energy Conference — a forum from
which experts could speak to Alaskans about potentially valuable alternatives to expensive conventional
energy use.

The ARRC supported the foundation and operation of the Alaska Seafood Marketing Institute. This
organization takes a broad educational and motivational marketing approach to the challenges of selling
all Alaska seafood products.

Its work concentrates on the establishment of a desirable and top-quality image for Alaska seafood. As
demonstrated by other organizations, skilled generic promotion helps sustain, increase and create new
demand for promoted products and can even help pricing in relation to less well-known goods.

In Summation

If the ARRC were to continue, it would certainly and necessarily continue renewable resource develop-
ment in ways consistent with those already underway. Given the learning experience of its relatively few
months of funded activity the organization would do certain things differently. But the productivity of
its total work to date seems to indicate that toe ARRC was more of a success in principle and in prac-
tice than it ever communicated.

Despite the trustees' recommendation that die ARRC as constituted be dissolved the br.sic ne”ds which
inspired it still exist. Many agree that Air ka needs to find ways to invest in itse'f — to create a
healthier, self-sustaining economy.

The ARRC experience seems to prove by example that strong business enterprises, however small or un-
dramatic, are one of the very soundest of investments to make. They are productive. And they are made
up of the very people most committed to building a future for themselves in Alaska. Finding ways to en-
courage their success cannot but help the state both in the near term and for the forsecable future.
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Board of Trustees
Alaska Renewable Resources Corporation:

We have examined the accompanying financial statements of Alaska Renewable resources Corporation
as of and for the year ended June 30, 1981. Our examination was made in accordance with generally
accepted auditing standards, and accordingly included such tests of the accounting records and such
other auditing procedures as we considered necessary in the circumstances.

As discussed more fully n note 2 to the financial statements, loans and investments amounting to
$23,101,586 have been valued at fair value as determined by management, we have discussed with man-
agement their procedures for valuing such loans and investments and have inspected underlying docu-
mentation. While, in the circumstances, the procedures applied by management appear to be reasonable,
determination of fair values involves subjective judgement which is not susceptible to substantiation by
auditing procedures.

In our opinion, subject to the possible effect on the financial statements of the valuation of loans and
investments determined by management, as described in the preceding paragraph, the aforementioned
financial statements present fairly the financial position of Alaska Renewable Resources Corporation at
June 30, 1781 and the result, of its operations for the year then ended, in conformity with generally
accepted accounting principles applied on a basis consistent with that of the preceding year.

The examination referred to above was directed primarily toward formulating an opinion on the finan-
cial statments of Alaska Renewable Resources Corporation, taken as a whole. The supplementary data
included in Schedules 1through 3 are presented for supplementary analysis purposes and are not
necessary for a fair presentation of the financial position and results of operations and changes in finan-
cial position of Alaska Renewable Resources Corporation. The supplementary data have been subjected
to the auditing procedures applied in the examination of the financial statements and, in our opinion,
subject to the possible effect on the financial statements of the valuation of loans and investments deter-
mined by management, as described in the second paragraph, are stated fairly in all mat -rial respects
only when considered in conjunction with the financial statements taken as a whole.

August 29, 1981
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Development Fund
Balance Sheet
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June 30, 1931

Assets
Cash $ 1,173,843
Interest bearing deposits 17,770,880
Certificates of deposit, pledged (note 3) 525,000
Other assets 72,376
Accrued interest receivable, loans (note 2) 1,175,909
Less reserve for possible uncollectible interest 384,528
Accrued interest receivable, net 79'.,381
Loans receivable (note 2):
Agriculture 273,910
Commercial Fish Processors Assistance Fund 10,748,823
Fisheries 5,964,990
Forest assistance 164,276
Forest products 531,667
Total loans 17,683,666
Less reserve for possible uncollectible loans 261,147
Loans receivable, net 17,422,519
Investments in capital stock (note 2) 567 57
$ 43,435,066
Liabilities and Fund Balance
Accounts payable 2,558
Payable to Operating Fund 57,466
Excess interest earned, payable to State of Alaska 549,04 3
Fund balance 42,825,999
Commitments (note 5)
$ 43,435,066

See uccoin/xdivini; notes to financial statements.



ALASKA
RENEWABLE
RESOURCES
CORPORATION

Operating Fund
Balance Sheet

June 30, 1981

Assets

Cash
Appropriation receivable from State of Alaska (note 4)
Receivable from the development Fund

Liabilities and Fund Balance

Accounts payable

Accrued payroll

Legal fees payable to State of Alaska

Excess interest earned, payable to State of Alaska
Fund balance

Commitments (note 5)

See mtmipunyinn notes to filumcial statements.

$ 608,666

151,989
57,466

$ 818,121

125,944
26,045
57,466
40,331

568,335

$ 818,121

19



LASKA
ENEWABLE
ESOURCES
CORPORATION

Statements of Revenues,
Expenses and Change in
Fund Balances

XO-or

Year ended
June 30, 1981

Revenues:

State of Alaska

Interest income, loans
Interest income, idle loans
Other

Total revenues

Expenses:

Technical assistance
Development grants
Provision for possible uncollectible loans
Provision for possible uncollectible
accrued interest
Other
Excess interest earned, payable to
State of Alaska
Alaska Seafood Marketing Expenditures
Operating expenses:
Salaries and benefits
Professional services
Legal
Travel and moving
Office rent
Office equipment rental
Utilities
Supplies
Printing and binding
Other
Total expenses

Excess of revenues over expenses

Fund balance at beginning of year

Fund balance at end of year

See ticcomIHinyim»Nores t0 financial staicmem.

Operating
Fund

$ 2,311,020

40,331

2,351,351

40,331
631,66!

555,213
150,449
137,649
68,962
58,960
36,764
27,554
21,703
8,776
44,990

1,783,016

568,335

$ 568,335

Development
Fund Total

31,812,291 34,123,311

1,993,430 1,993,430
502,788 543,117
759 759

34,309,266 36,660,617

94,648 94,648
167,439 167,439
261,147 261,147

384,528 384,528
3,065 3,065

804,561 844,892
) 631,665

555,213

150,449

137,649

68,962

58,960

36,764

27,554

21,703

8,776

- 44,990

1,715,388 3,718,404

32,593,878 33,162,213

10,232,121 10,232,121

42,825,999 43,394,334



Notes to
Financial Statements

June 30, 1981

(1) Summary of Significant
Accounting Policies

State Appropriations

Interest Income

Loan Principal

Non-Accrual Loans

Hquity Investments

Income 'Faxes

Alaska Renewablf Resources Corporation (ARRC) is a public corporation created by the Alaska
Legislature in 1978 to promote the development and sustained use rc Alaska’s renewable resources.
Funds for ARRC have been appropriated by the Legislature f-jm proceeds received by the State from
mineral leases, rentals, bonuses, and royalties o> minerals produced on state lands. The significant
accounting policies applied in accounting for these funds are as follows:

Funds appropriated by the State for operating purposes are accounted (or as revenue in the Operating
Fund. Funds appropriated for loans, investments, technical assistance and grants arc accounted for in
the Development Fund.

Interest on loans is recognized  L.come only to the extent that management considers it collectible.

Principal repayments on loans are available to ARRC for additional loans.

1 he accrual of interest on loans is discontinued when payment of principal or interest is considered to
be doubtful of collection. Interest income on non-accrual loans is recognized only to the extent payments
are received.

Investments in cnpitii stock are carried at net realizable value as determined by management.

ARRC is a political subdivision of the State of Alaska and, therefore, by statute, is exempt from state
and federal income taxes.



Retirement Plan

(2) Valuation of Loans
and Investments

(3) Pledged Assets

(4) Appropriation Receivable
from the State of Alaska

(5) Commitments

All employees of ARRC participate in the State of Alaska Public Employees Retirement System (PERS).
All pension costs are funded by the State as they accrue.

Loans are made at interest rates of 10% to prime plus 3% and for terms of several months to several
years. Most loans are secured by property or equipment. A valuation allowance is provided for loans
and accrued interest receivable when management and the Board of Trustees determine that a loan or
accrued interest receivable may not be collectible and that the collateral securing the loan or accrued
interest receivable may be insufficient to recover the recorded balance. At June 30, 1981, management
has established a $261,147 provision for possible uncollectible loans and a $384,528 provision for possible
ur "ollectible accrued interest receivable.

In determining the necessity for a valuation reserve, managment relies on financial data of invest es and
estimates the effects of future developments on the investee companies. All equity investments are valued
at cost since, in management’s opinion, insuffic.ant time had elapsed since initial investment to deter-
mine any appreciation or depreciation in the investments, although management has determined that
underlying collateral would be sufficient to liquidate its investments without loss.

Rather than loaning funds a'rcctly to ir.acstees, ARRC may assist them in obtaining loans from banks
by depositing funds at a bank as security for a loan. At June 30, 1981, $525,000 was deposited with
banks as security for loans made by the banks.

This receivable represents funds fc  ayment of accounts payable balances at June 30, 1981

In the normal course of business, there arc outstanding various commitments such as guarantees and
commitments to extend credit, which are not included in the a«.companying financial statements, includ-
ing loan guarantees of $180,000, undisbursed loan funds of approximately $625,000 and $13,674,000 of
tentative loan commitments to investees. No material losses arc a iticipated as a result of these
transactions.



ASKA
NEWABLE
SOURCES
CORPORATION

Loans Receivable

el
mrmr—

June 30, 1981

Schedule 1

Company

A. Agriculture:

Alyeska Candy Kitchen
Anchor Renewable Farms

Grear'and Farms

B. Commercial Fish Processors Assistance Fund:

Ball Brothers, Inc.

Salamafof Seafoods, Inc.

Martin Clark
American Eagle
Alaska Food Co.
Icicle Seafoods, Inc.
New Seward, Inc.

C. Fisheries:
Kokechik
Pacific Barge
Sea Fisher
TEPA
SeaWard Shipyard
American Eagle
Martin’s Seafood
Trinity Resources
Alaska Fish
Alaska Bait Producers
Sterling Sea”ods
Alaska Food Co.
Ball Brothers, Inc.

D. Forest Products Assistance Fund:

Alaska Timber Corp.

E Forest Products:
Woodyard
Steik
SeaWard Ship, ard
Pine's Sawmill
Mastcrcraft

Total loans

Amount

34,785
119,125
120,000

.273,910

3.000.000
2,575,491
373,332
50,000
3.000.000
400,000
1,350,000

10,748,823

293,778
121,980
200,000
348,489
480,000
250.000
450.000
296,048
125.000
292,129
1,125,000
1,232,566
750.000

5,964,990

164.276
104.276

39,167
55,000
100,000
22,500
315,000

531,667

$ 17,683,666
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LASKA
ENEWABLE
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CORPORATION

Investments in
Capital Stock

00>

June 30, 1981

Schedule 2

LASKA
ENEWABLE
ESOURCES
CORPORATION

Development Grants

o0

June 30, 1981

Schedule 3

Company

TEPA

SeaWard Shipyard
Trinity Resources
Kokechik

Ball Brothers, Inc.
Alaska Bait Producers
Alaska Food Co.
Alaska Woods, Inc.
Greatland Farms
Mastercraft
Salamatof Seafoods, Inc.
Alaska Fish

Sterling Seafuods
New Seward, Inc.
Icicle Seafoods, Inc.

Company

Trinity Resources

Future Farmers

Agriculture Symposium

APU Entrepreneurial Chair

Alaska Longline Fishermen’s Association

Amount

$ 200,000
150,000
255,000

490
500,000
85,000
500,000
100,000
50,000
100,000
316,111
125,000
100,000
150,000
3,047,466

$ 5,679,067

Amount

$ 36,395
2,344
13,700
100,000
15,000

$ 167,439

omV-X oy

Industry

Fish

Forest Products

Fish
Fish
Fish
Fish
Fish

Forest Products

Agriculture

Forest Products

Fish
Fish
Fish
Fish
Fish

Industry

Fish
Agriculture
Agriculture
General
Fish



ALASKA RENEWABLE RESOURCES CORPORATION

Balance Sheets

December 31 and June 30,

1981

(Unaudited - See Accompanying Compilation
Report of Peat, Marwick, Mitchell & Co.)

Assets

Cash

Interest bearing deposits

Certificates of deposit, pledged (note 3)
Other assets

Accrued interest receivable, loans (note 2)
Less reserve for possible uncollectible interest
Accrued interest receivable, loans, net

Loans receivable (note 2):
Agriculture
Commercial Fish Processors Assistance Fund
Fisheries
Forest assistance
Forest products
Total loans receivable

Less reserve for possible uncollectible loans
Loans recelvable, net

Investments in capital stock (notes 2 and 5)

Liabilities and Fund Balance

Accounts payable

Payable to Operating Fund

Excess interest earned, payable to State of Alaska
Fund balance

Commitments (note 4)

See accompanying notes to financial statements,

$ 397,381
14,767,671
525,000
58,401

2,
L

15
38
7

@ OO
o s
N~ PO B
— oo w

488,240
10,950,210
71,103,281
192,309
560,667
19,900,707

261,147
19,639,560

1,646,460
$ 44,808,300

1,225

1,097,226
43,709,849

$ 44,808,300

213,910

10,748,823
5,964 990

164,276
531,667
17,683,666

261,147
17,422,519

5,679,067
44,043,732

2,558
57,66
589.374
43,394,334

47 043,732



Principal

Problem Experienced

Redundant/ambiguous

top management authority

Goal ambiguity/

strategic confusion

Operational

Public concerns
market power

bureaucracy

about

1.

ALASKA RENEWABLE RESOURCES CORPORATION

Legislative Recommendations

1982

Reason

Three trustees of equal
authority and responsibility

Unclear/unfocused
legislation

Department of Revenue/
Department of Administration
perceptions of their
responsibilities over ARRC
operation. Legal opinions
aboul constitutionality of
funding.

Narrow focus in industry
targets/use of ARRC for
emergency stabilization of
fisheries industry

Possible Remedy

Change Board structure

Restrict
start-ups,

ventures with less

not- r.m-r-

ARRC oPerates and
and earnings

capita

Broaden'industry focus.

investments

to R&D,

and expansions of

n-rnn  cTT*nnt*i n o

invests

than $2 million

nnwnrs

Don't

legislate emergency anticyclical

investment
realistic

if

oals. Be more
out portfolio

balance

2.

Recommended
Solution

PIT board of seven
members, majority
from private sector

Legislated focus as
shown to left under
"possible remedy"

Strengthen accounta-
bility requirements
by requiring
quarterly statements
Legislative Budget &
Audit also contracts

for additional audit
lw Nvnr.rdio r\ tfirm.

Include all
manufacturing/
processing in

_ target
Industries
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PURPOSE OF THE REVIEW

In accordance with the provisions of Title 24 of the Alaska
Statutes and the "sunset"” provisions of AS 44.66, we con-
ducted a review of the Department of Revenue, Alaska Renew-
able Resources Corporation (ARRC) to determine if the Cor-
poration should be allowed to terminate on June 30, 1982, be
continued in its existing form, or if alternatives exist to
better accomplish ARRC's purpose. In addition, we reviewed
the effectiveness and efficiency of ARRC's operations and
its compliance with applicable statutes.
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The Alaska Renewable Resources Corporation (ARRC) was
created by Chapter 179, SLA 1978 as a public corporation and
instrumentality of the State within the Department of Reve-
nue but with a legal existence independent of and separate
from the State.

The 1978 Legislature found that Alaska has renewable re-
sources that are not being utilized to their full potential.
Therefore, ARRC was given the following statutory purposes:

1. Facilitate the rehabilitation, enhancement and develop-
ment of the State's renewable resources so as to
strengthen the self-sustaining sectors of the State
economy.

2. Sponsor research and development of technologies and
innovations for the rehabilitation and enhancement of
the State's renewable resources to achieve an appropri-
ate use of the resources.

3. Identify new products, markets and technologies for
renewable resource industries in the State which will
constitute an appropriate use of the resources; stimu-
late the research and development of these products,
markets and technologies; assist in the demonstration
of their technical and economic feasibility; and assist
in their introduction into commercial markets.

To accomplish ilr purposes, ARRC may provide financial
assistance to qualified applicants through such methods as
equity financing, debt financing, grants and technical
assistance.

ARRC is governed by a three-member, full-time Board of
Trustees responsible for all investment decisions. Thbe
Trustees are appointed by the Governor and confirmed by the
Legislature for four-year terms. The Board employs an
Executive Director who may, with the approval of the Board,
select and employ additional staff as necessary.
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RECENT HISTORY

The Alaska Renewable Resources Corporation began its organi-
zation effort in January of 1979 following the appointment
of the Board of Trustees.

ARRC received its first capital investment appropriation
through Chapter 80, SLA 1979 which appropriated $4.8 million
for fisheries projects, $2.7 million for timber projects,
$2.7 million for agriculture projects and $0.4 million for
renewable energy projects. Chapter 93, SLA 1980 later
reduced these appropriations by $5.6 million and added the
Forest Product Producers Assistance Fund with a $5.2 million
appropriation and a $0.4 million appropriation to the Com
mercial Fish Processors Assistance Fund.

Chapter 32, SLA 1980 gave ARRC the responsibility of admin-
istering the $15 million Commercial Fish Purchasers As-
sistance Fund and because of the urgency of providing the
assistance, Chapter 32 also waived certain of ARRC's normal
investment decision criteria.

Although ARRC received a FY'81 investment appropriation of
$20 million, FY'82 legislation required ARRC to lapse the
unexpended and unobligated portion of $18 million of the
FY'81 appropriation. $2 million was carried into FY'82, but
can only be invested with the expressed approval of the
Governor. ARRC received no other Fjf'82 investment appropri-
ation .

The responsibilities of administering the Commercial Fish
Purchasers Assistance Fund have had a major impact on ARRC's
operations. Because of the limited time available to pro-
vide assistance to commercial purchasers of the 1980 salmon
harvest, ARRC was forced to spend the majority of its ef-
forts on these investments. At September 30, 1981, approxi-
mately 65% of ARRC's total debt and equity investments were
from this Fund. Other venture capital investments were, by
nece”jity, overshadowed by these investments in the fish-
eries industry.

As of September 30, 1980, ARRC's outstanding debt and

equity investments totaled $26,205,413 and ARRC had
$13,128,889 in investment commitments (see Appendix A).
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POLICY ISCUE

The 1978 Legislature found that one of the factors that has
contributed to the slow development of renewable resource
industries was the insufficiency of research and development
financing and venture capital financing. As a result, it
was declared the State's policy to rehabilitate, enhance,
and develop its renewahle resources by utilizing State funds
derived from mineral lease bonuses, rentals of State land,
and royalties from minerals produced on State land to assist
the tdevelopment of viable industries through the private
sector.

The sunset review process includes a review of prior policy
decisions. Therefore, the Legislature should again consider
whether or not it is in the State's best interest co con-
tinue venture capital financing.

In makinﬁ this decision, it is important to note that al-
thoulg{h there presently exist many sources of debt financing
available throuqh the State and commercial institutions,
ther.eI %rle very few sources of high risk equity financing
available.

If the Legislature decides the State should not be providing
venture capital financing, the Alaska Renewable Resources
Corporation should be allowed to terminate on June 30, 1982.
The Legislature should then repeal all ARRC statutes and
provide for the transfer and ultimate disposition of ARRC's
portfolio. All cash and liquid assets should be transmitted
to the Treasury. Guidelines should be established for the
disposition uf ARRC's equity investments. In doing so, the
Legislature should provide sufficient time and flexibility
to allow for a maximum return to the State. It should be
recognized that this may well take longer than the one year
wind-down period of ARRC. Priority consideration should be
given to existing equity investors of each project. Again,
a sufficient time frame should be provided so as not to
unduly burden the financial stability of the projects.

Several alternatives exist for the disposition of the debt
portion of ARRC's portfolio. These include but are not
limited to transferring all loans to either the Department
of Revenue or the Department of Commerce and Economic Devel-
opment's Division of Business Loans. Commercial lending
institutions could be allowed to purcnase loans, with the
State guaranteeing a portion of the loans. Loans could also
be separated by resource sector, with Fisheries loans sold
to the Commercial Fishing and Agriculture Bank or trans-
ferred to the Division of Business Loans; Agricultural loans
could be transferred to the Agriculture Revolving Loan Fund;
and Timber and Energy loans could be transferred to the
Division of Business Loans.
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If the Legislature determines it is in the State's best
interest to continue venture ga$JtaI financing, considera-
tion should be given to the Findings and Recommendations
section of this report.

It if? our opinion that ARRC should not be continued as it is
currently structured under the existing statutes. Recom-
mendation No. 1 describes alternatives for consideration in
restructuring ARRC and its related statutes.

If ARRC should be continued in its existing form, other
rﬁpomrnendanons are made to bring ARRC into statutory com-
pliance .

Regardless of the final policy decision made, the Legisla-
ture should address the constitutionality issue surrounding
the Alaska Renewable Resources Development and Investment
Funds (AS 37.11.010-090) and ARRC's allocation from these
funds as described in AS 37.12.020. It is the opinion of
the Attorney General's Office that these statutes provide
for an unconstitutional dedication of funds. This has led
to differing opinions from the Attorney General and ARRC'S
counsel on certain aspects of ARRC's operations that could
have a serious impact on the financial structure of ARRC as
described in Recommendation No. 2.
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FINDINGS AND RECOMMENDATIONS

Recommendation No. 1 ;

ternatives to the current

The Legislature should consider al -
tutory provisions of ARRC.

organizational structure and sta

It is our opinion that ARRC should not continue to exist in
its present form under the existing statutes. The current
structure and statutes do not provide an efficient or eco-
nomical use of the corPorat|on s resources. The statutory
purpose of ARRC and related statutes do not provide the
necessary legislative guidance to dictate the direction of
ARRC efforts.

It the Legislature determines it is in the State's best
interest to continue venture capital financing, the follow -
ing alternatives should be included for consideration:

1. New Program of the Alaska Industrial Development Author
ity (AIDA).

In recent years, there has been increasing emphasis on
centralising the State's loan programs within the
pervue of AIDA. Including a new renewable resource
venture capital program within AIDA would provide
certain efficiencies and economies, since AIDA could
most easily absorb the investment review and approval
responsibilities. AIDA would also be in a position to
best determine if other loan programs within AIDA would
better serve the venture capital applicant.

Due to the unique nature of venture finance decision
making, a separate section of AIDA would be required.
With proper statutory direction and a reduction of

responsibilities currently required of ARRC, a small
staff of investment officers and a director should be
adequate to analyze investment applications and make
recommendations to the Authority for formal action.

Operating costs of the program should be subject to the
Executive Budlget Act. Investment funding could be
through annual appropriations or a revolving loan fund
within AIDA.

2. Renewable Resource Revolving Investment Fund Board.
Due to the nature of venture capital financing, it may
be desirous to separately administer the program. This

grogram could be administered by a Renewable Reso rce
evolving Investment Fund Board under the Commissioner
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of the Department of Commerce and Economic Development
or the Department of Natural Resources, much in a
format like the Agriculture Revolving Loan Fund.

The Board should have final investment decision author-
ity but could delegate limited disbursing authority to
an Executive Director. The Board should not be full-
time salaried employees as ARRC is currently struc-
tured, but should be compensated for travel and per
diem when the Board meets.

Again, proper statutory direction and reduced scope
would promote a more effective use of the Fund's re-
sources.

Operating costs of administering the Fund should be
subject to the Executive Budget Act and 'could he appro-
priated from the General Fund or program receipts

Regardless of the alternative ultimately selected, the
Legislature should review the current purposes and
responsibilities of ARRC and consider, where necessary,
B(oyldlng a clear definition of the duties, responsi-
nilities, and direction of investment efforts. Narrow-
ing the scope of responsibilities would promote more
intensive efforts in defined resource development
areas. For example, ARRC is currently required to
promote the marketing of renewable resource products.
In a broad sense, this is also a (esBon3|b|th of the
Department of Commerce and Economic Development;, more
specifically, the creation of entities such as the
Alaska Seafood Marketing Institute (Chapter 106,

SLA 1981) should greatly decrease the need for ARRC's
involvement in industry-wide marketing promotion,

Recommendation No. 2

The Legislature should consider the repeal of AS 37.11.010-

090 and AS 37.12.020.

According to opinions issued by the Attorney General's

Office, the Alaska Renewable Resources Development Fund

(AS 37.11.010-07(0) and the Alaska Renewable Resources Invest-
n

pi
aska

7%) . . .
37.11.050-090) are in conflict with the con-
ohibition against dedicated funds and are,
ity.

AS 37.12.020 provides for the allocation to ARRC of five
Fercent of the total receipts paid the State from mineral
ease bonuses, rental of State lands, and royalties derived
from minerals produced on State land. The Attorney General
has also opined that this section, like the resource funds
Is unconstitutional and, therefore, a nullity.

stitutional

ment FUnd'(AS
prohi
therefore, a null
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However, supported by their corporate counsel's v inions,
ARRC has adopted several cash management and investment
practices based on their interpretation of AS 37.12.020., It
Is the Attorney General's opinion that, since this section
of Title 37 is a nullity, certain ARRC practices are not
authorized by any other provisions of the Alaska Statutes.

As a result, ARRC is caught between differing legal opinions
while still required to continue their day to day opera-
tions.

Therefore, to resolve ARRC's current dilemma and to provide
clarification of intended fiscal ?rocedures, the Leglslature
should consider r.eﬁeallng AS 37.11.010-090 and AS 37.12.020.
In conjunction with Legislative action on these statutes,
consideration should be given to affirming, revising, or
enacting legislation to address findings contained In Recom-
mendations No. 3 through No. 5. Those recommendations are
made to bring ARRC into statutory compliance hased on statu-
tory interpretations by the Attorney General.

Recommendation No. 3

ARRC should discontinue expending repaid principal from pre-
vious loans.

AS 37.12.905(a) states that ARRC may expend money only as
appropriated b}é the Legislature. However, it is a common
practice of ARRC to use repaid principal from loans made
from original apé)roprlatlons to make additional loans.
According to ARRC records, as of September 30, 1981, ARRC
has made |apprOX|mater $3.9 million of loans from repaid
principal.

The Attorney General has stated that no Iegiislative appro-
priations have been made to ARRC which would allow the
expenditure of the repaid principal, and that any expendi-
ture of those funds violates AS 37.12.095,

Recommendation No. A

ARRC's funds should be deposited with and invested tl rough
the Treasury Division of the Department of Revenue.

In a prior ARRC audit report dated July 23, 1980, we found
that ARRC was investing $242,000 in a repurchase agreement.
We recommended that those funds be deposited with and in-
vested through the Treasury Division. The recommendation
was supported by an Attorney General's opinion which states

the Department of Revenue has control over the investment of
ARRC funds.
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According to ARRC's records at SeFtember 30, 1981, ARRC's
cash and investment accounts total in excess of $16.7 mil-
lion. These deposits consist of principal and interest
payments received from investees, loan commitment funds
drawn out of Treasury, and interest earned on ARRC's invest-
ment of those idle commitment funds.

In line with the Attorney General's opinion, we make the
following recommendations:

1. ARRC should remit all funds on deposit to the Treasury
Division.

2. ARRC should review current loan commitments for which
funds have been drawn out of the Treasury to determine
if those commitments are still valid,

3. Funds for currently valid loan commitments should be
deposited in the General Fund and ARRC should request
the Department of Administration's Division of Finance
to establish prior year encumbrances for these commit-
ments .

4, Loan commitment funds that will not be disbursed should
be lapsed to the General Fund.

., ARRC, the Department of Revenue, and the Department of
Administration should cooperate in the development of a
procedure that provides for the timely disbursement of
loan commitment funds to ARRC investees. Disbursement
of these funds should only be made to the investee, and
the Department of Revenue should not process vouchers
requesting warrants made payable to ARRC.

Recommendation No. 5

ARRC trustees and employees should immediately resign from
positions on the Hoard of Directors~oF~ARRC investees.

ARRC's statute, AS 37.12.080(b)(4), states that they may not
assume the responsibility for management of any project or
exercise voting rights for any purpose within the scope of
managerial control of its investees.

As a means of monitoring its investees, it is a common
practice of ARRC to have a trustee or employee seive on the
Board of Directors of its investees. However, the role of
the Board of Directors of any business is to set mana_gi_ement
policy and direction. To protect against the possibility of
an actual conflict of interest, or equally important, the
aﬁpearance of a conflict, ARRC officials should not serve on
the Board of Directors.
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This recommendation does not apply to situations in which
ARRC has determined that the directorship is necessary to
protect its financial interest as provided by and under the
circumstances described in AS 37.12.080(c).

Recommendation No. 6

ARRC should improve the documentation of its analysis of
applications for financial assistance.

AS 37.12.080(a) sPecif_ies criteria ARRC must use in analyz-
ing applications tor financial assistance. Certain written
findings of fact are required prior to the Board of Trus-
tees' approval of assistance.

In a test of 32 resolutions approving financial assistance,
written fmdmas of fact could not be located for 9 applica-
tions, althou reference was made to 8 of those written
findings in the related resolutions.

In addition, although we found applicant files did contain
documentation on proposals, plans of implementation, resi-
dency, and meeting the statutory purpose of ARRC, documenta-
tion supporting other required findings was not located in
ail cases. In a test of 16 ag licant files, 13 did not
contain documentation that ARRC considered the preferences
and priorities of the residents in the area where the pro-
ect is to be located as required by AS 37.12.080(_&1)(35).

one contained documentation of a review of potential
resource use conflicts, or that the applicant agreed to keep
the project activity in the State if new industrial activity
results as required by AS 37.12.080(a)(L). Nine of the
files did not document that sufficient capital was not
available from other sources at reasonable terms as required
by AS 37.12.080¢(a)(1).

Similar documentation weaknesses were also noted in our
review of resolutions and files approving grants to appli-
cants

We recommend that ARRC adequately document its an_aIJ.sis 0f
the required criteria and prepare written Board findings
prior to the approval of grant and financial assistance
applications.

Recommendation No, 7

ARRC should implement procedures that provide public compe-
tition for technical assistance contracts,

AS 37.12.115 states that ARRC may provide financing for pre-
investment activities such as feasibility studies and may
provide funding for management advice and assistance to Its
investees as it considers necessary in the circumstances.
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Limited Analysis

The following analysis indicates both positive and negative
attainments ,f ARRC and how its activities relate to the
ac

public need 446
IS not intended to be comprehensive in nature.

1S

tors as defined by AS 44.66.050. This analy-

The extent to which, the board, commission or program
has operated in the public interest"!

As of September 30, 1981, ARRC had outstanding equity
and debt investments in excess of $26 million and had
commitments totalling over $13 million for renewable
resources new or expanding businesses/projects

However, ARRC has not developed procedures to accu-
rately measure its effect on the State's economy.

The extent to which the operation of the hoard,
commission, or agency program has been impeded or
enhanced.bg existing statutes, procedures, and prac-
tices~which it has adopted, and any other matter,
including budgetary, resource, and personnel matters

Chapter 32, SLA 1900 gave ARRC the responsibility of
administering the $15 million Commercial Fish Pur-
chasers Assistance Fund, which had a major impact on
ARRC's operations., Because of the limited time
available to provide the assistance to purchasers of
the 1980 salmon harvest, ARRC was forced to spend the
majority of its efforts on these investments. Other
venture capital investments were, by necessity,
overshadowed by this involvement in the fisheries
industry.

In addition, it is our opinion that the current ARRC
structure and statutes do not provide an efficient
and economical use of the Corporation's resources.
The statutory purpose of ARRC and related statutes do
not provide the necessary legislative PU|dance to
dictate the direction of investment efforts (see
Recommendation No. 1).

The extent to _whi.ch the bhoard, commission or agency
has recommended statutory changes which are generally
of benefit to the public interest.

To date, ARRC has not submitted statutory change
recommendations although most everyone involve
agrees changes are necessary. ARRC does intend to
submit proposed legislation changes to the 1982
Legislature,
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Presently, ARRC does not provide for public competition for
professional service technical assistance contracts related
to venture projects. These contracts typically are for
feasibility studies, mairketing studies, and accounting ser-
vices. ARRC usually makes these contracts with professional
fiums or individuals they have had prior contract experience
with.

ARRC has developed detailed contracting ﬁrocedures_for
professional and technical services which were reviewed and
approved by the Department of Administration's contract
review committee. The procedures include provisions for
pre-qualification of contractors, public advertising, pro-
posal evaluations, final contract negotiations, and contract
monitoring.

However, ARRC has not yet implemented these procedures. We
recommend implementation of these procedures to provide al
interested parties the opportunity to compete for ARRC
contracts.

Recommendation No. 8

ARRC should ensure that all equity investment agreements
provide an option for the dispossession of ARRC s interest
within a specified time.

To provide for the repayment of ARRC's equity investment
capital, contract provisions should provide options that
permit ARRC, at its discretion, to divest itself from an
equity position. Without such provisions, equity capital
could be held indefinitely by investees.

A specific time frame should be designated in each equity
agreement that does not unduly burden the financial stabil-
ity of the ﬁfOJeCtS but does enable ARRC to recover its
capital within a reasonable time.
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VI

VII.

VI,

The extent to which the board, commission or agency
has encouraged interested persons to report to it

concerning the effect of its regulations and deci-
sions on the effectiveness of service, economy oF

service, and availability of service which it has

providecT

ARRC has prepared a plain language question and
answer brochure that explains their purpose and
investment procedures and encourages interested
potential applicants to contact ARRC.

However, our test of applicant files showed that ARRC
did not always consider the preferences and priori-
ties of the residents in the area where the project
was located as required by AS 37.12.080(a)(3f (see
Recommendation No. 6).

The extent to which the board, commission or agency
has encouraged public participation in the making of
its regulatrons and decisions!

All regular meetings of the Board of Trustees are
advertised in major newspapers in the State.

The efficiency with which public inquiries or com-

plaints regarding the activities of the board, com-
mission or agency filed with it, with the department
to which a board or commission is administratively

assigned, or with the office of the ombudsman have

been processed and resolved"!

The Stale Ombudsman's Office lists three complaints
against ARRC. One was closed as being preirature and
the other two were closed because the complainant
failed to provide additional information.

The extent to which a board or commission which
regulated entry_ into an occupation or profession has
presented quaflified applicants to serve the public.

Not applicable to ARRC.

The extent to which state personnel practices, in-
cludi.ng~aTTTrmativc action requirements, have been
complied with by the board, commission or agency ftc
its own activities and the area of activity or~*
interest.

We found no evidence of problems in this area.

STATE OF ALASKA -13- division OF LEGISLATIVE AUDIT



The extent to which statutory, regulatory, budgeting
or other changes are necessary to enable the agency/
board or commission to better serve the interests of
the R_ubllc and to comply witfi~ the factors enumerate?
in this subsection.

Please refer to the previous section, Findings and
Recommendations.

STATE OF ALASKA -14 - division OF LEGISLATIVE AUDIT
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ngLE INVESC 19f
3 OlGAUR e Lo
(Note 1)

I Locati Business Equit Oggtstanding mmitments
nvestee ocation quity %Note ) ﬁ 55 Hz t 5
Timber

Schnabel L ber C Haines Waste Wood/E|ectricit -0- 44,783 3,555,217

iaga i m Ko .0 KFawock Waste Woog/ Iectrlcltz -10- 400,361 1,18 8‘0}3

The W 3/ Jlu[leau Firewoqd -0- 1 11,

Etlgle ESnt m|I| A(r)]c or Point gawmlﬂ (- 5o’ :§:

Mast rcr t/pAlasl%an Wood Ancnorage 00 Furnlture 200, 315 -Q0-

S A S 11 AL £ o £

ods Tra\l\ﬂe Anchor P0|nt Fiberglass Vesse? -8- '-0- 50,000

Other

Renewable Gas Develop-

Homer me Wood Gasification -Q- -Q- ,

Al?sewg g/(e)rrlﬂ?rrea“coonrp Interlor Alaska 3entY¥y Projects -8- —8— %68888
Total ShIIL f 56 $20.392.457 $13,128,882
Note 1. The Schedule of Ipvestments vva3 \Bereéjared from ARRC records.The information contained in the schedulewas not

audited by us and accordingly, 0 not express an opinion on it.

Note 2: The outstanding debt amounts com tst of principal only and do not include accrued interest payable to ARRC.
Note 3. Commitments represent funds drawn out of Treasury but not yet disbursed td investees.

Note 4: The total investments include debt and eq ity financing and do not includegrants, technicalassistance or
miscellaneous pledges.

Note 5. The following investees are,in bankruptcy proceedings:
Ia atof Seafoods
? 0(?8 ar&y
aC| gat angJ arge
Martm s Seafoo
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April 1, 1980 - Sertember 30, 1981

Noe
Grantee Location  Purpose Amount
Alaska Pacific University Anchorage Entrepreneurial chair $100,000
Future Farmers of America Palmer Livestock auction 2,344
Unjversity . of Alaska. Fairbanks : :

Coopere}/twe Extension Anchorage Agricultural symposium 13,700
Trinity Resources Corp. Kodiak Bottcmfish demonstration project 36,395
Lopgline Fishermen's . . :

Agsomatlon Southeast Bottomfish marketing project 15,000
Alaska Council on Economic _ :

Education (Note 2 Fairbanks Promote free enterprise 5,000
Total $172.439

Note 1: The Schedule of Grants repared from ARRC records. The information
cont a?neg eint he scf eduW E Rot audited by us and accord ng?y, we do
not express an opinion on It.

Note 2: T&&%te:%aab?ér b hr%g?elggkaonc lf)rhcl” | E)% om u |I %uvrvsasdapgro%ed by
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April v 1980 -SeDotember . 1%

Note .
_ _ Amount Amount
Investee Location Business Dishursed Comm|t£d Total
(Note §
Fisheries
Pacific Barge and Boat Eagle River Boat. Buildi A, -0- 4.00
oliecmk J ﬂ 0-Nnanzo |:|err|n ?sagrv $ 6%%2 $25.O§O $ 31.848
{0 naV|k nmnnzn errlna ishery — US .. K= rers s 218
ea Fisher Southeast Alaska Float\n Processor %888 50,000 51,93
V\{<rd Shipyard Ketc[ykan Vesse| Maintenance ) 0, %g 8
Marn% sBaSEEa?oo suce(F\lsote 3) Ten%opfg eIn & Beaa{ oglerélrrtl) essin bt g 00
e 51K afoods KakneK g gSS 883 bt Bl 100,00 102%
Bal 1. Brothers D|n|n§ham gua 0od Process|n 13%?% 85888 5g1612
Trinity Resources Kodia Flstglng/Processm YSA -8- 7861
E? i tFI 0 and Crab Kenal Seafood Processin 500 -0- 5
z( % 3 Homer Test Quik-Pik Machine -0- rg), 20,
EPA Eo gay, Ore on Fsh aI Products -Q- 25, % :
ter I|ncq Seafoods theas F ogtln Pr o ssor -0- 28, ,
adie Cove Bo gNoée 3) Kache Bay oo B at ] udy -0- 10, ,
ob W oo wa ? Note 3) Kodia hln Fea5|b| Ity -Q- : 8
WOKWi hg KO0 | ea 00 Proces sma -0- , )
ache 3 a oodﬁ To ? ea oo Pr 0Ccessin -0- , 20,000
S?gs&a SSearood Mgrketln Hing Smo d Salmor - 3 30,000
Institute J Juneau Seafood Marketing 41,993 -0- 41,993
Ticul ture
Alaska Mushroom Anchorage Market Stud 225 Q- 22
Anc?mr Renewable Farms Anchor Point GresPro ucey 1,411 —§— 868§
g% rp Palmer usaroom Farm -0- 20,000 20,
erry Co ections Anc oraﬂ onfectioner -Q- 8 8
R|coanEe AIeLH|aP [slands L|vestock arm -0- , ,
Commermar Berry Farms Palmer Market rEtudy -0- g: g:

(continued next page)
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DEPAR TMENT E
s S

Ap ' (UNAU TeErB)er 0’
Investee Location Business 6r|ns umsed é@mmmed Total
(Note 2)
Timber
Pme s Sa Tok ' , :
sntaerg Wﬂasl&an Wood ﬁglc#eosrage @\?\,&n ﬁlurnlture %gg% 1%8 8@8 lg%ggs
IHterlor VIA age Assoc. Falrbanks Rural Development : )
oadyay U er KuskokW|m River Hrrﬁt%?o 115%68 1&'@@@
*ﬁ%“ Eitzsim rﬁs §Note 3) #Perl r Alaska Firewoo %de -0 25. 080 25.
Just Logs {P\I Log Market Stady 0 1 10,000 10.000
Total $930.000  $1,108,472.

Note 1: Tne Sci}]eddu of TechnlcaJ A sLstance d;1red from ARRC records. The information. contained in
I e was not audited by us an a co ingly, we do not express an opinion on it.

Note 2. Commitments represent funds drawn out of Treasury but not yet dishursed to applicants/investees.
Note 3: Ajnounts committed for these projects were subsequently returned to Treasury and will not be used.



APPENDIX D

ALASKA RER LE RE OlFJRRE\S/E %P TION
SC éllESDU rE OTH 8 SE 0 9FiJ
OB
(Note 1)
Investee Location Purpose Amount

Pledged Assets and Guarantees

Fl¥|n Fish and Crab Homer Damage deposit $ 25,000
o ol o G, Vol fee i
Seafoods o? Alaska S rﬂ%g Note auarantee 500,

|
te
Licensing Agreements

Anchor Renewable Farms Anchor Point  Royalty from sales 4,500

Algernative Energy Development
(Eorporatelon % P Anchorage Royalty from sales 53.900

Total 5$883.400

Note 1: Fed ule . of Other Usg of Fund Y]vas ?re ared from ARR ecords
or at|0n onta|ne In the edule was not audite yus and
accor Ingly 0 not express an opinron on it
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do not express an opinion on It.

Note Is The Schedule of Delinquent Loans_waf prwaared from ARRC records. . The Information contained in the Schedule
was not audited by us ‘and accordingly,



DEPARTMENT OF REVENUE
ALASKA RENEWABLE RESOURCES CORPORATION
ATTORNEY GENERAL OPINIONS

JAY S. HAMMOND, GOVERNOR

DEPARTMENT OF LAW

POUCH K-STATE CAPITOL
CFHICE OF THEATTOHHEY CBENEHAL JUNEAU, ALASKA 99811

465-3600
July 29, 1980

[lr. Gerald R. Wilkerson, CPA

?iviﬁi%vn of Legislative Audit JiR. 80 W0
ouc
JI& GISLASASE
Juneau, Alaska 99811 AUDTT
Re: ARRC spending and investment

practices
Our file: J-66-792-80

Dear hr. Wilkerson:

You have asiced whether (1) the statutory limitation
on the Alaska Renewable Resources Corporation's (ARRC's) in-
vestments in a company includes oufight loans, (2) whether
technical assistance funding can come from ARRC's capital
budget, (3) whether applicants for that assistance must meet
the same requirements as those imposed for financial assist-
ance, (4) whether ARRC must receive a return on expenditures
for technical assistance, and (5) whether ARRC or the Depart-
ment of Revenue has ultimate authority and control over the
investment of ARRC's surplus funds. We will answer each
question in turn.

1. The statutory limitation on ARRC's investments
relates to equity investments and does not include loans.

AS 37.12.080(b) provides in relevant part that the
ARRC board may not

STATE OF ALASKA 2 3- DIVISION OF LEGISLATIVE AUDIT



ALASKA RENEWABLE RESOURCES CORPORATION
ATTORNEY GENERAL OPINIONS

Gerald R. Wilkerson -2 - July 29, 1980

invest in more than 49 percent of the outstand-

ing corporate stock or other corporate obliga-

tions issued by an applicant
Given their plain meaning, the words "corporate obligations”
would certainly include promissory notes, bonds, and any oth-
er liabilities of the applicant. However, "[t]he notion that
because the words of a statute are plain, its meaning is also
plain is merely pernicious oversimplification." «United States
v. Monia, 317 U.S. 424, 431 (1943)(Frankfurter, J., dissent-
ing). This is especially true where, as here, we are deal-
ing with a statute which is the apotheosis of imprecision,

I'f we look at the statute as a whole, it seems ra-
ther obvious that ARRC will routinely be holding all or al-
most all of the promissory notes issued by applicants. The
very reason for ARRC's participation is the unavailability
of regular financing. Ch. 179, 8§ 2, SLA 1978, set out as a
note preceeding AS 37.12.010. Hence, giving the words "other
corporate obligations” their plain meaning would confound
the very purpose for the legislature's passing the statute
in the first place. Accordingly, we concur in the interpre-
tation placed on this prohibition by the ARRC board, i.e .,
as being applicable only to equity interests in applicant
corporations.,

2. Funding of technical assistance can come from
ARRC's so-called capital budget

We do not doubt that, as an accounting rule, tech-
nical assistance expenses should be considered as operating

expenses as opposed to capital expenses. The problem here,
STATE OF ALASKA -24- DIVISION OF LEGISLATIVE AUDIT
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ATTORNEY GENERAL OPINIONS

Gerald R. Wilkerson 3 - July 29, 1980

however, is that the legislature appropriates to the capital
budget without regard for the niceties of that distinction.
That is true not only of ARRC's budget but of the entire bud-
get generally. Accordingly, the mere fact that money has
been appropriated to ARRC in that part of the budget denomi-
nated as being for "capital projects” does not, in and of
itself, make it unavailable for expenditure for what are usu-
ally categorized as operating expenses.

Given the highly generalized nature of the appro-
priation to ARRC for capital projects and the absence of any
legal significance in the denomination in the budget of appro-
priations for "capital projects,” there are no legal restraints
on ARRC's expending the latter for technical assistance. As
a statutory rule, ARRC's own administrative expenses are to
be budgeted as its operating exper.ses. AS 37.12.095(b) pro-
vides: "The total amount of the corporation's operating bud-
get shall be specified separately in its budget and appro-
priated from the general fund." The ARRC projects, which
by force of this statutory exclusion -- necessarily include
technical assistance, are then to be budgeted separately,
presumably as capital projects. This is precisely what ap-
pears to have been done here. In the 1979 appropriations
bill, ch. 80, SLA 1979, at page 115 of the 1979 Temporary and
Special Acts, $638,000 is appropriated to ARRC from the gen-
eral funi under the general denomination of "operating expen-
ditures." Id., at 69. On page 164, some $32 million, broken

down into resource categories, is appropriated from "other
STATE or ALASKA -25- division or LEGISLATIVE AUDIT
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funds" to ARRC under the general denomination of "capital
projects." Accordingly, this use of the funds has to be va-
lid valid under both AS 37.12.095 and chapter 80, SLA 1979,

3. Technical assistance must bhe limited to entities
which are qualified applicants for financial assistance.

As ARRC counsel points out, the statute does not
generally lend itself to certainty. On this matter, it is
as follows:

The corporation may provide funding for tech-

rc}lucaallifiaenélJI gggahgce;nnetnst ggvi”t:ecgr;]dsigg?smnaencceess;?y

in the circumstances.

AS 37.12.115(b)(emphasis added). The statute defines "appli-
cant" as follows:

{gpfhléc%rgtr'ponpgmsnafgsrsf?r?ammgaeslgipsltiacnact(iaon
AS 37.12.125(1)(emphasis added). The term "qualified appli-
cant" is not included within the definitions section of the
statute, but in effect, is defined by those provisions of
the statute which describe the. requirements for financial
assistance in AS 37.12.085, which states that "[a]n applicant
s qualified if," ho has submitted a proposal under AS 37.-
12.080(a)(l), is a three-year resident, and has not been a
failure on previous projects with the corporation.

Counsel for ARRC suggests that it may be necessary
for some applicants to receive technical assistance before
they can qualify in that they are not capable of submitting
a proposal under AS 37.1.2.080(a)(1) without that assistance,
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But the requirements of AS 37.12.080(a)(l) are not that tech-
nically difficult, and there can be little question that, as
a practical matter, an unsophisticated applicant with a great
idea would have no problem meeting the loose requirements of
section 80(a)(Ll). After that has been done, the board can
"provide funding for technical and management advice and as-
sistance to qualified applicants as it considers necessary

in the circumstances." AS 37.12.115(b)

4. There is no requirement that the board real-
ize a return on money provided for technical assistance.

We concur with ARRC's counsel that the statute does
not require ARRC to realize a return on money provided for
technical assistance. We think that it is left to the sound
discretion of ARRC'r, board to determine whether money so used
must be repaid. The House Finance Committee stated that the
money would be repaid. 1978 H. Jour. 832. But the discre-
tionary language of the statute to the effect that the money
so used "may form a part of a later investment," must bo.
deemed to control

5. The Do artmcnt of Revenue has control over the
investment of ARRC funds.

We have concluded that the establishment of the
Alaska Renewable Resources Development Fund, AS 37.11.010
040, the Alaska Renewable Resources Investment (nee Perman-
ent) Fund, AS 37.11.050 - 090, and the Alaska Economic Dis-
aster Impact Fund, AS 37.11.100, is in conflict with the
constitutional prohibition against dedicated funds and is

27
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therefore, a nullity. */

The 1974 legislation establishing these funds and
the introduction in 1975 of bills to establish still other
special purpose funds led to an opinion from this otfice in
which we concluded that mineral revenues are within the con-
stitutional prohibition against dedicated funds.- 1975 Op
Atty. Gen. No. 2; Alaska Const., art. IX, § 7. The opinion,
in turn, led to the adoption of a constitutional amendment
to provide for a single exception to allow the dedication of
certain mineral revenues to the Alaska Permanent Fund. Under
the maxim expressio unius est exclusio alterius, all other
dedications are excluded from the exception. 2A SUTHERLAND
STATUTES AND STATUTORY CONSTRUCTION 8§ 47.23 (4th Sands ed
1973). In other words, the constitutional amendment provid-
ing for the Alaska Permanent Fund precludes the establish-
ment of these funds.

The "allocation" of these same mineral receipts to
ARRC under AS 37.12.020, which was adopted in 1978, is simi-
larly a proscribed dedication which is equally unc”?nstitution
al and, therefore, likewise a nullity. Aside from the excep-
tions made by the constitution itself for dedicated funds,
the only way that public money can be made available for ex-

*/ We had previously opined that, taken as an ac ting
e

coun

device rather than as a dedication, the original 1974 act-
ment might be valid. Informal Op. Atty. Gen. Oct. 12, 1977

The 1978 legislation and ARRC's Interpretation of its in-

tended effect compels us to come now to a contrary conclusion

STATE cr ALASKA DIVISION OP LEGISLATIVE AUDIT

-28-



APPENDIX F
DEPARTMENT OF REVENUE

ALASKA RENEWABLE RESOURCES CORPORATION
ATTORNEY GENERAL OPINIONS

Gerald R. Wilkerson 7 July 29, 1980

penditure is by an appropriation. Alaska Const., art. IX,
§ 13. Appropriations can be made solely in appropriation
bills. Alaska Const., art. II, § 13.

According'.J ARRC funds consist solely of the money
appropriated to ARRC by the flegislature in appropriation
bills, nothing more, and nothing less, the provisions of AS
37.12.020 to the contrary notwithstanding. As with all other
instrumentalities of the state government, ARRC's appropria-
tions remain in the treasury under the control of the Depart-
ment of Revenue until they are to be used, except to the ex-
tent that the legislature has provided to the contrary. There
Is nothing in AS 37.12.010 - 125 which provides to the con-

trary and which also conforms to the constitution.

Sincerely yours

WILSON L. CONDON
J

Assistant Attorney General

RWP/pjg
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M EM ORANDUM State of Alaska

to:Gerald L, Wilkerson DATE April 1, 1981
Legislative Auditor
FILE NO:J-66-412-81

TELEPHONE NO: 465-3600 ")
from WILSON L. CONDON suMethC0[1Stituti0na|ity
ATTORNEY GENERAL of the Renewable Re-
sources Investmenli\ilj]
By: Fund ‘

~ Rodger W. K
Assistant Attorney

_ You have asked us for our views on the constitution-
ality of the Renewable Resources Investment ~und. In our view,
it is unconstitutional.

. ~ The Legislative Counsel has opined to the contrary,
relying in part on a plain-language interpretation of the con-
stitutton's provisions on dedicated funds. The Alaska Supreme
Court has occasionally used a plain-language interpretation to
determine the meaning of a statute E.g., Alaska Mines and
Minerals, Inc. v. Alaska Industri ~ Bd., 354 P.2d 376, 379
(Alaska 19605". But a literal inte retation of the words of a
statute or constitution should not ' aPphed if it will frus-
trate the framers' obvious intent and it the words can reason-
abl% be given a different construction. 2 A. Sutherland, STA-
TUTES AND STATUTORY CONSTRUCTION, § 46.07 (4th Sands ed. 1973).
And even where the court states that, when the law is plain,
there is nothing left for interpretation, Alaska Public Emplo
ees' Ass'n v, State, 525 P.2d 12, 14, n. 1?7 (Alaska 1974) th
court does, in fact, interpret it. There simply is no rule
that forbids the use of aids in construing the meaning of a
statute however clear the waords may a?pear on superficial ex-
amination. Train v. Colorado Public Interest Research Group,
Inc., 426 U.S. 1, 9-11 }19/6). For that reason, resort should
be had to the recorus of the Constitutional Convention where,
as here, they provide substantial aid in ascertaining the mean-
ing and purpose of the prohibition against dedicated funds. */

y-
e

Twn resort is had to the record, there can bhe no

*/ As a practical matter, the Alaska Supreme Court has consis-
tently resorted to the MinJtes of the Constitutional Convention
The only guestlon Is how much weight it will give to the re-
marks of delegates
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ntended to bar the dedication of

|

0p. Att{. Gen. No. 9. We will not
. The Alaska Supreme Court has yet to

rule whether that intent will be

may not. But until it does rule

given its effect. It may or

, It is our view that the words
"tax or license" in article IX, section 7, of the constitution
are flexible enough, in context, to include all revenues, and
that therefore, the framers' intent must be given effect

question that the conventio
oil and gas revenues. 1975
repeat that opinion here. T

n

Giving the language of section 7 that meaning not
only accords with the undisputable intent of the framers but
also with the obvious conclusion of the voters that an excep-
tion from the prohibition against dedicated funds should be
made with respect to at least 75 percent of certain minera
revenues. By expressly makln% this exception, the amendment
includes all remaining mineral revenues within the bounds of
ication, all ocher
d. 2 A Suther-
7.23 (4th Sands

the prohibition. That is, by necessary imp
dedications of mineral revenues are prohibit
I%nd,gsg?TUTES AND STATUTORY CONSTRUCTION §
ed. 1973).

I
e
4

~Accordingly, under article IX, section 7, of the Alas-
ka Constitution, the dedication of five percent of mineral rev-
enues for a special purpose prescribed by AS 37.1.1.020 is uncon-
stitutional and invalid on its face. The additional dedications
of interest and of amounts remaining in the fund, AS 37.12.060,

are equally unconstitutional and invalid.

Thel.e%iﬂative Counsel also opines that an amendment
made to article [X, section 7 b{ the same amendment which es-
tablished the Alaska Permanent Fund grand ithered in dedica-
tions made prior to that amendment. Thus, in his view, even

if the dedication for renewabhle resources had been unconstitu-
tional, it was validated by this amendment. However, the Leg-
islative Counsel's view here is directly contradicted by the
rules established for amending the constitution.

The applicable constitutional provision reads as fol-
lows:

The lieutenant governor shall prepare a ballot
title and proposition summarizing each Broposed

amendment, and shall place them on the ballot

for the next general election. . |f a wajont%

of the votes Cast on the proposition favor tne
amendment, it shall be adopted.

STATE or ALASKA -73- division OF LEGISLATIVE AUDIT
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Alaska Const., art. XIIl, § 1 (emphasis added). */ The appli-
cable statute adds: "Each amendment shall be confined to one

subject." AS 15.50.010. Arguabw, the constitution itself
might not Tmpose a single-subject requirement, but it probably
does, and the statute clearly does. Moreover, both require
that the subject not merely be disclosed but, in the language
of the statute, be identified by "a true and impartial summary.
Here, neither the single-subject nor the disclosure requirement
was met. Each, is discussed In turn.

_ Generally, the rules applicable to statutory construe
tion apgly as well to the provisions of a constitution. 16
C.J.S. Constitutional Law § 15 (1956). The rule with respect
to subjects is that where a statute contains two or more sub-
jects but only one is disclosed by the title, the subject which
Is disclosed will be given its effect and the undisclosed sub-
jects contained in the statute are invalid and of no effect,
1A A, Sutherland, STATUTES AND STATUTORY CONSTRUCTION § 18.08
é4th Sands ed. 1972&. Cf., Port of Longview v, Taxpayers of

ort of Longview, 533 P72d 12S (Lash. 1975)(nummary of consti-
tutional amendment).

In the instant case, the title or sus resolution

which proposed the amendment disclosed that ‘Mdd establish
"an Alaska Permanent Fund for certain proceeds vod rrom
non-renewable resources.” The clear implication x. uiiat a sin-
gle fund is to be established. It says nothing about establish

Ing additional dedicated funds, by validation of unconstituLxon
al dedications. The. title remained unchan?ed in the legisla-
ture, notwithstanling two significant but Tittle noticed amend-
ments to the proposed amendment.

One of these amendments changed the word lconstitu-
tion" to the word "section" in LI® last line of section 7 of
article IX of the constitution to provide - in what can only
be characterized as by stealth and deception - for the contin-
uation of dedications existing not when the constitution was
ratified back in 1956 but when the amended section was rati-
fied, i1.e., to grandfather in all the unconstitutional dedir »-
tions established by law between 1956 and 1976,

onstitutional
S dments

[ ¢ t
propose ame

A86 P.2d 506, 511
m

th

Visio
S

t providing for the legislature to
1
u
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ictly constried. Moore V. Shanahan,
71). Here, the use of the singular

;tlon of amendments which are not by
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We have taken [e position that this amendment was

without any effect */ b cause (1% to be effective, it had to
(but did not) make refe: jnce to the invalid legislation it
sought to validate, Matthews v. Quiniton, 362 P.2d 932, 938-939
Alaska 1961); Annot. 171 A.L.R. 1072 (1947), (ZR its subject
object or purpose) was not disclosed by the title or ballot
summary as required under the constitution, art. XIII, § 1,

the law, AS 15.50.020, and recognized legal §r|QC|pIesh 16 AM.

JUR.2d Constitutional Law § 45 (1979); and (3) its subject,

retrospective validation of diverse, inv .

was separate from and in addition to the purpose or obeect 0f
establishing a new, singular dedicated fund, and therefore, re-
quired separate treatment. Alaska Const., art. XIII, 8§ 1; AS
15.50.000. See Kerby v. Luhrs, 36 P.2d 549, 554 (Ariz. 1934),
94 A.L.R. 1502 (1935). **/

The Legislative Counsel assumes without discussion
that, with the slight guidance provided by the voters' pamphlet
and ballot sunwnaq, the average voter would notice the change
in words and would be able to comprehend that the change from
“constitutioi to "section" means that the amendment necessar-
ily ratified or validated theretofore unconstitutional dedi-
cated funds. No basis is given for this assumption. None ex-
ists .

alid dedicated funds,

In reviewing HJR 39 for the governor, this office
missed the change in words altogether, and the reviewer made
no mention of it. The review letter was signed by Attorney Gen-
eral Gross after further review by Assistant Attorney Genera
Peterson. Neither of them noticed the change of words either

¥/ We took the position in the SEring of 1979 when, nearly
three years alter its adoption, this amendment was first brought
to our attention bK Douglas Pope, its Ilikely author. Until
then, we -- like thousands of others -- had never noticed it!

**[ The second of the significant but litflcd noted amend-
ments to HJR 39 added the phrase "unless otherwise provided by
law" to the proposed section 15 of article IX to provide that
income from the permanent fund would go into the general fund
unless otherwise provided by law. The effect or purpose of
fhTs latter change was not disclosed by the title or body of
the proposition or by the committee report on the resolution.
1976 H. Jour. 685,
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In writing supporting and opposing statements on the
constitutional amendment for publication in the voters' pamph-
let, neither the officers of the State Chamber of Commerce --
who must be credited with at least as much percipience as the
average voter -- noi former Speaker of the House Tom Fink (like
wise) indicated any awareness of the change of words and its
purpose or effect.  One would think that the latter, who oF-
posed the amendment, would certainly have mentioned the all en
compassing validation of unconstitutional dedications as an ad-
ditional reason for voting no on the question. The only reason
able inference is that the change was not discerned.

The Cordova Times editorialized in favor of the Prop-
y

osition. Friday, Oct. 29, 1976. It understood that "[o]n

the interest on the fund could be used to run the government,”
but it showed no awareness of the P033|b|||ty of the amendmentl
grandfathering in other dedicated funds, or at anxﬂjate, 't
made no mention of it. The Fairbanks Daily News-Miner lauded
the establishment of the permanent fund. ednesday, Nov. 3,
1976. It cautioned about possible "multi-billion dollar pit

of political shenanigans to rival the worst union pension fund
scandals,” but made ro mention of additional multi-million
dollar dedicated funus for special purposes. FEarlier, Friday,
October 29, 1976, the News-Miner had editorialized for the
fund's establishment in a lengthy, detailed examination of the
proposed constitutional amendment. Not one mention was made

of the change in words which would validate the theretofore un-
constitutional dedications.

While the News-Miner's editors had obviously given
the proposition on the permanent fund a fot of thought, there
is not the least indication that they discerned the ?033|b|th
that the amendment grandfathered in other dedicated funds.

The Anchora?e Times editorial for Sunday, October 22,
1976, described the pluses and minuses - maing.thellatter- 0f
the %rqposed permanent fund at length. The editorial's tone s
so obviously unfavorable that it is unreasonable to assume that
even thqugh they understood that replacing the word "constitu-
tion" with "section" would result in validating theretofore un-
constitutional dedicated funds, the Times editors ignored it.
One can only infer that they (too) missed it altogether. Mo
other reas an explains thelr.0n1Ut|n% it from their listof draw
backs in 'he proposed constitutional amendment.

Following the election, Anchorage lawyer and former

legislator Joe Josephson wrote about the permanent fund in his
weekly newspaper column. Anchorage Timcs. Tuesday, Nov. 9,
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1976. While he indicated concern for tin effect that the exis-
tence of the new dedicated fund might hal ts on Alaska's govern-
mental finance policies, and thereby, on |Its economy, nothing
in the column indicated any understanding that the amendment
validated dozens of theretofore unconsti jjtional dedicated
funds for special purposes. In sum, none of the state's keen-

est observers appears ta have even notice il (1 the amendment to
section 7 of article IX. I

In Short v. State, 600 P.2d 20,1 22 n. .4 (Alaska 1979),
the court stated that due process is denal Aad if the ballot prop-
osition fails to adequately notify the w Lers of the proposi-
tion's subject matter. And there is no ¢  uyestion that the con-
stitution requires a summary of each amer, diment to be placed on

the ballot. Alaska Const., art. XIII 8§ i, It seems pretty
obvious here, that the summary and other Information on the
proposition did not in any way indicate t] dpersons who were
interested and concerned that the effect af replacing "consti-
tution" with "section" was to grandfather in unspecified, nu-

merous dedicate * funds for special purpos ds which had thereto-
fore been unconstitutional,

~ The courts agree that adequate aotice of the subject
matter is mandatory, he summary of a be Mot proposition must
inform the voters of as many .f Its featil [cos as word limitations
allow . E.g., Redden v. Meyeis, 513 P.2d 767 (Ore. 1973); Basett
v. Myers, 508 P72d T9? (Ore. 1973). It j mould have been simple
enough for the draftsman of the ballot ti cle and summary here
to state the ﬁf|n0|pa|features of the npi Aposition, l.e., that
among other things it validated hitherto invalid dedications,

One can only infer that the summary's dra  [ftsman omitted to do
so because he did not know that this was Ja feature of the prop-
osition. */ This omission was by no meat 13 minor. It simply is

not: enough to leave it to the voters to a Jafer certain effects

or consequences. The duty to summarize n  “aquires that adequate
notice be made. undleaf v. Myers, 520 I (.2d 438 441-442 $Ora
1974); Short v. State, 600 irep~r16, 22, Tl 4,25, n. 15 (Alaska
1979)(dicta). The failure to include the| purpose or object of
Lite amendment in the summary excludes it [from the scope of the
amendment. Port of Longview v. Taxpayers of Port of Longview,
533 P.2d 128"TwThnr_T?277") .

I In this instance, this office draftci the summary, The pro-
posed summary was reviewed by the lieutei ant governor's assis-
tants and the director of elections. Noi e caught the omission,

i.e.. N0 one noticed the change in words
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o ~As regards separate subjects, the rule in "his juris-
diction is liberal with respect to their inclusion in single
measures. Short v. State, supra; Gellert v. State, 522 P.2d
1120 éAIaska 19747, Suber v. Alaska State Bond Committee, 414
P.2d 546 (Alaska 1966). It will be rare, indeed for our court
to overturn any measure on the single-subject rule. */ Never-
theless, this might well be the one.

_ While both amendments are obviously parts of a broad-
er single subject, i.e., dedicated funds, and therefore, related,
each is also separate with respect to its object and purpose.
Joining the two in a single proposition deprives "the voter of
his or her liberty of choice, forcing acceptance of an objec-
tionable proposition b% coupling it with an unrelated meritor-
lous objective which the voter earnestly wants to sugport."
Short v. State, 600 P.2d 20, 25 (Alaska 1979). In Short, the
court held that coupling correctional facilities with public
safety facilities in a single bond proposition was valid. Here,
it would have to find that cou(Jolln_g the establishment of the
unuiuely poF.ular permanent fund with validation of the previ-
ously established and unknown number of unconstitutional dedi-
cated funds is valid. The comprehensive construction programs
which underlay the decision in Gellert and Short and the “inex-
tricably intertwined" taxation which underlay the decision in
North Slope Borough v. Sohio Petroleum Corp., 585 P.2d 534, 545
(Alaska 1978), are missing here. There isneither a comprehen-
sive plan nor an inextricable interrelation here. There is a
rider, the very evil the rule described in Short is designed to
preclude. 1A A  Sutherland, STATUTES AND STATUTORY CONSTRUC-
TION § 17.01 (4th Sands cd. 1972). Accordingly, the additional
amendment violates the single-subject rule.

_ - Accordingly, because the replacement of "constitu-
tion" with "section" in article IX, section 7, of the Alaska
Constitution was not mentioned in the title of the resolution
which proposed the amendment and was not made known to the

voters and because conﬂoining it in the same Dballot proposition
as the establishment of the Alaska Permanent Fund violated the

sitions for con-
office per-

it would have

e with AS 15.-

section 1, of

The single-subject rule is agéalied to prop

| "amendments by AS 15.50.010. Had t
t the amendment contained two subjec
h on the ballot separately in accord
the precise language of article XII

onstitution.

O.
his
ts,
a}nc
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single-subject rule, it is a nullity and of no force or effect.
The dedication of revenues for renewabhle resources was and is
invalid.

RWP/pjg

cc: Honorable Thomas K. Williams
Commissioner
Department of Revenue
Ronald D. Lehr, Director

Division of Budget & Management
Office of the Governor
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M EM ORANDUM State of Alaska
T0 Gerald L. Wilkerson, CPA DATE November 2, 1981
Legislative Auditor ,
Division of Legislative Audit FILE NO: J-66-058-
TELEPHONE NO: 465-3600
FROM: WILSON L. CONDON subject: Aucjit of ARRC |Eﬁ
ATTORNEY GENERAL RUT'\A

By: 1 S0 0., nutii *
Leslie J. Ludtke
Assistant Attorney General

~ You have asked this department's advice concerning
four issues which have arisen in your audit of the Alaska
Renewable Resources Corporation (ARRC). The questions raised
by your aulit are:

1. Did ARRC have authority to expend repaid
principal from previous loans made?
2. Did ARRC have authority to  expend funds

appropriated by Chapter 33, SLA 1980 after
January 31, 19817

3. Did ARRC have autholrity to expend funds for
post-investment technical assistance?

4. May an ARRC Trustee serve on the Board of
Directors of an ARRC investee?

We will answer each question in turn.

1+ ARRC may not expend funds except as appropriated
e

by the gislature.”
AS 37.12.095 provides that the corporation (ARRC) may
expend money only as appropriated by the legislature. This

provision is constitutionally mandated by Article IX, § 13 of
the Alaska Constitution which allows money to be withdrawn from
the treasury only by legislative appropriation. We have
already advised vyour office that ARRC funds consist solely of
the money appropriated to ARRC by the legislature in
apfro riation bills. (Formal opinion of the Attorney General,
1/29/60). No legislative appropriation has been made to ARRC
which would allow the expenditure of the repaid principal from
previous loans., Any expenditure of those funds therefore
violates AS 37.12.095.
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2. ARRC may not expend funds appropriated by
Chapter s3, SLA 1980 after January 31, 1981,

Section of FCCSSB 140 created the commercial fish
purchasers assist <ce fund and provided for the administration
of this fund by the board of trustees of ARRC.  However,
Section 4 of the same bill repealed the 'commercial fish
Eurchasers assistance fund on January 31, 1981. Section 1 of
CCSSB 22, the appropriation bill which accompanied FCCSSB 140,
appropriated the sum of §15,000,000 to this fund. The lapse
date of this appropriation was June 30, 1981. It is clear that
tne difference in lapse dates between the act creating the fund
and the appropriation bill creates a problem as to where the
appropriation can be deposited after the fund is repealed.

o In previous opinions, we have advised that if no fund
is in existence to receive the specific appropriation from the
general fund, (Informal opinion of the Attorney General 6/8/77)
the funds must remain in the general fund. Similarly in order
to expend an appropriation, the ager.cy must have both the power

to expend the money and must have the money itself. In this
instance, ARRC has the money but it does not have the power to
expend it. Therefore, because the legislature has not

conferred the power upon ARRC to expend funds after January 31,
1981 to assist comercial fish purchasers, no funds appropriated
for that purpose may be expended for that purpose after that
date. Therefore, the unencumbered balance of the appropriation
must lapse.

3. ARRC  may expend  funds foe post-investment
technical assistance.

AS 37.12.115(b) provides that ARRC may provide funding
for "technical and management advice and assistance  to
qualified applicants —as it considers necessary in  the
circumstances." The fact that the "qualified applicant" must
have submitted a marketing |p|an under AS 37.12.085(1), does not
preclude further funding for marketing studies or technical

advice if ARRC considers that funding "necessary in the
circumstances.” In our formal opinion to your office on
July 29, 1980 we advised vyou that the ARRC board may provide

this type of assistance to qualified applicants ‘where it
considers the assistance necessary.

STAI'E OF ALASKA _2° DIVISION or LEGISLATIVE AUDIT
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4, An ARRC trustee who also serves on the Board of
Directors of an ARRC investee may not vote on or
participate in discussions concerning matters in
which ARRC has a financial interest.

~AS 37.12.065 specifically addresses the question you
have raised in your request for advice. Apparently, an ARRC
trustee was at the time of investment and is now a member of
the board of trustees of an ARRC investee. AS 37.12.065 does
not prohibit an ARRC trustee from maintaining such an interest,
provided :hat that interest was acquired hefore the investment
was made. Tn relevant part, 37.12.065 provides

C
S

[f a member or employee owns or controls
such an interest, he shall immediately
disclose the interest in writing to the
board and refrain from participating in any
manner in any activity relating to that
interest.

This  statute prohibits the  board member  from
participating in activities affecting this interest either in
the capacity of an ARRC trustee or as a board member of the
corporation “in which ARRC has an interest. In several previous
opinions we have concluded that public officials may not
participate in any manner in matters in which they have a
financial interest. (Informal opinions of the ~ Attorney
General, 7/1.2/63, 3/5/81.) This same rule should be strictly
applied to members of the ARRC board. Because of the peculiar
quasi-governmental nature of their position, ARRC board members
should be particularly cautious with respect to even an
appearance of a conflict. In this instance, the ARRC board
member should refrain from all discussions of the investment
and any vote related to the investment.

LJL:vrb
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December 17, 1981

Gerald Wilkerson, CPA
Legislative Auditor

Division of Legislative Audit
Pouch W

Alaska Office Building
Juneau, Alaska 99811

Dear Mr. Wilkerson:

You have requested this department's advice regarding
whether an Alaska Renewable Resources Corporation (ARRC) Trus-
tee or employee ma'l serve as a votlng director on the board of
an  ARRC investee. We think that AS 37.12.080(b)(A) clearly
prohibits ARRC from placing an employee or trusteeon an. in-
vestee's board for the purposeof exercising voting rights on
matters relating to the managemert of the investee,

~AS 37.12.080(b) (A) provides that ARRC may not "assume
responsibility for management of any .jroject in ~which it has
invested and may not exercise voting rights for that purpose or
for any other purpose which is within the scope of managerial

control." This section ab.solultely.ﬂ.rohibits exercising voting
rights for any purpose “"which is within the scope of managerial
control." Uuler AS 10.05.17A, tho position of a director of a

corporation is functionally defined to include management of
the business and affairs of the corporation. Therefore, any
exercise of voting rights by an ARRC Trustee or employee would
necessarily be fora purpose which is within the “scope of
managerial control.

The only exceptions to this prohibition against voting
as a_member of the board ~ of ar ARRC investeeare provided in
AS 37.12.080(c). This section allows the ARRC board to take
any action which it deems necessary to protectits investment.
However, before  the ARRC board may act under AS 37.12.085(c),
it must find that actual circumstances or events threaten the
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investment. In the situation you have described in your opin-
lon request, no circumstances exist which warrant extraordinary
action under AS 37.12.085(c). We, therefore, conclude that if
an ARRC trustee or employee is a director of an ARRC investee,
that trustee or employee 'may not vote as a director of the ARRC

investee.
Sincerely,

WILSON L. CONDON
ATTORNEY GENERAL

Le/ilie J, Ludtke
Assistant Attorney General
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107) 465-4616 Gerald L. Wilkerson, Auditor

Budget and Audit Committee

Division of Legislative Audit

Pouch W

Juneau, Alaska 99811
".0. Box 628 Dear Mr. Wilkerson:
nchorage, Alaska .
99510 Thank you for the opportunity to respond, to
£'107) 279-5602 the audit recommendations in your Preliminary

Review. We appreciate the time you have
| v (907) 272-2508 spent in analysing our activities,

For the most part, items 2, 3, 4, and 5 are
matters which have heen the subject of
continuing debate and legal analysis since
the beginning of our brief history. Responses
to these items are unlikely to be surpr|3|n%
to you as they have been discussed at Ien%t

in the course of the audit. Items 6 and

are operating matters which are discussed and
for which remedial action is suggested.

Item 0 is a policy matter which the Board
feels is its prerogative to decide under the
legislation. Although your basis for making
the recommendation is understandable, we feel
it does not take into account the practical
realities of certain types of investments.

Recommendation No. 1 suggests that certain
alternatives to the ARRC statute be considered.
Although the Board is in agreement that
changes are desirable, or even necessary, the
alternatives it would suggest if asked, and
tlie reasons therefore, would be very different
from the ones offered in the letter.

i Policy approachcs

As general, comment, the Board sees the
overall audit as fair comment on a comf)lex
piece of legislation set in an extremely
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volatile practical and political landscape. On

the other hand, since the document may stand as

the only legislatively developed comment of substance
for the legislature to consider in ARRC'S sunset
year, we had hoged perhaps for more detail and
depth. It ma%/ e that such matters were outside
the scope of the audit or, justifiably, the Division
may have determined that it was ill equipped to
consider the economic and industry-wide issues and
data needed to make a thorough evaluation.

A leading authority on development finance has
recently described the original basic concept of
ARRC as "...one of the most innovative and creative
ideas in development finance in the Western Hemisphere."*
Such enthusiasm is not generated by the simple
fact that the Corporation has the ability to
provide equity financing, as the audit seems to
suggest, but rather because it represents major a
commitment to a number of specific premises in the
field of development financing. Substantial
resources are assigned to bottom up, enterprise
development, pursuant to specific economy-wide
oals, and yet the audit seems to characterize the
RRC, and the recommended successor organizations,
as something akin to a midrange Small Business
Investment Corporation. Thus, "venture capital
financing", which is referred to repeatedly in the
audit, represents only a small portion of the
mature organization's function and investment
program.

We note some tendency in the letter to bhase recommendations
on abstract possibilities or literal readings of

the statute rather than on the actual operation of
the statute or its applied implementation. Without
question, the Act is fong and complex and, as

well, has nuances and ambiguities, as most statutes
do, which could be given various interpretations.
There is much that courd have happened and priorities
could have been established and readings made in
different ways by different persons or circumstances.
But the purpose of a performance audit, as opposed
to a critique of legislation, is to evaluate what
did happen. The Act no longer stands alone as a

*

De.iden Hull Daniels in a report to Senator Pat Rode¥,
Chair, Senate Interim Banking Committee, Hovombi-r 11,
19

01.

_-
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speculative abstraction, but has been in the
rocess of implementation for three years or more.
here are particular events and personalities
attached to the law; it has a history, a portfolio
and a daily existence. It has established certain
prﬁorltles and has taken some paths while avoiding
others.

A critigue which departs from a legalistic point

of view is not as misleading as the narrowness

referred to above, however, it lends a certain
confusion to the audit, raises questions that are

not really questions, and makes some recommendations
less substantial than they could have been. An
example would be the objection that ARRC's capitalization
is a constitutionally prohibited "dedicated fund"

as suggested on page 3 and. in Recommendation

No. 2. This is, as a practical matter, a non-

issue .

Response to Recommendation No. 1
AGREE.

The letter states that ARRC should not continue to
exist in its present form under the existing
statutes. SuPpoyt for this recommendation is that
the enabling legislation lacks sufficient guidance
and direction for the Board, and, that the structure
and. the statutes "...do not provide an efficient

or economical use of the corporation's resources."
Unfortunately these assertions are not supported

by explanation, examples, or analysis which could

be rebutted or explained.

I't is not possible in our view to evaluate actua
performance or to consider design alternatives _
without reference to a particular mission, strategies
and standards of performance. The identification

and characterization of the problems to be solved
will dictate, to a very large extent, the preferred
design of any organization established to solve

then. In short, effectiveness requires that form
must follow function., In this regard it is sug%eﬁed
that too little has been understood of the functions
sought to bo filled by an economic development

entity such as ARRC. "As a result we fear that the
omission has lead to unwarranted conclusions,

about ARRC's actual performance and, as well, to
premature recommendations for a successor organization.

_45-
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At the outset, a distinction must be made hetween
legislative direction, as actually set forth in

the statute, and the direction that various parties—
Ieglslatlve, executive and public— thought such an
effort should take after the implementation had
begun. Popular wisdom to the contrary, read as a
whole, the ARRC legislation provides, or at the

very least can be read to provide, very substantial
guidance and direction. When analyzed, most
obHectlons to ARRC's activities were not to the
effect that it didn't have direction, but that
people didn't like the direction; they said, they
wanted or expected something different. The
causes for this situation were various, but a root
cause can be traced to the facts that (1) the
provisions of the law were never publicized and
debated prior to passage, and, (2F that Bassage
was obtained without first securing the basic
consensus it needed to get the company enough
breathing space to get started.

Incidents illustrating this point are too numerous
to list, but their cumulative effect was fatal to
the organization. The ink was not yet dry on the
Trustee adppomtment letters before a bill was
introduced by the administration to usurp the
first year's capitalization to clear land for the
Earley project at Delta. The legislature held the
company hostage, i.e., as interhouse trading
stock, two sessions running, and in addition,

plo ﬁ)ed a_ 15 million dollar/fone month operating
problem (Emergency fish fund) on the company in
dts first year of investment., When pressed,
bankers and others in the private sector approved
"the concept" (as well they might since it was
perhaps the most pro-private sector bill ever
passed by the legislature) hut not only failed to
express their approval in ary important way but
viere privately critical.

These examrp_les are Eiven not as any sort of excuse
or rationalization but to serve notice of the

extreme_IY important nature of "_brlngmgD everyone

along" it a successor organization 1S Dbeing contemplated
Likewise, and nearly as important, the very many
excellent features of the ARRC should not be ,
summarily tossed out slmplg{ because the Corporation

is percelved as a political failure. With skillful
consensus building and a few important legislative
changes, ARRC, or an ARRC-like organization, can
provide leadership and a national model for the
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most innovative, exciting and successful development
financing in the United States.

Such a model will not be created, however, by the
deepened control, reduced scope and limited nature
of an organization recommended by the letter. In
fact, one would have to seriously question, in
spite of the substantial need for any source of
equity financing in the Alaska economy, whether
there is value at all in a "state agency" or "loan
program" which is run by bureaucrats and/or part time
volunteers, subject to annual appropriations, the
Executive Budget Act and contracting procedures,
and having limited latitude in its ability to
structure deals. Such an approach not only

ignores the AFRC experience, which was exactly the
opposite, but the experience of every other similar
fund established in the United States, public or
private.

ARRC's difficulties in operating have not flowed
from a lack of accountability or control—we have
had legislative auditors actually sitting in our
offices for about half of our operating existence.
On the contrary, the difficulties have arisen from
too much control and too much accessability. Had
the legislature, for instance, actually cut off
ARRC's operations with less than two weeks notice,
as it nearly did last session, and set adrift a
40-some-odd million dollar portfolio, it would

have resulted in an embarrassment of national
proportions. This does not say that the legislature
would not be entitled, or even justified, in doing
so. It merely points up that a credible, effective
flna_ncm_? institution which asks peogle to Fut
their [ife's work in its hands must be insulated
from short term political change no matter how
justified it may seem.

Thus the Board would not only recommend that any
amended ARRC or future organization not only be
freed from the requirements of the Executive
Budget Act, but that it bn freed from the annual
appropriations problem by being endowed with,
capitalization in the form of @ fund, established
all at once, or contributed to over time. Of the
400 or so equity wielding investment firms in the
United States, all have such a character.

It is further recommended that considerably more
thought he given to the advantages and disadvantages
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of various structural options when the organization's
mission and functions are more fully described.

Much confidence has been expressed, for instance,

in the establishment of a public board, although

no reasons for this have been given. (Indeed, no
reasons have been given as to why the existing
organization is insufficient, although the trustees
themselves have noted some limitations.)

A part time public board is ordinarily used as a
political buffer and as a bridge to the public of
some government function. Both elements are
necessary to an ARRC-like organization. It is
difficult, however, to think of a volunteer,

part time board which has, on its own, developed,
or even overseen, an important overall policy,
replete with necessary strategies, implementation
objectives, and management oversight. Neither are
part time boards suited to making and maintaining
complex individual investment decisions. They are
notorious for being the captives of their executive
directors and are more likely than most to indulge
in log rolling and vote trading based on economic,
geographic or other external consideration. When
investment decisions must be based on subjective
and personal elements, strategic considerations,
and solid technical analysis, the success of a
part time public board would be a rare accident.
ﬁdd; for its failure, or even scandal, would be
igh.

Trustee Spear has made the subject of organizational
structure a part of a draft paper concerned with
legislative design considerations if more discussion
on this topic is desired. He has argued for a
hybrid board of four public part time members and
three full time trustees as are presently provided.
The structure not only provides avenues to the
private sector, buffering and public access but
provides continuld® expertise and attention as
well as protection a?alnst the inherent instability
and fragile nature of the triumver

Rocomnendation j

The Leoislaturo should consider the repeal of AS 37.11.01

OrTT and AS* 1+ .12 . CT<57
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Corporate counsel has been requested to review his

opinion on the statutes cited in this recommendation,

and he has informed us that he stands behind that

opinion, a copy of which is attached. See the

February 20, 1980 opinion entitled "Stewardship of

the Renewable Resources Fund." It is not clear j
what cash management and investment practices are

found lacking by the auditor.

Recommendation Mo. 3

ARRC should discontinue expending repaid principal from
previous loans.

DISAGREE.

This practice is supported by the opinion of corporate
counsel; he stands behind that opinion, a copy of
which is attached. See the December 2, 1980 opinion
entitled "Reinvestment of Returned Investment
Principal and Accounting Procedures.”" Reinvestment
of returned principal is permitted by ARRC's

enabling legislation.

Recommendation Mo. 4

ARRC's funds should be deposited with and invested through
the Treasury Division of the Department of Revenue.

DISAGREE.

Again, see the two opinions of counsel attached,

dated February 20, 1080 and December 2, 1980. |
ARRC's enabling legislation gives it responsibil ty 1
for capital budget appropriations to it. ARRC's Il
enabling legislation also provides for reinvestment |
of returned investment principal. That legislation

does not, however, provide for reinvestment of
earnings on investments. To the extent that ARRC's
investment practices arc in accord with those
principles, the corporation's practices are supported
by opinion of counsel.

Recommendation Mo. 5

arrc trustees _and _employees should immediately resign from
nositflons" on The TfoarcToT~Director'fl~of~J\urci*Investees.

DISAGREE.

Arrc trustees and employees have from time to time
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been placed on investees' boards. ARRC requested
and received an opinion of counsel on this practice,
a copy of which is attached. See the opinion dated
June 28, 1981 entitled "Trustees on Investees’
Boards." ARRC has adopted this practice as a
policy matter. Clearly, ARRC must maintain a
careful watch over recipients of ARRC funding. The
only truly effective way to monitor investments is
by placing ARRC representatives on the investees’
boards. in the commercial world, to do otherwise
would be highly unusual; indeed, the failure of an
investor to follow that course could very well be
deemed to be less than prudent according to normal
investment practices, it is the trustees' collecti/e
opinion that the policy is a sound one. To the
extent that it is not permitted by ARRC's enabling
legislation, the legislation should be changed.

Recommendation Mo. 6

ARRC should improve the documentation of its analysis of
applications for financial assistance.

AGREE.

The staff throughout the past eighteen months has
been developing, modifying and improving its practices
and procedures with respect to documentation of
investments.

The nine of 32 application files not evidencing
written findings merely received conditional approval
for financial assistance, subject to further review
of financing plans and findings in the affirmative

in accordance with AG 37.12.80(a), as was reuqired
to obligate FY81 appropriated capital prior to
year-end.

There are no excuses fo the incompleteness of
other applicant files. immediate stops will be
taken to a' sure the appropriate documentation of
each portfolio company.

Recommendation Uo. 7

ARPCshould implement procedures that provide public
competition for tccluncal~ assi.'stancr contract.

AGREE.

Final approval for the procedure was obtained from
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the Department of Administration in July, 1981.
ARRC w ill begin implementation of its sequential
elements in January, with completion of the first
cycly of activity estimated to require SO days.

Recommendation Mo. 8
DISAGREE.

ARRC has buy/sell provisions in several of its
investment agreements, and has attempted during
negotiations of investment terms to arrive at
buy/sell provisions in all equity investments it
has made. It should be understood that buy/sell
provisions effectively place a ceiling on ARRC's
return. Prospective investees have frequently
regarded the 25 to 305 return expectation proposed
by ARRC as unacceptably high, and have themselves
elected not to include buy/sell formulas in final
documents. It would, of course, be imprudent for
ARRC to agree to return ceilings which fail to
offer the prospect of rewards commensurate to risks
taken.

As to the timing for the execution of stock options,
all investment documents contain prov: sions attesting

to ARRC's willingness to negotiate the sale of its
interest at any time.

Thank you for your consideration of these comments.

Sincerely,

Trustee






—DRANDUM

TO: OOCHARVEN GARDINER
ZHARQH

FROM JOHN SUND

DATE: MARCH 23, 1931

RE: AQUACULTURE HEARINGS

The corrmittee has schedule hearings to be held on fisheries enhancement
and rehabilitation and aquaculture for March 23 and 24. The basic
outline of the hearings is as follows.

10 Monday 3 to 5 pm

3-4. Overview of the state programs. Bob Roys, director of
FRED w ill present the states program. Because the time is very limited
the presentation w ill be very brief. Any detail of specific programs
w ill be offered in response to questions from the ccmndttee.

4-5. Overview of the private not-for-profit program; AS
16.10.375-600 and AS 43.76. This program includes regional associations
and individually owned not-for-profit corporations. There are five
regioral associations and the testimony w ill be offered in a panel
approach to avoid repetition. They w ill review the history of the
program, its current status and proposals for the future. The panel
w ill consist of the following:

1 Ron Wendte: Southern Southeast Regional Aquaculture
Association: Ketchikan

2 Derek Poon: Northern Southeast Regional Aquaculture
Association: Sitka/Juneau

3  Armin Koemig: Prince William Sound Aquaculture
Association: Cordova

4  Floyd Heimbuck: Cook Inlet Regional Aquaculture
Association: Kenai

5 Paul McCollum: Lower Yukon/Kuskokwim Aquaculture
Association: Bethel

There are several individually owned not-for-profit
aquaculture associations in tne program. They are listed in the
attachments. The problems they face are substantially the sane as the
regional associations although they do not have access to the resources
of the regionals. Also there are actually and potential conflict areas
between the regional associations and the individually owned
corporations. The following w ill testify on their behalf:

.6 Ladd MacCauley: Douglas Island Pink and Chum Corp.
Juneau



MEVICRANDUM

TO:
FROM:
DATE:
RE:

HOUSE RESOURCES COMMITTEE IVEIVBERS
COMMITTEE COUNSEL JOHN SUND

MARCH 23, 1981

RACKET MATERIAL FOR AQUACULTURE HEAR'

The attached m aterial consists of the following:

NECESSARY FOR THE ACTUAL HEARINGS

(1)

@)

Memorandum dated 3/23 to the committee cochairmen frcm Sund
outlining the Monday hearings. One pace.

Memorandum datel 3,4+ ro the committee cochairmen frcm Sund-
outlining the Tuesday hearings and summarizing the issues.
Five pages.

BACKGROUND MATERIAL:  LEADING TO THE HEARINGS.

3)

(4)

()

Memorandum dated 2/27 to all interested parties from committee
cochaimen requesting written response to various issues
relating to aquaculture as outlined in an attached memorandum.

Responses to the 2/27 letter from the following participants:
Southern Southeast Regional Aquaculture Association

Northern Southeast Regional Aquaculture Association

Cook Inlet Aquaculture Association

Lower Yukon/Kuskokwim Aquaculture /association

Department of Commerce and Economic Development

Governor's Office

Kodiak Area Native Association

Department of Fish and Game; FRED; Fish Marking, Recovery
And Evaluation Program.

BACKGROUND MATERIAL:  AQUACULTURE

(6)

"The M iller Report;” Analysis of Selected Elements of the
Alaska Salmon Resource Development Program. A Report to the
Aquaculture Policy Study Group of the Alaska legislature. By
Wally M iller; Leonard Lane; B ill Wilkerson.



MEVCRANDUM
TO: OCOCHARVEN  GARDINER
ZHAROH
FROM JOHN SUND
DATE: MARCH 23. 1981
RE: AQUACULTURE HEARINGS MARCH 24. 1981

The aquaculture hearings for Tuesday March 24 w ill focus on the issues
which are creating the roost difficulty at this time. The regional
association representatives and the director of FRED met on Friday/
March 20, 1981 with Committee Counsel Sund in preparation for these
hearings. At that meeting many of the current issues were discussed.
Because of the tine constraints of the ccmnittee and that only 2 hours
were available the follov/ing issues were determined to be the most
important.

POSSIBLE COMMITTEE ACTION

There are four possible reasons for the committee to have these hearings
and three possible actions that can be taken:
1 Statutory change; b ill required;
2 Policy direction; resolution required;
3 Budgetary matter; committee letter to finance ccmnittee;
4 Information;

The action that the participants request the committee to consider are
listed as the issues are summarized.

ISSUES FOR COMMITTEE ACTION

Summaries of the, following iss\ies are attached. One page of
summary for each issue. The issue is appropriately numbered and title d
at the bop of the page. Further detail is provided in each members
files.

1.0 FINANCING.

1 statutory changes

2 appropriation b ill

3 recormejdation to finance committee
2.0 BROODSIOCK POLICY

1 policy issue; possible resolution
3.0 FISH MARKING, RDCOVERY AND EVALUATION

1 recommendation to finance ccmnittee
40 REGIONAL PLANNING

1 statutory changes

2 recommendation to finance ccmnittee



