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and all individuals is needed to maximize existing
shelter possibilities for the homeless. More private
sector cont*™ jtiuns to this effort will be needed as

State revenues decline.

(10) Demand will rise to meet all available State revenues
for multiple housing development as soon as funds for
such development become available. Action in support
of such development on the State level should be swift
and consider all existing and new proposals that could
and would be submitted for State funds prior to
December 1983. Awards  should be made shortly
thereafter and construction should begin as soon as the

1984 season will allow.

A new level of housing service delivery is now needed for
Icw-co-moderate income Alaskans. Every effort should be made to
learn from past examples of projects attempting to meet such need,
and to create future projects full of fresh perspectives and
workable alternatives for this growing population of Alaskan
citizens. Further investigations of rental housing unit delivery
should be undertaken by the State as soon as "possible, with the
ultimate goal of constructino a viable prototype project during

the 1984 construction season.






A. Purpose

Multiple Unit low rent housing can be made available through State
of Alaska construction grants, similar to Senior Citizen Housing
Development now offered. Grants could be used to cover all phases

of the development, including, but not limited to:

- Euilding site purchase

- Site preparation

- Plans and specification preparation
- Purchasing materials

- Financing construction

Grants could also be used to finance planning, rehabilitation or
renovation projects to modernize, vrepair or alter existing low

rent units.

Finally, grants could be used to leverage federal, local or

private funds available tv, any project.

3. Proiects-in-Partnership

It is the experience of the Senior Citizen Housing Development
Program that locai housing problems are best solved ac the local
level. An enphasis should be placed on the local commitment and
support of any State funded public housing construction project.
It is "recommended that a steering con *'teeeof seven mo fifteen
individuals be formed for each projects This committee should be
authorized to receive and expend project" funds-"on behalf of any
organized® local government"operating" at "the project location.” In:
the absence of an organizedlocal government” this.-committeev
should establish itself as a 1legal non-profit entity to- sponsor ~
and manage the project from planning- through construction=and on:
into ownership and operation. " Issues such as site selection,
design criteria, and so on are all established and handled by this:
sponsorship ~group regardless of local government organization or

lack thereof.
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C. Grant Specifications

Grant applications for either a planning grant or a construction
grant could be accepted and reviewed by the State. <Planning
grants would beawarded-.on a per unit:basis® foria minimum of 1% “of
total project most"up- To—a -specified Inaximum- amount and-icould- be

usea-for-*-various Pl anriing"*cat"egories, such as:

- determining the project feasibility

- developing a management plan

- site acquisition, including land purchases,
options, long term leases, purchase agreements,

condemnations, donations or pledges to donate

- project desi”® specialists for soils analysis,
building design, construction management  and

general project management

Planning grant award is not considered a commitment to fund a

constr Jtion grant.

Construction grant awards can be- used to full” or partially- fund
the actual construction or renovation -of 11"« 9ncome multiple
-housing- projects.. Grants -could be awarded competitively on an
annual-"-scnedule coinciding” with e construction “<seasons- and
scheduling. w An- annual--- grant*- deadline of January 31st would be

eanticipated.-"

Fund maximums on a per unit basis should be developed and include
all fundsavailable from any source for a specific project.

Ninety-- percent, of the -Tonstruction-"funds."are available ""during,
construction based on the construction grant agreement signed with
"the-*-State."-* Ten percent.or: the grant "is-, payable., upon project
m-completion and final project audit. Fund limitations could be
waived upon review in the case of extraordinary remote site

development costs.



D. Grant Application Process

The application® process for grant funds should include the six

major steps of:

Organization/Needs Assessment

Determination of Funding Options

Preparation of Feasibility Demonstration Proposal
Preparation of Project Management Plan

Submission cf Project Budget/Project Schedule

o 01~ W N

Construction Grant Award/Execution of Contract Grant

Agreements

The application/award process 1is only a portion of total project
execution. The full project includes grant application, grant
award, construction, occupancy and operation steps, and audit and
evaluation procedures. Sponsoring agencies are advised of total
project development steps and work with the State -hrough all

phases.

E. Program Creation "
As financing of multiple unit low-income housing grants 1is a new
arena for State government, time 1is required to finalize such a
program. As there exists a prototype for housing construction
grant award in the Senior Citizens Housing Development Grant
Program, regulation drafting, form creation, program
advertisement, application review and project award systems exist
within Coinnunity and Regional Affairs, Housing Assistance
Division. Information on existing programs and review of
legislation to create new multiple wunit Jlow-income funds is

available or. an ongoing basis :rom Division staff.
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F. Authorils Note:

Ais document has been written at |legislative request, The
statements contained herein result from the cumulative experiences
of staff of the Housing Assistance Division within Community and
Regional Affairs. All statistical information is taken from the
Alan”"-an Statewide Housing Needs Study: Phase 1 and 1l Reports,
March 1983, CH2M Hill and associated authors. Specific reference
citations for further study are available upon request through the

division.
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PROPORTION OF LOW- AND MODERATE-INCOME
HOUSEHOLDS UNABLE TO MEET AFFORDABILITY STANDARDS
WITHIN THE STATE AND REGIONS

ALL HOUSEHOLDS

STATE
ANCHORAGE

URBAN

RURAL

REMOTE
Low and Moderate Income Low and Moderate
Households Served by Income Households
Rental Assistance and Home Unable o Meet
Ptiraese Programs Afforcebility Standards

DISTRIBUTION OF LOW- AND MODERATE-INCOME HOUSEHOLDS

UNABLE TO MEET AFFORDABILITY STANDARDS AMONG REGIONS
{Representi shaded am! hatched areas in above bar chart. The
percentages inside the uedges represent each region's share of the
entire universe of neai. Those outside the toile represent the
share of universe of need that is being served by rental
nssixtunic itnd home purchase programs./

FIGURE 31
HOUSING AFFORDABILITY

ALASKAN STATEWIDE HOUSING NEEDS STUDY



PROPORTION OF OVERCROWDED HOUSEHOLDS
WITHIN THE STATE AND REGIONS

ALL HOUSEHOLDS 100%

DISTRIBUTION OF OVERCROWDED

HOUSEHOLDS AMONG REGIONS

(Represents shaded ureas
in above bar chart)

FIGURE 3-2

SUFFICIENT LIVING SPACE

a LASKAN statewide housing needs study

CH2M
SSHILL



E3a Chapter 3
aa HOUSING SUPPORT PROGRAMS

In the Phase | Report, three basic measures of housing need
were delineated: affordability, physical adequacy, and suf—
ficient livirg space. These categories overlap, although
limitation? Nf existing data did not permit meaningful
measurement of the overlap. Nevertheless, the presentation
of housing needs on the basis of this classification pro—
vides significant information bearing on the programs that
exist, or could exist, 1in response to those nee-us.

Housing needs, and the extent to which households 1in need
are being served by State and Federal housing programs, are
presented graphically in Figures 3-1 through 3-4. These bar
charts illustrate the size of the group with particular needs,
or that receive certain services, Tfor the entire State, as
well as within the four functional regions defined by this
study (see Appendix B, Functional Regions of the State).

The 1length of the whole bar represents all of the households
in Alaska, while the shaded and hatched areas 1indicate the
portion of households 1in need and, 1in some cases, the pro—
portion of households presently being served by programs.
The accompanying pie charts are presented to indicate the
distribution of needs and service provision 1in Alaska.

The following narrative expands upon the significant features
of these graphics, and also summarizes a number of additional
Alaskan housing needs as determined in Phase 1 of the study.

Housing Affordability fad

0 The bar chart in Figure 3-1, Housing Affordability,
shows that, although almost 9 percent (11,362) of
all households in the State are households being
served by rental assistance and home purchase pro—
grams, over 28 percent (an additional 37,775 Ilow-
and moderate-income households) also unable to
meet affordability standards are not being served
by programs.

0 The pie chart in Figure 3-1, Housing Affordability,
shows that the greatest number of households with
unmet needs 1is in Anchorage, and that only 1in the
remote region are a majority of those 1in need being
served.

Renter Households
Census data not available for use 1in the Phase I Report indi—

cate that over 15,000 low- and moderate-income renter house —
holds were paying more than 35 percent of their household



income for rent and utilities in 1980. The proportion of
these renters paying more than 35 percent of income for
housing ranged from 30 percent of renter households in
Anchorage, 24 percent of urban renter households, 27 percent
of rural renter households, and up to 39 percent of renter
households in remote Alaska. Slightly over half the total
number of renter households paying an excessive proportion

of income for housing are 1in Anchorage, with another 25 per—
cent 1in the urban r~gion and the remaining 25 percent in the
rural and remote rr

Owner Households

Census data not avai. or use in the Phase | Report indi—
cate that slightly lesw ...an 6, 900 owner households are pay-—
ing more than 35 percent of their income for mortgage pay-—
ments, taxes, 1insurance, and utilities. Owner households

represent 31 percent of all low- and moderate-income house—
holds 1in the state paying an excessive proportion of income

for housing. The proportion of owner households paying over

35 percent of income for hous_ng ranges frcm 7 percent of

all Anchorage homeowners, 6 percent of urban homeowners,

12 percent of rural homeowners, and up to 17 percent of home—
owners in remote Alaska. Approximately haif the owner house—
holds paying excessive housing costs are in Anchorage and

the urban region, and half are in the rural and remote regions.

Elderly Households

0 About 67 percent of elderly renter households (1,374
of 2,051) are served by rental assistance programs
as compared with 13 percent of nonelderly low- and
moderate-income households (3,09-7 of 25,330).

0 Nearly 72 percent (5,158) of all elderly households
are homeowners. Although about 68 percent of these
households have low and moderate incomes, very faw
are assisted by the complete subsidies provided to
renter households.

Sufficient Living Space

0 The bar chart 1in Figure 3-2, Sufficient Living
Space, shows that 10 percent (13,220) of the house—
holds 1in the State are overcrowded. In the remote

region, nearly half lack sufficient living space.

0 The pie chart in Figure 3-2 shows that there are
actually more overcrowded househ®"ids in the rural
region (32 percent of the overcrowded households
in the State, or 4,243 householis) than in remote
Alaska (29 percent of the overcrowded households
in the State, or 3,849 households). Overcrowding
also affects a substantial number of Anchorage
(2,648) and urban (2,480) households.
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Physically Adequate Housing

0

0

Need for

The bar chart in Figure 3-3, Housing Without Ade—
guate Plumbing, shows that 7 percent of the State"s
households (8,665) 1lack complete plumbing by study
standards, while 10 percent of all households
(13,628) 1lack complete plumbing by census stand-—
ards. The glossary (Appendix A) explains the dif—
ferences in these standards.

Statewide, the total nu.nber of housing units with
an inadequate seating system, houses with no heat
and with ' flues, is estimated at 2 percent (3,013).

The pie charts in Figure 3-3 show that, according

to census standards, the need for complete plumb—
ing is greatest in remote Alaska, followed by the
rural r gion. By study standards, the rural region

has over half the State®"s need with urban places
next.

Housing-Related Services

Older Alaskans express the need for a range of
housing options that accommodate their changing
requirements. Many handicapped people could also
benefit from a wider range of housing options and
living situations.

The unavailability of home suppo.rt services and
semi-independent living options contributes directly
to the institutionalization of handicapped persons.
Some 758 persons (40 percent) of the institutional —
ized handicapped could be "de-institutionalized"

if suitable housing-related programs were available.

Distribution of housing-related programs 1is skewed
toward Anchorage and the urban region, the popula—
tion in rural Alaska 1is under-represented among

the households served, and almost no services are
provided in remote Alaska.

Almost seven-eights of the existing home support
program clients (28,372 of 33,653) are elderly
persons. Mentally handicapped, emotionally dis—
turbed, and severely physically handicapped people

are receiving much less service proportional to
their, numbers.
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STATE OF ALASKA

FISCAL NOTE Revision Date , 1983
REQUEST Il.  FISCAL DETAIL
Bill/Resolution No.: S.B. 252 Agency Affected: Commerce & Econ. Dvlpnmt.
Title: Reappropriating aida funds Program Category Affected:
SponsorT Josephson/Fischer BRU, Program of Subprogram”) Affected:
Requestor: Alaska Industrial Development Authority

EXPENDITURES/REVENUES:  (Thousands of Doll ars)
FY 83 FY 84 FY 85 FY 86 FY 87 FY 88
OPERATING
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS, CLAIMS, ETC

TOTAL OPERATING -0- -0- -0- -0- -0-
CAPITAL L5.000
REVENUE

rUNDING:  (Thousands of Dollars)

GENERAL FUND

FEDERAL FUNDS

OTHER (Specify Source) Ib’.0uU
Alaska Industrial Dvlpmt. Authoriy
Multi-Family Housing Loan Security Fund
POSITIONS:

FULL-TIME

PART-TIME

TEMPORARY

I11. SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

IV. ANALYSIS: Attach a separate page for anyAnalysis

Prepared By: Bertram L. Wagnon n Phone: 274-1651
Division: Alaska Industrial DeV'elopmUl \Authority Date: 4/22/83
1
Approved by Commissioner: V D1te: M/d /al___
Department: -

Distribution:
Original to Legislative Finance
Copy to Office of Management and Budget (for Legislature introduced bills)
Copy to Department (for Governor introduced bills)
Copy to Sponsor
Copy to Requestor (if different from Sponsor) 3/8/83



SB252 DQCUMENT= 1 OF 1 PAGE = i OF 3

! BILL = SB252
j ROOT = SB0252

BILL ROOT:

! SB0252

BILL NUMBER:

SB252
INTRODUCED:
! 4/14/33

REFERRED: LABOR AND COMMERCE
! AND FINANCE
OR.IG SPONSOR;
BY JOSEPHSON AND V. FISCHER

(FUNDING INFO:
GENERAL FUND $ -0-

OT;ER FUNDS -0-
Hu _O_

IN THE SENATE
SENATE BILL NO. 252

IN THE LEGISLATURE OF THE STATE OF ALASKA

ISB252 DOCUMENT- 1 OF 1 PAGE = 2 OF 3
THIRTEENTH LEGISLATURE - FIRST SESSION
A BILL
rriTLE FOR AN ACT ENTITLED:
"AN ACT TRANSFERRING AND REAPPROPRIATING A PORTION OF AN
APPROPRIATION MADE TO THE MULTIFAMILY HOUSING LOANS

SECURITY FUND IN THE ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY
TO THE LOW-COST AND LOW INCOME MULTIPLE FAMILY HOUSING

DEVELOPMENT FUND IN THE DEPARTMENT OF COMMUNITY AND
. REGIONAL AFFAIRS; AND PROVIDING FOR AN EFFECTIVE DATE."
[rCXI. BE IT ENACTED BY T.IE LEGISLATURE OF THE STATE OF ALASKA:
« SECTION 1. ALL RIGHT, TITLE AND INTEREST IN STATE OF
ALASKA CERTIFICATES OF DEPOSIT HELD IN THE MULTIFAMILY
housing loans security fund of the alaska industrial
DEVELOPMENT AUTHORITY IN AN AMOUNT NOT TO EXCEED

$15,000,000 |IN UNPAID PRINCIPAL ON THE EFFECTIVE DATE OF
THIS ACT, AND ALL RIGHT, TITLE, AND INTEREST IN MORTGAGES,
NOTES, AND OTHER INSTRUMENTS OF SECURITY MADE IN
CONNECTION WITH THOSE CERTIFICATES OF DEPOSIT, HELD IN THE
MULTIFAMILY HOUSING LOANS SECURITY FUND OF THE ALASKA
INDUSTRIAL DEVELOPMENT AUTHORITY ON THE EFFECTIVE DATE OF

SB252 DOCUMENT- 1 OF 1 PAGE = 3 OF 3
THIS ACT, IS TRANSFERRED AND APPROPRIATED TO THE LOW-COST

AND LOW-INCOME MULTIPLE FAMILY HOUSING DEVELOPMENT FUND IN
THE DEPARTMENT OF COMMUNITY AND REGIONAL AFFAIRS.

* SEC. 2. THE APPROPRIATION MADE BY THIS ACT IS FOR THE
CAPITALIZATION OF A GRANT FUND AND DOES NOT LAPSE IN

ACCORDANCE WITH AS 37.25.010.
K SEC. 3. THIS ACT TAKES EFFECT ON THE EFFECTIVE DATE OF

AN ACT THAT ESTABLISHES HIE LOW-COST AND LOW-INCOME
MULTIPLE FAMILY HOUSING DEVELOPMENT FUND IN THE DEPARTMENT
OF COMi .UNITY AND REGIONAL AFFAIRS.

‘nd of documents in LIST - ENTER RETURN or ANOTHER COMMAND.



STATE OF ALASKA

FISCAL NOTE Revision Date , 1383
l. REQUEST Il.  FISCAL DETAIL
Bill/Resolution No.: S.B. 252 Agency Affected: Commerce & Econ. Dvlpmt.
Title: Reappropriating AIDA funds Program Category A ffected :
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Requestor: Alaska Industrial Development Authority

EXPENDITURES/REVENUES:  (Thousands of Dollars)
FYy 83 FY 84 FY 85 FY 86 FY 87 FY 88
OPERATING
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
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MAY 1 31983
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Division: Alaska Industrial DeVelopraQfltAAuthority Date: 4/22/B3
Approved by Commissioner: Date

Department:

Distribution:
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Copy to Office of Management and Budget (for Legislature introduced bills)
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Multi-Family
Housing Loan
Fund/AIDA _

(use for low
income)

AK Indust.
Deve iopment
Authority
(interest
rates)

SENATE BILL NO. 253. by Senators Josephson and V. Fischer.

Would amend laws governing the Multifamily Housing Loans

Security Fund in the Alaska Industrial Development Authority

to allow use of assets in the fund to establish capital reserve
funds to secure bonds issued in connection with the financing

of multifamily housing projects. Provides that a capital reserve
fund established to secure such bonds is not subject to the current
statutory limit of $10 million under AS 44.88.105(a).

The Fund was established in AIDA last session to set up a temporary
program to finance new multi-family housing projects in the state.
(See Sec. 69, Ch. 113, SLA 1982.)

Amends Sec. 69(f), Ch. 113, SLA 1982 establishing the Multifamily

Housing Loan Account. Currently, money in the account may only be
used to purchase loans for multifamily housing projects. The bill
would allow use of funds in the account to originate as well as

purchase loans. Adds: "The authority may not use proceeds from
the sale of bonds of the authority to finance secondary loans for
multifamily housing.”™ Eliminates current provision which prohibits

AIDA from depositing proceeds of bond sales into the Multifamily
Housing Loan Account.

Provides for an immediate effective date.
Introduced April 14 and referred to Labor 4 Commerce and Finance.

SENATE BILL MO. 254, by Senators Josephson and V. Fischer.
Changes interest rates on loans made by the Alaska Industrial
Development Authority (A.1.D.A.) from the Small Enterprise
Loan Account that are guaranteed by the federal government
(such as S.B.A., the National Marine Fisheries Service, and
the Farmer®"s Home Administration).

Currently the rate on loans purchased by A.I1.D.A. with money in the
Small Enterprise Loan Account that is not from the proceeds of a
bond sale is equal to the mast recent index of Aa Corporate bond
yield averages as published by Moody"s Investors Service. Under
the bill, rates on these l.ans would be equal to "the lesser



ihiftiii 111 Chapter 111
(2) AS 16.10.310(a)(1)() or (C) If the total o, the loans rcc-w : i till# Act lor which a mortgage loan tins not been previously purchased

7).y Il borrower uiulef All 16.10.630 - 16.10,720 and AS 16.10. I|O(Gi)( 1) (It) <t wm= (lie Alaska Housing +in,nice Corporation.

4’
3j1((!) tuC/ not cxcoiml $100,000. .I;l - gic 69. ttLTIKAMILV IHIISitn: M= UIM'iJ. ¢y m ad111ion 1. i ffmi-
1 * See. 6i. A borrower who receives Il |0nn under AS 16.10.? O before tlu .. digs .mil .lee;l.irations In AS 6A.fiA.O10, the legislature finds, determines. id

n o
y.ffeei lve date of thin Act may receive n lo/in under s V'-Lirei) that

(1) AS 16.10.310(a)(1)(H) or (C) nfler the effective date of llili (1) tlicre exists in Che state a serious ohortay.e of decent, safe,
JArt 1l llie total of the loans received by the borrower unilur AS 16,10.110 mil sanitary inul].lfamlly >o»Ing units, and that this shortage Is Inimical to

(|In|ine the effective date of this Act and AS 16.10.3101a) (1) (II) or (0) nftn 'jthe safety, health, welfare, and prosperity of the residents of the state arid

i'll lu> .1 feet Ive date of this Act does not exceed $100,000] i'*a the sound growth of communities In the stntci and

i0§ (2) AS 16.10.310(a)(1)(A) ufter the effective date of tills Ail IIf ? it is iiecessary to give the Alaska Industrial Development

|
ii lilo total of the loans received under AS 16.10.310 hefurc the effective MilmJ iplainly the power to provide a means for financing additional moltifamily

*/,i-! Act and AS 16. 10.?,10(Gi) (1) (A) after the effective date cif Iliifi At mini; project s In the ntatc.
imt exceed $.100,000. (Ii) lit enidi I lon to the purponcs specified In AS 66.88.070, the purpose
n! 4 Sec, 66. Notwlihntandlng AS 16.10.120(1) and aeon. 66 and b'j «f lid* t ti" mih(tity In to promote, develop, and maintain an adequate supply of
"A<i tin* total of all loann that n borrower receivefl under (1) AS 16.10.6i0* vi*iii, nale, and sanitary mtil1lfaml 1y housing projectn during rlinen of
j6. 10./20i (?) AS 16.10.310 before the effective dale of this Acti and <" < rii|*e of am h prt>)ee»r. In the<tntc,by providing various me.ins of flnane-
Al. 16,10.310 after the effective date of thin Act, may not cm red $300.0° and facilitating the flnaneligy of jnul 11faml 1y housing projects In llie
* Sec. 67. in aecii. 66 - 66 of thin Act a lonn to nn ansocl.ile oC 4 s H*
O borrower la ronoldored to be n loan to the borrower. b till i flectionf (=) In addition to the powers conferred on the authority under AS 66.-
. Inc.- nf a hnrtnwet" II/Ifi Ilic fl-imc meaning, set out under AS 16.10.1MI" +lljA and Ila other powers, the authority has the following poweryj
#j  + SECi 61l  If a newly constructcd owner-ofcupled triplex ol frillT*[)t1 () (it mtkf INilli ami *o participate In the making of loans In
)>>, I'lpbied lielwein the effective date of lilts Act and October 1, 10116, and ' ~ ‘Jam llon with other li‘tidrtn, |Ilic Alaska Stale Mousing Authoruy, or .
Jii.rlplex or (mir-plcK > nUp.lhtf for flimnr 11y '""HIIT '"™*e provisions .* "' blp.ll.y ,.( ,.he sluts to anslai lo tin f1lunitelog ot multllamlly housing
".-.pedal nx,r lgage loan purchase program 0; the Al-éska Liousing IFi'rll"annndg i'l"llv(!. ' lu
dun (AS IH,Vi.O'L.lIl, llie Interest rale dule'.mlued uinh" AS 1L7,6.UDMr.i= 1 () lo own a mullllami ly housing project with sponsors, develop,*!a,
1(1) and (6) shall apply lo Iho first SIOfi.dOO of a im>A§épe loan lot aH J eis. or oilier pen,mu, in lo own a iiiotlir.mil ly housing project alone, for
iiol lo 1In; first $160,000 of a mortgage loon for s fom-plcx. In thin <m 1 o|"i'ie of inelnl,lining a security Interest In thst mol I lfsml ly housing
foer,

"newly cons llnete,| Owner-occupied triplex or foiir-pi”"x"™ sr.»i)n an owsrl

1) r, | . :
uieiipiiil Irlplex hi lour-plei, (list In tint occupied before the effective.*1 @ ' lorruw i«on,y( t= lIssue Its humlx, and In Jirnvile seeurlly
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te % %

Clio authority may net

b l l I '
[ ] 1 1
>jirn Joct.n, except Ilint Issue

liondn for (lie const metl

ijlrin.inc 1nj* for 1 miiu Ifaml 1y hounlng project unless the hnnils ore. In tin*

< -pt‘li]. of the Authority, adequately secured hy ;i letter of rreiltt or eipif

*jliziil necurltyi

et c9

to moke loans and to participate In the miking of loons ft -

lie procceda of tax-exempt bonds for a nmltl rmnl ly houalnp, Inl«e

projeet ot

*i atcs determined or agreed to liy the ...ichorllyi

0) to acqulr?, nrll, jr otherwise dispose of an Interest In <

>

mlt Ifsinlly housing projeet an reccanary or appropr lot = to provide IInin-I

lor the Housing projecti

| IItl to enter Into agreements with respect Ir a milllfaml ly hum

14project on terms and conditions that the authority coonldors advisable.
N 7 to aGflInt private lenders, the Alaska State Item, ttip AullmtV
th

inl ramiclp.'Ilitlett of the stare to make loann to lin.one llie costs ol null

hitm Ily lions hip, projleelsi

A (8)
]5|a loan

J't .icemiul of the enterprise development fund.

to use the mil111fflinl ly tiiionlnp, Soaiia security luitd to pro-

loss reserve for Iloans purchased hy I1limill 11faml ly hnusinp, lei

i fd) WIlh respect to the Issuance ot hnnda lo finance one or mure ns
jil.imlly lions lop, projects, In order lo fad 111a10 lit’ fImineltip <f a mull If

,, ljhiiitn Inp, project the authority may waive ur modify, as It cunnlilerii appri;

Alld pi udenl , the reipil rcnicnl n of AH /ZA11fl .090(e), fit.lH. lii(dl, and fi,i.*i*

j (el ‘the ‘irtivinloiol of AS M.Hfl, JO3(f) tin not, apply to capital te«

?2ul(undii eslahllulled to secure hoods Itinned in finance one nr mure mull Ifi

o‘j,hoilli lup. pro jeel a.

I cf> A moll Ifaml ly lions lup, loan aeenunl |Is esiahllshod hi the enli"

inJlevelop'iuuit Imill ol the authority (AH M .till, 15i), foils 1=l 1np, of muliey

fi jollier a Is of the enturprisu ilevel8Hinenl fund 'rl'g‘zcl”'llliilftbiitliorliy ‘h'p’

pitipter |11

mh il. Ilowevei', tlu- autliurlty may nut deposit proceeds Irom Ilie sale ol

mils of Ilic autliurlty Into the multifamlly housing

loan account. The nnali-

cully hiHislnp, loan account uliall l.c used only to purchase loans fur multi-

rally hour.hip, projects. Notwithstanding the provisions of AS M .88,1ii(il),

lean pot chain'd hy Ilic autliurlty for the multifamlly luninhip, loan account

o) may not lie for a term lonp.er than 30 years from the dale

wn IS madei

) shall he secured hy a mortgage or utlier security Instrument In

mimu-r the authority determines |5 feasible to assure timely rupayiueiit

| Ko B loanap.reenient entered Into with llic

hotrowerj the imMp.vip.I' or othei
hi ]ly Insiruinctil constltuteu a first lion against |.he no1l 11 anil Iy hour, hi
«Jed, execpt that Il nuiy he uuliordlnatcil hy the aulllorlly to a loan ntale

‘tedly or indireclly with the proceeds of a sale ol howls hy the toil hot 11v,

Alaska St.ite Ihms lup, Authority, or a municipality of the state during tin

‘i when |Iie hi.ill from these proceeds |U outstanding, and may l.e snhoiilin-il ®
- that ref Injures the original loan, |If Ilic amhorlly considers i
- .lalc lo do ‘Hi

i) shall provide lor aschedule of payments ol principal and
~test thathi satisfactory to the authority, and that may hicltule, wlihonl
mltalian, deferrals nr reilucl lulls of ..aymeiits, varlahla payments, halloo

‘meillt, tili.irhi,”. IN eipiliy appreolacitm, and other arrangi‘montm

1A) shall he In the form and contain the terms and provisions with
fl lo liiioirnnci.", reptilts, al loral lons, payment of taxes and .isscssnuuii s,

il reserves, delinquency chnrgen, default remedlen, acceler.il lon ol
oily, secondary Illeus, anil utlier mailers au the aulliurlly preset lhes,
<r) The hileres! rale mi a loan for one or more rrul].lfaml ly lloiisin.’

*CS 1inmeed from the proceiuls of tax-exempt hoods ur expected hy Ho

ihy (< ae ||n.meed from (.he proCcds of tax-exeii'‘pl houds may he ii ,
wl Il lower rate, an the authority conshlcrn npptoprlale, than the m i
-31- CC.isIl fifih
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I rii tptor 111
iidl funds .in dofiiidl In AS 44.88.15900, ultli rofip’L in ili.il loan.

@® The multlfunlly housing loans security fund Is established In te
authority. The multlfamlly housing loans security fund consists of money av
‘assets appropriated or translcrred to It, Llic income produced from lis limn
blliiont* nnd holdings, And deposits tlint the nuthority may make from repayment!

Illfjf multif.imlly housing loans purchased hy the multifamlly housing loan accou"

Oh.iplis* 111
« Inpmtuit Imill of the authority, or |If the balance In the u.ulLIf.mll;
lag loans SeCUrity fund is less lhun the amount of the Unpaid balance,
mid interest, and costs attributable to the loan, the remaining balance
<he multifamlly housing loans security fund shall be paid to the cnierprls

lapmenl: fund of the authority. The authority shall consider a loan fully
|
. . . . L barged for purposes of (j) of this section upon payment from the multl-
/=if the enterprise development fund. The purpose of the mill’ family liouilni
i i . i .1/ housing loans security fund to the enterprise development fund under
o loans security fund is to provide a loan loss reserve for the enterprise
=i subsection.
«development fund for multifnmlly housing loans made hy the authority from lie
o ) . 0) Not later than AD days after all mltifnmlly housing loans (hat
uw=imilt Ifamlly housing Iloan account of the enterprise development fund. The |
been made from the multifamlly housing luan account of the enterprise
" mlllfaintly housing Iloans security fund is not a general asset of the. |
. . . . . topmenl fund of the authority have been discharged, or considered to he
Hliuthorlty and may not be pledged or committed in any uay except to provlih i
I . . «burped under (1) of this section, any halnnco remaining In the multl-
Jliii.n loss reserve for tlie enterprise development fund for multifamlly hu'Hlu I
“ly housing loans security fund shall he transferred hy lIn- authority Lo

loann made by the authority from the multifamlly housing loan account of t<
* ~iale general fund.

enterprise development fund. The authority may 1 B
: 1*1 In Phij; sect lull,
(1) estalllah separate accounts In the multifamlly housing lo.m »
) ) ) . . [¢B) "author :L].y" means the Alaska Industrial Development Authority;
security fund lor multifamlly housing loans, an il finds appropriate, and s ™
) "muttifamlly bousing project”™ means a specific building,
esiah llull other accounts that It considers appropriatei
. . Iure work, or Improvement of five or more dwellin units, nr a rou <f
(2) hold and Invest money and other assets of |Ilie inul L1famlly ’ p 9 9 p
. . . < buildings, structures, works, or Improvements, the primary purpose of
housing loans aecurll.y fund at competitive national market rates In the I>e
k Is to provide rental dwelling accommodations anil which qualifies for

if Investments described In AS 37.10.070(a). i
) . eimpl lionising under sec, 101 of the Internal Revenue Code of 1B54, as
) If a multifamlly housing loan from the multifamlly housing 1"
a”; 1 =d f'b 11.5.0. see. 103), or sec. 11(h) of the National Mousing Act ol
account of the enterprise development fond of the authority Isnot fu
,|% is amended, nnd which 1Is originally financed before January |1, 1984;
lirepaid, Including accrued Interest, and Is not fully sal tufted after ili
) ) ) ) "efamily housing project” Includes Ilic ncqulult lou, countruciion, oi
.enforcement ©°f any security that the aut.horliy has acquired under <l)<¢) '
1 hd <111 «tImt of land, building,a, and Improvements for rent'll dwellings,
jihlfi aetllon, the o.i'‘cciit. lve director of the .mlhurlly shall certify the | ~
i ) . . . . ‘ailons, and nlhei facilities that may lie Incidental in nppui‘lcnanl to
jyregaoil ng the loan In writing. Upon the certification an amount equal f" ' j
I dwelling aeeoni‘iii‘dat lons ,
Impild h.ilance, accrued Interest, and costs attributable in Ili.n loan -
) ) - ) . *hrr, 70# Notwithstanding AS 44.47,4(0 as amended by see. si of this
ie paid (mm the imilllfamlly hulls tug loanssecurity fund to the eiiterpil
. - il her.snber ‘I, 1987, ihe Interest rile on a luan under AS AA.A/,
-32- CKliflrt fiOli
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jfiiti - 63.67.560 (or (£) rural lousing that (@ nor nnnoiuliirintiip, liOKiKim»s1-

IgM aiiii iliioc'-quartere lizru~nti And (2) nonrrnfurmlnp, housing is eegnnl to

It lotureal rate, no determined under AS 18.56.098(g)(1) - (6). on n

jiinitIc,i] = In/m purchased under AS 18.56.08(a) from tile proceeds of the most

|ni ippllrahlo Issue uf tnxahlo hends before the origination ni purch.iu

The division of housli.*

Ifif the iimrCgnge lonn for the nonconforming housing,.

Ini-!lul.uire tn the Department of Community niid Heglonn®' Affairs may not ism.
»lt commitment for n loan untl.T thin section after September |, 1982,
*| 4 ‘ier. 71. Ifotwl Ilistue'liip, AS 66.67.520(b) as enacted (n nee. 69 of thli

<Oii, mil il January 1, IM', the Internal rate on a loan for non-owner

(hiuplrd housing under <8 66.67.520 1Is nine and one-half percent. The

division of housing ii.nlstnnce In the Department of Commonlly and Kegloiia

[Affairs may not In.ue a .‘ominltmont for a loan under this suction after

liejil ember 1, 1982.

See. 72. The ful luklag lawn are repealed: AS 01.10.010(h) and fill

jAS Hi. 10.320(c) and (g). 16.10.337(c), >6 10.362(h), 16.10.650 - 16.10.1/

AS 18.56.010 - 1d.56.070) AS 18.55.360' AS 18.56.100(e) - (K)i AS 2/.0/i

AS 27.09.060(0'i AS 37.11.100) AS 66 25.030 - 66.25.038) AS 66.33.320-
m .31,1801 AS (6.67.320 - 66.67.150.
* See. 73. Seetlnil 69 of this Act Is repealed.
* Sec. The repeal of AS 18.56.100(e) - (k) In see. /2 of 11*13 A’
[does not Invalidate housing development fund notes Issued under AS 18.36.:
((e) - (k) hefore the effective date of ].I‘tn Act.

* Set. 75. S'-cl Il‘l 73 of thin Act takes effect nil the day after He

HI r.iivifee <f funds hy the Alaska Industrial Development Authority to | &

vlponi i il fllIll Is |S|de under nee. es() of thin Act, or, 1f there aie no
7'ffiva [lallll- 11l make Ilie liausfer, oil the Olst day ilflpt" Il WL Ifaml |/

2i* | eex>pme eliit h/ivif iibnlo fttwn 1h* mulf If«ml Iy honri Ilnj* lo/iu .irroiiiil ol *
S h*m»esdsi | >xe lo|]>mcn(  fund ol' the Alv.lui Imhntr 1nl Ih;v<'lopim'Hi Autk<ci:

am

. N . Chapter |11
& illllai/ill nr are consldeied lo he discharged under sec. 69(1) uf ililn
l.

¢See. . Sectlmns 21 - 23 nnd 21 - 30 of thin Act take effect on the
iir uf approval hy the voters of the state of a ronr.cttiiCim.il amendment to
al. 1X, see. 8 uf the ConstItution uf (he State uf Alaska to allow the stale
icontract ildi fur housing loans fur veterans.

**cc. //. Section 11 of this Act takes effect January 1, 1981.

eSc. M. Sections 1-20. 26 - 27/, - 72. and 76 of this Act lake
<lint limadlately In accordance with AS 01.10.070(c).
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SB 253: An Act relating to loans made or purchased by the Alaska
Industrial Development Authority.

This bill makes technical, amendments to CH 113, SLA 1982, which
established a multi-family housing program in the Alaska Indus-
trial Development Authority. The current statute provides a
"sunset" date of January 1, 1984 for the Authority's involvement
in multi-family housing. SB' 253 does away with this "sunset"
provision and allows the Authority to continue to De involved
in multi-family housing as long as the U.S. Treasury rules
permit. In essence, as long as multi-family projects can be
financed tax exempt, the Authority may continue to do so.

Additionally, the bill makes other changes which, among other
things, allow the use of the multi-family housing loan security
fund for capital reserve fund wuses; remove, the $10 million
ceiling on mutli-family housing projects and make clear that
the fund may be used as a loan loss reserve.

Based upon CH 113 the Authority has imp"emented a multi-family
program. The original legislation is in need of "technical™ or
"clean-up™ amendments to make it work. Without the passage of
this bill the program will cease on January 1, 1984. A sectional

analysis is attached.

The board of directors of the Alaska Industrial Development
Authority and the Administration recommend approval of this
measure as drafted.

Richard A. Lyon, Commissioner

Date: 5/ n/ftb

52583A
BW/vIG8



STATE OF ALASKA

FISCAL NOTE Revision Dat” , 1983
1. REQUEST 1. FISCAL DETAIL
Bill/Resolution No,: S.B. 253 Agency Affected Commerce & Economic Devlpm
Tille: Alaska Industrial Devlpmt. Authority Program Category Affected: Develonment
Sponsor: Josephson/Fischer BRU, Program of Subprogram(s) Affeetedf~
Requestor: Alaska Industrial Development Authority

EXPENDITURES/REVENUES: (Thousands of Doll ars)
FY 83 FY 84 FY 85 FY 86 FY 87 FY 88
OPERATING 1
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS, CLAIMS, ETC

TOTAL OPERATING 0 0 0 | O "0
CAPITAL | O
REVENUE
FUNDING: (Thousands of Dollars)
GENERAL FUND

FEDERAL FUNDS
OTHER (Specify Source)

POSITIONS:
FULL-TIME 1
PART-TIME
TEMPORARY I NONE

I1l. SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

IV.  ANALYSIS: Attach a separate page for any Analysis

Prepared By: Bertram L. Wagnon, Executive Director,/" Phone: 274-1651
Division: Alaska Induatrial Development Authority Date:  4/19/83
Approved by Commissioner: Richard A. Lvon Date:

Department: Commerce and Economic Development

Distribution:
Original to Legislative Finance
Copy to Office of Management and Budget (for Legislature introduced bills)
Copy to Department (for Governor introduced bills)
Copy to Sponsor
Copy to Requestor (if different from Sponsor) 3/8/83



SB 253
Sectional Analysis of Multi-Family Legislation

Section 1: This additional Jlanguage will enable the Authority to wuse
the multi-family housing Jloan security fund for capital reserve fund
purposes. Capital reserve funds are normally equal to one years average

annual debt service.

Section 2: This revised lang lage removes the $10 million [limit on
capital reserve funds for multi-family housing projects. The original
$10 million limit was based wupon the same Ilimit being 1imposed by the
federal tax code.

Section 103(b)(6) of the federal tax code is the "small issue exemption”
that allows the Authority to issue tax free industrial development bonds
for business financing, up to a limit of $10 million per project.

Most of the Authority®"s activities are based on this portion of the tax
code. The multi-family program, however, is based on Section 103(b)(4)
of the tax code, and no $10 million 1limit 1is applied 1in this case.
Hence, this modification would allow the Authority the opportunity of
taking advantage of the greater flexibility of this section of the
federal tax code.

Section 3(f): This makestechnical corrections to allow the Authority to
utilize the reserve fund for bond issues and also prohibits bond proceeds
to be used for secondary debt.

\

Section 4(h): This once again restates that the multi-family housing
loan security fund may be wused to provide funds for capital reserve
purposes and also used for a loan less reserve.

Section 5(2): This removes the January 1, 1984 sunset provision and
allows the multi-family housing to be an ongoing program.
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SB 254: An Act relating to the interest rate purchased by the Alaska
Industrial Development Authority

Senate Bill 254 proposes amendments to AS 44.88.159(c) which deals with
the setting of interest rates for the purchase of SBA loans bythe Author-
it , The current law mandates that this rate beequal toMoody's Aa
corporate bond yield. The necessity for a change is due to the fact
that the SBA places an interest ratecap based uponthe prime rate and,
with the dramatic fall in the prime rate over the past six months, we
are approaching the ceiling. i

The Moody's rate is what is refe red to as a "mellow" rate in that it does
not move either up or down as fast as prime. For example, when prime was
at 20%, Moody's was at 15.5%. However, as prime fell Moody's, being a
"mellow" rate, did not fall as fast and currently stands at 11.8% while
prime is at 10.5%.

This legislation is intended to give the Authority a limited flexibility
in setting the interest rate and at the same time preserving the integrity
of the program by setting the rate at the lesser of prime or Moody's Aa
with a 10% floor.

The bill, as drafted, has a technical flaw in that it may be construed to
mean that, if prime falls below 10%, no loans could be made. This is not
the intent and a suggested amendment is attached making it clear that if
prime falls below 10% the loan rate will be 10%.

*Sec. 2. AS 44.88.195(c) is amended to read:

(¢) The interest rate on a loan purchased by the authority
with money in the small enterprise loan account that is not from
the proceeds of the sale of a series of bonds is the lesser of
(1) the prevailing pr/me rate adopted by tne United States Smal 1
Business Administration, or (2) [EQUAL TO] the most recent index
of Aa corporate bonJ yield averages as published by Moody's
Investors Service. However, if the interest rate established
in accordance with this subsection would be less than 10 percent,
the interest rate on the loan isHo percent.

Our reason for suggesting such an amendment is that it is possible that
someone might construe the existing language to be interpreted to mean
that once the lessor of 1 or 2 fell below 10% no loans could be made.
Our suggested alternative would hopefully clarify any such ambiguity.

The board of directors of the Alaska Industrial Development Authority

and the Administration recommend approval of this measure with the
suggested amendment.

Richard A. Lyon, Commissioner

Date: _

BW/vIG8-2
52483A



STATE OF ALASKA

FISCAL NOTE Revision Date 1983
REQUEST II. FISCAL DETAIL
Bill/Resolution No.: S.17254 Agency Affected: Commerce & Economic DAvipm
Title :Alaska Industrial Devlpmt. Authority Program Category Affected development
Sponsor: Josephson/Fischer BRU, Program of Subprogram”) Affected:

Requestor: Alaska Industrial Development Authority

EXPENDITURES/REVENUES: (Thousands of Dollars)
FY 83 FY 84 FY 85 FY 86 FY 87 FY 88
OPERATING
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS, CLAIMS, ETC

e

TOTAL OPERATING 0 0 0 0 0
CAPITAL
REVENUE
rUNDING: (Thousands of Dollars)
GENERAL FUND

FEDERAL FUNDS
OTHER (Specify Source) 0 0 0 0 6

POSITIONS:
FULL-TIME"
PART-TIME
TEMPORARY NONE

I1l. SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

IV. ANALYSIS: Attach a separate page for any Analysis

Prepared By: Bertram L. Wagnon, Executive Director” Phone: 274-1651
Division: Alaska Industrial Development Authority Date: a/19/83
Approved by Commissioner: Richard A. Lvon Date
Department: Commerce and Economic Development

Distribution:

Original to Legislative Finance
Copy to Office of Management and Budget (for Legislature introduced bills)
Copy to Department (for Governor introduced bills)

Copy to Sponsor
Copy to Requestor (if different from Sponsor) 3/R/R3



SB 254
Sectional Analysis of SBA Bill

Section 1; This section deletes the reference to a project, as defined
in AS 44.88.220. This deletion is requested to ensure that there is no
difficulty with the Authority purchasing the SBA guaranteed portion of
working capital and inventory loans. Presently, it could possibly be
interpreted that the Authority 1is prohibited from buying these loans
because of the project description of AS 44.88.220(6).

Section 2: This section is an effort to resolve the difficulty of

differential rates being applied to the same loan program. Presently the
maximum rate allowed by the U.S. Small Business Administration (SBA) on
loans guaranteed by them 1is the prevailing prime rate plus: 2-1/4% if
the loan 1is less than seven years; or 2-3/4% 1if the loan is longer than
seven years. The present AIDA "buy rate™ for the SBA guaranteed portion
is Moody ® Aa corporate index - 1in essence, AIDA is loaning funds to the

banks at this rate. The bank may then add 1-1/2% to this rate for loans
under $100,000, or 1% to this rate for loans over $100,000. Generally,
there has not been a problem, but with two different rates, particularly
one being a "short term"™ vrate (SBA/Prime) and one being a "long term”
rate (AIDA/Moody & Aa) the potential exists for the rates to be such that
AIDA effectively cannot buy these loans. For instance, the present
(mid-March) rates are: Prime = 10.5%; Moody"s Aa = 12.4%. For a loan of
less than 7 years, the SBA ceiling is 12.75% (10.50% + 2.25%). AIDA will
"buy" this loan (i.e. provide funds to the bank) at 12.4%, and allow the
bank to charge 1 to 1-1/2% in excess of the 12.4%. Since the SBA ceiling

is lower, it will be the effective rate. So the bank would o loan
funds to the borrower at 12.75%, and get funds from AIDA at This
spread 1is 1inadequate to induce the bank to sell SBA loans to This
does not mean that a bank will not make an SBA loan based upot, other

source of funds, however it does significantly lessen the possibility
that a bank will make an SBA loan (the SBA estimates that AIDA purchases
70% of all new SBA guaranteed loans in Alaska).

A simple way to eliminate this problem would be to tie the AIDA rates to
prime. However this could <create a situation where a borrower was
confronted with rates in excess of 20% (prime exceeded 20% during 1980
and 1981, and peaked at 17% during 1982). Section 2 represents a
compromise. It sets the AIDA buy rate at the lesser of prime, or hoody's
Aa, with a 10% floor. This should allow AIDA to '"stay in the SBA
business” even if Moody"s Aa exceeds prime, as in the example, but still
protects the borrower from the -egregious rates that could result from
being strictly tied to prime. The rational for the 10% floor is that if
rates drop below 10%, AIDA assistance should not be needed.

Suggested amendment for S.B. 254 Iis: (see attached page.)



*Sec. 2. AS 44.88.159(c) 1is amended to read:

(c) The interest rate on a loan purchased by the authority with
money 1in the small enterprise loan account that is not from the proceeds
of the sale of a series of bonds is the lesser of (1) the prevailing prime
rate adopted by the United States Small Business Administration, or (2)
[EQUAL TO] the most recent index of Aa corporate bond yield averages as
published by Moody®"s Investors Service. However, 1if the interest rate
established in accordance with this subsection would be less than 10
percent, the interest rate on the loan is 10 percent.

Our reason for suggesting such an amendment is that it is possible
that someone might construe the existing language to be interpreted to
mean that once the lesser of 1 or 2 fell below 10% no loans could be made.
Our suggested alternative would hopefully clarify any such ambiguity.
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ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY

\BH'OHISEQ

APR 2 5 1983

April 19, 1983

The Honorable Joe Josephson
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Dear Senator Josephson:

We recently received a copy of Senate Bill No. 253 which among other
things would extend the life of our multi-family program. The Authority
supports this legislation and would appreciate the opportunity to testify on
its behalf at the appropriate committee hearing.

We have also received a copy of Senate Bill No. 254 which deals with
interest rates of the Authority. We support the intent of this bill, but
would like to offer a technical amendment which would read as follows:

*Sec. 2. AS 44.88.159(c) is amended to read:

(c) The interest rate on a loan purchased by the authority with
money 1in the small enterprise loan account that is not from the proceeds
of the sale of a series of bonds is the lesser of (1) the prevailing prime
rate adopted by the United States Small business Administration, or (2)
[EQUAL TO] the most recent index of Aa corporate bond yield averages
as published by Moody®"s .Investors Service. However, if the interest rate
established in accordance with this subsection would be less than 10
percent, the interest rate on the loan is 10 percent.

Our reason for suggesting such an amendment is that it is possible
that someone might construe the existing language to be interpreted to
mean that once the lessor of 1 or 2 fell below 10% no loans could be made.
Our suggested alternative would hopefully clarifv any such ambiguity.

Senate Bill No. 252 which would transfer $15,U00,000 from the
Authority®s "Multi-Family Housing Loan Security Fund" to the "Low Cost
and Low Income Multiple Family Housing Development Fund"™ in the
Department of Community t Regional Affairs is an interesting piece of
legislation which we are reviewing.



The, Honorable Joe Josephson
April 19, 1983
Page 2

Sincerely,

Bertram L. Wagno
Executive Director

BLW :mkr

cc. Commissioner Richard Lyon, Dept, of Commerce
John Rubini, Assistant Attorney General, Dept, of Law
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ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY

1577 "C"™ STREET e SUITE 304 0 ANCHORAGE, ALASKA 99501-5177 1 (907) 274-1651

March 7, 1984

Senator Richara 1. Eliason, Chairman
Senate Labor & Commerce Committee
Alaska State Legislature

Pouch V

Juneau, Alaska 99811

RE: Senate Bill 254
Dear Senator Eliason:

We would like to again offer our support for S.B. 254, a bill which would
amend the rate charged borrowers on federally guaranteed loans purchased by

the Authority. The Authority believes this is a good bill, which will correct
a problem that has arisen from time to time, as explained 1in the attached

sectional analysis (Attachment A). We do have a minor amendment that we would
like the committee to consider. This amendment, shown in Attachment B, would
not change the intent of the bill, but would, in our opinion, add

clarification.

The effect of this bill would be to reduce our purchase rate on SBA loans
from the present 12.8% to 11%. The Authority feels this is a responsible
piece of legislation 1in that we only purchase the U.S. Covernment guaranteed

portion and the yield should reflect the risk as well as move with the market,
which it does under S.B. 254.

We have beer, informed that Senator Pettyjohn will be offering an
amendme it to S.B. 254 that would mandate that allapplicants for AIDA
financing must be residents of the State for at Jleast one year before an
application could be made. Statute changes ot this nature have been suggested
previously and now, as then, we oppose such changes.

Our opposition is based upon iwo major considerations. First, any type
of durational residency requirement always seems to vraise constitutional
questions, and we would not want the Authority"s operations impeded because of
a court battle over such an issue.



Senator Richard Eliason
March 7, 1984
Page 2

Second, and much more important in our view, restrictions of this nature

appear to run counter to the rationale for the existence of AIDA. The
legislative findings and policies directing AIDA speak to such factors as
decreasing unemployment by "the establishment and expansion of industrial,
manufacturing, and businessenterprises in Alaska. - In our mind it 1is
clear that the Authority®"s mission is to both expand existing businesses and
attract new businesses, both of which should help to increase employment. It

is true that 1in stimulating new business ventures in Alaska, the business
involved may not have been in Alaska for a full year prior to application.
But please note that the project itself must be 1in Alaska, hence the new
economic activity will take place in our State, regardless of where the owners
come from. Further, since most of our financing is ofa long term nature, any
new-to-Alaska business people must be willing to make a longterm commitment
to doing business 1in the State.

In point of fact, most of our applicants could easily meet the one year
residency requirement. However, there are exceptions and we see nothing to
gain by excluding this new source of economic activity and jobs. Indeed, even
if this does increase the level of competition in an industry, we believe that
is a favorable development in a competitive economy such as ours.

To summarize, the Authority stronglj supports S.B. 254, however we do
believe that the clarifying amendment we have suggested should be adopted.
Further, we oppose the Imposition of any vresidency requirement, since we
believe it would be counter to the purpose of AIDA.

Thank you for the chance to comment.

Sincerely

Bertram L. Wagnon
Executive Direccor

BLW:RE:mr



ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY

1577 "C"™ STREET = SUITE 304 (O ANCHORAGE, ALASKA 99501-5177 [1(907) 274-1651

ATTACHMENT A
SECTIONAL ANALYSIS OF SB254

Section 1; This section deletes the reference to a project, as defined 1in AS
~3.88.220. This deletion is requested to ensure that there is no difficulty
with the Authority purchasing the SBA guaranteed portion of working capital
and 1inventory loans. resently, it could possibly be interpreted that the
Authority is prohibi J from buying these loans because of the project
description of AS 44.88.220 (6).

Section 2: This section is an effort to resolve the difficulty of
differential rates being applied to the same Jloan program. Presently the
maximum rate allowed by the U.S. Small Business Administration (SBA) on loans
guaranteed by them 1is the prevailing prime rate plus: 2 1/4% if the loan 1is
less than seven years; or 2 3/4% if Lhe loan 1is longer than seven years. The
present AIDA "buy rate” for the SBA guaranteed portion is Moody"s Aa corporate
index - in essence, AIDA is loaning funds to the banks at this rate. The bank
muy then add 1 1/2% to this rate for loans under $100,000, or 1% to this rate
for loans over $100,000. Generally, there has not been a problem, but with
two different rates, particularly one being a "short term": ralLe (SUA/Prime)
and one being a "long term” rate (AIDA/Uoody"s Aa) the potentiul exists for
the rates to be such that AIDA effectively cannot buy these loans. For
Instance, the present (mid-March) rates are: Prime = 10.5%: Moody"s Aa =

12.4%. For a loanof less than 7years, the SBA ceiling 1is 12.75% (10.50% +
2.25%). AIDA will"buy"™ this loan (i.e. provide funds to the bank) at 12.4%,
and allow the bankto charge 1 tol 1/2% 1in excess of the 12.4%. Since Lhe
SBA ceiling is lower, it will be the effective rate. So the bankwould have
to loan funds to theborrower at 12.75% and get funds from AIDA ut 12._4%.
This spread 1is inadequate to induce the bank to sell SBA loans to AIDA. This
does not mean that abank will not make an SBA Jloan based uponsome olLher
souree of funds, however 1L does significantly lessen the possibility that a
bank will make an SBA loan (the SBA estimates that AIDA purchases 70% ot all
new SBA guaranteed loans in Alaska).

A simple way Lo eliminate this problem would be Lo tie Lhe AIDA rates Lo

prime. However th"1 could <create a situation where aborrower was confronted
wiLh rates 1in exce. of 20% (prime exceeded 20% during 1980 and 198.1., and
peaked at 17% during 1982). Section 2 represents a compromise. It sets the

AIDA buy rate at the lesser of prime, or Moody"s Aa, with a 10% floor. This
should allow AiDA to "stay 1in the SBA business™ even if Moody"s Aa exceeds

prime, as 1in the example, but sLill protects Lhe borrower from the egregious
rates that could result from being strictly Lied to prime. The raLional for

the 10% floor is that if rates drop below 10%, AIDA assistance should nolL be
needed.



ATTACHMENT B
SUGGESTED AMENDMENT FUR SB254
*Sec. 2. AS 44.88.159(c) is amended to read:

(c) The interest rate on a loan purchased by the authority with money in
the small enterprise loan account that is not from the proceeds of the sale of
a series ot bonds is the lesser of (1) the prevailing prime rate adopted by
the United States Small Business Administration, or (2) IEQUAL TOJ the most
recent index of Aa corporate bond vyield averages as published by Moody"s
Investors Service. However, it the interest rate established 1in accordance
with this subsection would ba less than 1U percent, the interest rate on the
loan is 1U percent.

Our reason for suggesting such an amendment 1is that it 1is possible that
someone might construe the existing language to be interpreted to mean that
once the Jlesser of 1 or 2 fell below 10% no Jloans could be made. Our
suggested alternative would hopefully clarify any such ambiguity.



SB 254: An Act relating to the interest rate purchased by the Alaska
Industrial Development Authority

Set.ate Bill 254 proposes amendments to AS 44.88.159(c) which deals with
the setting of interest rates for the purchase of SBA loans bythe Author-
ity. The current Ilaw mandates that this vrate be equal to Moody"s Aa
corporate bond yield, The necessity for a change 1is due to the fact
that the SBA places an interest rate cap basedupon the prime rate and,
with the dramatic fall 1in the prime rate over the past six months, we
are approaching the ceiling.

The foody"s rate is what is referred to as a "mellow" rate in that it does
not move either up or down as fast as prime. For example, when prime was
at 20%, Moody"s was at 15.5%. However, as prime fell Moody®"s, being a
"mellow" rate, did not fall as fast and currently stands at 11.8% while
prime is at 10.5%.

This legislation is intended to give the Authority a limited flexibility
in setting the interest rate and at the same time preserving the integrity
of the program by setting the rate at the lesser of prime or Moody"s Aa
with a 10% floor.

The bill, as drafted, has a technical flaw in that it may be construed to
mean that, if prime falls below 10%, no loans could be made. This is not
the intent and a suggested amendment is attached making it clear that if
prime falls below 10% the loan rate will be 10%.

*Sec. 2. AS 44.88.195(c) is amended to read:

(¢c) The interest rate on a loan purchased by the authority
with money in the small enterprise loan account that is not from
the proceeds of the sale of a series of bonds 1is the lesser of
(1) the prevailing prime rate adopted by the United States Small
Business Administration, or (2) [EQUAL TO] the most recent index
of Aa corporate bond yield averages as published by Moody"s
Investors Service. However, 1if the interest rate established
in accordance with this subsection would be less than 10 percent,
the interest rate on the loan Is 10 percent.

Our reason for suggesting such an amendment is that it is possible that
someone might construe the existing language to be interpreted to mean
that once the lessor of 1 or 2 fell below 10% no loans could be made.
Our suggested alternative would hopefully clarify any such ambiguity.

The board of directors of the Alaska |Industrial Development Authority

and the Administration recommend approval of this measure with the
suggested amendment.

Richard A. Lyon, Coiniiwss>ionci"

te:

BW/vIG8-2
52483A



SB 254
Sectional Analysis of SBA Bill

Section 1: This section deletes the reference to a project, as defined
in AS 44.88.220. This deletion 1is requested to ensure that there is no
difficulty with the Authority purchasing the SBA guaranteed portion of
working capital and inventory loans. Presently, it could possibly be
interpreted that the Authority 1is prohibited from buying these loans
because of the project description of AS 44.88.220(6).

Section 2: This section 1isan effort to vresolve the difficulty of
differential rates being applied to the same loan program. Presently the
maximum rate allowed by the U.S.Small Business Administration (SBA) on
loans guaranteed by them isthe prevailing prime rate plus: 2-1/4% if
the loan is less than sevenyears; or 2-3/4% if the loan 1is longer than
seven years. The present AIDA "buy rate" for the SBA guaranteed portion
is Moody"s Aa corporate index - in essence, AIDA is loaning funds to the
banks at this rate. The bank may then add 1-1/2% to this rate for loans
under $100,000, or 1% to this rate for loans over $100,000. Generally,
there has not been a problem, but with two different rates, particularly
one being a "short term" vrate (SBA/Prime) and one being a "long term"
rate (AIDA/Moody"s Aa) the potential exists for the rates to be such that
AIDA effectively cannot buy these loans. For instance, the present
(mid-March) rates are: Prime = 10.5%; Moody"s Aa = 12.4%. For a loan of
less than 7 years, the SBA ceiling is 12.75% (10.50% + 2.25%). AIDA will
"buy" this Ilran (i.e. provide funds to the bank) at 12.4%, and allow the
bank to charge 1 to 1-1/2% in excess of the 12.4%. Since the SBA ceiling
is lower, it will be the effective rate. So the bank would have to loan
funds to the borrower -t 12.75%, and get funds from AIDA at 12.4%. This
spread 1is inadequate to induce the bank to sell SBA loans to AIDA. This
does not mean that a bank will not make an SBA loan based upon some other
source of funds, however itdoes significantly lessen the possibility
that a bank will make an SBA loan (the SBA estimates that AIDA purchases
70% of all new SBA guaranteed loans in Alaska).

A simple way to eliminate this problemwould be to tie the AIDA rates to
prime. However this could create asituation where a borrower was
confronted with vrates in excess of 20% (prime exceeded 20% during 1980
and 1981, and peaked at 17% during 1982). Section 2 represents a
compromise. It sets the /VIDA buy rate at the lesser ofprime, or Moody"s
Aa, with a 10% floor. This should allow AIDA to "stay 1in the SBA
business™ even if Moody"s Aa exceeds prime, as in the example, but still
protects the borrower from the egregious rates that could result from
being strictly tied to prime. The rational for the 10% floor is that if
rates drop below 10%, AIDA assistance should not be needed.

Suggested amendment for S.B. 254 1is: (see attached page)



(c) The interest rate on a loan purchased by the authority with
money 1in the small enterprise loan account that is not from the proceeds
of the sale of a series of bonds is the lesser of (1) the prevailing prime
rate adopted by the United States Small Business Administration, or (2)
[EQUAL TO] the most recent index of Aa corporate bond yield averages as
published by Moody"s Investors Service. However, 1if the interest rate
established in accordance with this subsection would be less than 10
percent, the interest rate on the loanis 10 percent.

Our reason for suggesting such an amendment is that it is possible
that someone might construe the existing language to be interpreted to
mean that once the lesser of 1 or 2 fell below 10% no loans could be made.
Our suggested alternative would hopefully clarify any such ambiguity.
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SB 254 TITLE & SPONSOR SUMMARY 14:2© 5/22/04 PAGE 1 or

AMENDED TITLE:

AN ACT RELATING TO LOANS MADE OR PURCHASED BY THE ALASKA
INDUSTRIAL DEVELOPMENT AUTIIORITY ;

AND PROVIDING FOR AN EFFECTIVE DATE

PRIME SPONSOR: JOSEPHSON.

CO-SPON5ORS: FISCHER,V. .
CURRENT STATUS: 4/14/03 IN <S) LABOR & COM REFERRAL: FINANCE

SB 254 SENATE ACTION 14:20© 5/22/84 PAGE 2 Ol
DATE SEQ PAGE LEGISLATIVE ACTION
04/14/03 01 0690 FILRST READING -- COMMITTEE REI'ORTS
LABOR COMMERCE
FINANCE
RULES
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ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY

1577 "C" STREET « SUITE 304 CJANCHORAGE, ALASKA 99501-5177 3 (907) 274-1651

January 30, 1984

Senator Rick Halford
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Dear Senator Halford:

As you may recall, this fall a hearing was held by a subcommittee on
loans and there was considerable discussion on assistance to the small
borrowers.

Our SBA purchase program has been active in this area and a bill 1is
pending in the legislature which would perhaps be of assistance to some
Alaskans. We support the intent of this bill, but would like to offer a
technical amendment which would read as follows:

*Sec. 2. AS 44.88.159(c) is amended to read:

(c) The interest rote on a loan purchased by the authority with
money in the small enterprise loan account that is not from the proceeds
of the sale of a series of bonds is the lesser of (1) the prevailing prime
rate adopted by the United States Small Business Administration, or (2)
[KQUAL TO] the most recent index of Aa corporate bond yield averages as
published by Moody"s Investors Service. However, if the Interest rate
established 1in accordance with this subsection would be less than 10
percent, the interest rate on the loan is 10 percent.

Our reason for suggesting such an amendment 1is that it is possible
that someone might construe the existing language to be interpreted to
mean that once the lessor of 1 or 2 fell below 10% no loans could be
made. Our suggested alternative would hopefully clarify any such
ambiguity.



Senator Halford
January 30, 1984
Page 2

TherffectE£EFfFfAFKIBAMIII"3wuT3”erto*educF ouFr~rfchar2frate”6nfPBAR"
loans -from %the TPresent 12.7% to 11%. The Authority feels this is a
responsible piece of legislation 1in that we only purchase the U.S.
Government guaranteed portion and the yield should reflect the risk as
well as move with the market which it does under S.B. 254.

IT 1 can answer any questions please advise.

Sincerely,

Bertram L. Wagnon
Executive Director

BLW:mr
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AIDA Board of Directors™vieeting
February 25, 19>J3 - Minutes

Page

5

DIR

Vice Chairman Harper asked if there were any questions or
comments and there were none.

Deputy Commissioner Terry Elder entered the meeting at this time.
Vice Chairman Harper then requested a roll call vote.

Upon roll call vote: Mark Lewis - yes, Robert Heath - yes, Lee
Coffman - yes, Terry Elder - yes, and with Michael Harper ab-
staining from voting.

ECTOR REPORTS /COMMENTS

Outstanding Eligibility Resolutions/Bond Sale/SBA Reports

Executive Director Wagnon reviewed the summary of eligibility reso-
lutions. He said they are issued basically to determine whether the
Authority feels, on a preliminary basis, they qualify for tax-exempt
financing. Mr. Wagnon stated that approximately 50% of the eligi-
bility resolutions become reality.

Mr. Wagnon reviewed the bond sale report with the Board. He
said the Authority anticipates having another bond sale perhaps
in April.

The Executive Director summarized the SBA report. Mr. Wagnon
said that statutes mandate that on the SBA program, the Authority's
buy rate is Moody's AA Index. Mr. Wagnon said that, "SBA places
a cap on their rate, but the cap is not based off of Moody's it's
based off of prime. The cap reads as follows: tern of seven years
or less - prime plus 2% term of greater than seven years - prime
plus ? 3/4. Right now we're running a prime of 11% as of yester-
day, and if you add 2 3/4 to that you're at 13.75. Moody's AA

is running at 12.6 as of last week and | add my 1 to that and it's
13.6. So on the over sevens I'm OK, on the under we have a minor

tilt. I understand prime is moving at 10J, if that's the case we could
have a problem; and the only remedy | see if it continues to stay out
of whack will be legislation. We've done some research and worked
on it. I've met with Frank Cox, at SBA, to get his opinion. We've
run some graphs of Moody's versus prime to see how far they fall
out of sync and when. The obvious answer is to dump Moody's

and tie it to prime. That may be the appropriate thing to do, but
the Moody's rate does have an interesting characteristic, it's a
mellow rate. When prime was at 21, Moody's was at 15J - which is
kind of nice in that maybe when times are bad that's when we're
(AIDA) supposed to be helping peopie out. Yet one of the other
characteristics of the Moody rate is that it is a 30-year rate and
now that prime's at 11, Moody's is not dropping down fast - and it's
now 12.6. By mellow | mean it doesn't move as fast and it kind of
stays in a more middle band. If the problem continues, rest



1AS44.88.159 DOCUMENT~H 1 OF 1 PAGE = 1 OF 2

CHAPTER = 44.88

SECTION = 44.88.158

TITLE * 44

IEADINGS TITLE 44.

STATE GOVERNMENT.
CHAPTER 08.
ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY.
ARTICLE 3.

CITATION

CATCH LINE

"EXT

FINANCIAL PROVISIONS.
SEC. 44.88.158.

SMALL ENTERPRISE LOAN ACCOUNT.
(A) A SMALL ENTERPRISE LOAN ACCOUNT IS ESTABLISHED IN THE

ENTERPRISE DEVELOPMENT FUND. THE ACCOUNT MAY BE COMPOSED OF
MONEY OR ASSETS APPROPRIATED OR TRANSFERRED TO THE AUTHORITY,
INTEREST ON INVESTMENTS AND LOANS OF THE SMALL ENTERPRISE LOAN
ACCOUNT, THE UNPLEDGED INCOME OF THE ENTERPRISE DEVELOPMENT FUND,
AND OTHER MONEY OR ASSETS DEPOSITED IN IT BY THE AUTHORITY.

(B) THE AUTHORITY MAY USE MONEY IN THE SMALL ENTERPRISE LOAN
ACCOUNT TO PURCHASE THE GUARANTEED PORTION OF A LOAN MADE BY A
PRIVATE FINANCIAL INSTITUTION AFTER JUNE 30, 1981, TO A SMALL
ENTERPRISE TO PAY THE COST OF A PROJECT, ASDEFINED IN AS
44.88.220, IF THE LOAN 1S GUARANTEED BY THEUNITED STATES OR AN
AGENCY OR INSTRUMENTALITY OF THE UNITED STATES, [INCLUDING, BUT
NOT LIMITED TO, THE SMALL BUSINESS ADMINISTRATION, THE NATIONAL
MARINE FISHERIES SERVICE, AND THE FARMERS HOME ADMINISTRATION.

<C) THE AUTHORITY MAY PURCHASE LOANS ORIGINATED BY THE
ALASKA RURAL REHABILITATION CORPORATION WHICH ARE MADE TO

1544 .88.158 DOCUMENT« 10F 1 PAGE -~ 2 OF 2

11STQRY

AGRICULTURAL ENTERPRISES. LOANS PURCHASED UNDER THIS SUBSECTION
MAY BE SECURED BY SUBSTITUTE COLI .ATERAL IF THE AMOUNT OF THE LOAN
DOES NOT EXCEED 75 PERCENT OF THE VALUE OF THE TOTAL COLLATERAL
FOR HE LOAN. LOANS MAY BE PURCHASED UNDER THIS SUBSECTION ONLY
FROM MONEY APPROPRIATED TO THE SMALL ENTERPRISE LOAN ACCOUNT FOR

THAT PURPOSE.
(SEC 65 CH 106 SLA 1980; AM SEC. 40 CH 115 SLA 1981)

«)601 * END OF DOCUMENTS IN LIST — ENTER RETURN OR ANOTHER COMMAND.






TATE OF ALASKA Kd4 LEGISL/.TIVEVDESSION
FISCAL NOTE

Revision Date:

REQUEST FISCAL DETAIL

Bill/Resolution No.: 2nd SS SB 262 Agency Affected: Labor

Title: "...Presumptions under Program Category Affected:

the Alaska Workers®" Compensation"” Public Protection
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Date March 28 1984

"An Act relating to Presumptions under ContactAl/P" L< McCl intock
the Alaska Workers®" Compensation Act." / T465-2790

This bill attempts to broaden the rebuttable presumption for firefighters and
police officers by adding the specific language that disability or death of a
firefighter from heart orlung disease or disability or death of a police
officer from heart disease arises out of and in the course of employment if the
person has been continuously employed in the job class for three years or more.

Existing language in the Act provides coverage for occupational diseases arising
out of and in the couro* of employment. The definition of 1injury under AS
23.30.265(13) includes "occupational disease or infection which arises naturally
out of the employment or which naturally or unavoidably results from an acci—
dental injury"™ as coming within the provisions of the Act.

Under the provisions of AS 23.30.120 it is already presumed, in absence of
substantial evidence to the contrary, that a claim comes within the provisions

of the Act provided that sufficient notice of the claim has been given; thatthe
injury was not proximately caused by intoxication or by the employee being under
the influence of non-prescribed drugs; and the injury was not the result of the
employee®s willful intent to injure or Kkill himself or another.

The provisions of AS 23.30.105 specify the time periods for an employee to file

a claim as: 1) two years after the employee has knowledge of the nature ofhis
disability and its relation to his employment andafter disablement; and 2)one
year afte~ death. The Act further provides that in case of a latent defect, the

employee has full right toclaim as determined by the Board, time limitations
notwithstanding.

The Department acknowledges the hazards connected "ith these particular occu—
pations; however, we feel <chat the present language of the Act fully protects
them for occupational 1injury or disease claims. If it can be shown that a
problem does exist under Alaska®s current law and that legislation is needed to

protect the specific job classes of firemen and policemen, we would support such
legislation.

APPROVED:

Jim Robison
Conn*, issioner

P O S 1T T 1 0O N P A P E 15/Department of Labor



Bill No. Senate Bill 262 Date April 25, 1983

Title "An Act relating to Presumptions under the Contact: j. L. McClintock

Alaska Workers®" Compensation Act."

The Department questions the need for legislation that sets a certain group of
employees apart from other employees, particularly when existing language in the
Act provides coverage for occupational diseases arising out of and in the course
of employment.

The definition of injury under AS 23.30.265(13) includes "occupational disease or
infection which arises naturally out of the employment or which naturally or unavoid-—
ably results from an accidental injury™ as coming within the provisions of the Act.

Under the provisions of AS 23.30.120, it is already presumed, in absence of sub—
stantial evidence to the contrary, *!liit a claim comes within the provisions of the
Act provided that sufficient notic- of the claim has been given; that the injury

was not proximately caused by intoxication or by the employee being under the influ—
ence of non-prescribed druas; and the injury was not the result of the employee’s
willful intent to injure or kill himself or another. Does enactment of this bill
mean the provisions in Section 120 do not apply to this certain class of employees

or are the new provisions in addition to the existing presumption? The language in
Subsection (¢) of the proposed bill 1is confusing as to which disease relates to
which job class, 1i.e., lung disease and its relationship to policy officers or emer—
gency medical service providers.

The Department recommends that further research be done to identify the problems

under the Alaska Act that this legislation is attempting to resolve. li it is
clearly shown that legislation is needed for this particular class of employees, a
review of other states®" |legislation should be undertaken. Also, the Division of

Insurance should be requested to obtain a cost analysis from NCCI.

Approved by:

Jtni Robison, Commissioner
Department of Labor

P O S 1 T 1 O N PAPER/Department of Labor
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Alaska Health Project

417 West Eighth Avenue - P. 0. Box 10-1037, Anchorage, Alaska 99510 — (907)276-2864

March 28, 1984

T0: Senate Labor and Commerce Committee

FROM: David Wigglesworth
Occupational/Environmental Health Specialist

SUBJECT RE: Testimony in Support of 2nd Sponsor Substitute for Senate
Bill No. 262, An Act Relating To Presumption Under the Alaska
Workers®" Compensation Act.

Alaska Health Project appreciates the opportunity to testify in support of
SB 262 ~ - a bill which will give firefighters and police officers the means
to receive the compensation that they justly deserve.

Over 100,000 workers die annually from occupational diseases. Yet, nationally
and in Alaska, workers®™ compensation laws have grossly neglected this important
issue. In 1980, the U.S. Department of Labor reported that only 10 percent of
injury compensation cases were contested by insurers, while a much higher
percentage of disease cases were contested. For example, 78 percent of all
respiratory disease cases were contested in 1980. 0f these, over 75 percent
ended in a compromise.”

Clearly, the main question in most injury cases 1is determining the extent of the
disability and not the validity of the claim. While in cases involving
occupational disease, the fundamental question is whether such an illness is
job-related and ultimately whether occupational illness exists.

I am not suggesting that hunan disease stems only from the workplace. However,

I am drawing attention to the fact that research is now indicating that workplaces
are affecting the proliferation of disease in our society. The question not
normally asked in worker compensation cases dealing with occupational disease,
which should be, 1is given the fact that disease and illness exists in our

society, to what extent does the evidence indicate that certain occupations

and job conditions actually exacerbate and possibly cause the wide range of
disease found in our general population?

In the case of firefighters and police officers, evidence clearly indicates that
the onset of common diseases to the lung and heart are greatly enhanced (and
possibly caused) by the requirements of their jobs. The stresses and strains

of firefighting and responding to public emergencies, environmental conditions
(temperature extremes), trauma, burns, exposure to toxic substances are all
predisposing factors in the causation of several cardiac disorders and lung
diseases. For example:



Senate, Labor and Commerce Committee
March 28, 1984
Page 2

Stress: The human body"s reaction to stress results in several biochemical
changes that put a strain on the heart thus promoting coronary thrombosis,
arteriosclerosis, and hypertension. These changes include:

* The release of hormones which affect the rate of
metabolism,

* increase in blood pressure,
* increase in the production of blood sugar;

* Increase in pulse rate to provide an increased
blood supply to cardiac and striated muscles,

* increase in cholesterol and fatty acids in the body.”

Documented evidence concludes that hypertension, coronary thrombosis, the
anginalsyndrome, and manifestations of accelerated atheromatus changes are
especially pronounced in firemen and inworkers employed in other dangerous
occupations.3 Moreover, research attests to the fact that arteriosclerosis
with premature vascular breakdown ™"appears to be higher among individuals
exposed to stress and strain than in the population ac large."4 The reports
indicate that the acceleration of heart disease is not uncommon in occupations
such as firefighting because of "exposure to hazardous physical tasks."5

Temperature/Environmental Condi tions: ® The stress caused by cold temperatures
also effects the tissue of the body. Exposure to the cold causes:

* elevated pulse rate,
* increased blood pressure,
* vasospasms.

Continuous exposure to cold has been known experimentally
to cause:

* persistent hypertension,

* cardiac hypertrophy,

* cardiovascular hvalinosis,

* neophrosclerosis (hardening of the kidney).

Exposure to excessive heat can result in a variety of physiological effects.
Principally, exposure to heat puts great strain on the cardiovascular system.
In conjunction with personal protective equipment (weighing up to 50 pounds)
physical work may become next to impossible. Persons with pre-existing heart
disease are especially at risk.

Toxic Fumes/Hazardous Materials: Evidence indicates that exposure to toxic fumes
and vapors can result in heart disease and irreversible pulmonary changes such as
emphysema and fibrosis. The decomposition of "everyday" plastic (VC,PVC) can
release a variety of toxic gases such as carbon monoxide, phosgene, hydrogen
cyanide, and hydrogen chloride. In mary instances, the physiological effects of
these gases do not fully appear until several hours after exposure.
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For example, the corrosive action of hydrogen chloride inhalation is oft.>n
delayed as much as 12 to 24 hours after exposure.7 Phosgene gas has a
latency period of 5 to 12 hours. Exposure to phosgene can cause respiratory
tract irritations and in some instances, pulmonary edema. Chronic exposure
to phosgene can cause emphysema and fibrosis.B

Exposure to plastic fumes have also been known to cause a heart disorder called
premature ventricular beat. (This is especially serious for firefighters with
pre-existing coronary artery disease”). Premature ventricular beat can lead

to sudden death syndrome.

Clearly, toxic fumes from burning plastics, are only a few of the many toxic
gases to which firefighters arid police are exposed to at"a fire. Some of the
hazardous materials to which firefighters and police officers may be exposed
to in the Anchorage area are: pesticides, solvents, PCBs, adhesives, resins,
paints, laquers, jet fuel, oxidizers, reactants, explosives, and flammables.

Virtually every business and home in Anchorage and Fairbanks utilizes hazardous
and/or toxic materials, which, when exposed to the heat of a fire, decompose
into noxious and toxic gases which could cause lung damage 1if inhaled.
Furthermore, the irritating properties of many of these gases on the throat
leads to the production of excessive mucous. Infections thrive on mucous, SO
that chronic irritation "may easily lead to increased susceptibility to
respiratory infections.10

What effect has job conditions and job requirements had on the lungs and
hearts of firefighters and police officers? A review of some available
epidemiological studies dating back to the 1950"s reveal some grisly statistics:

* In 1950, a study by the U.S. Department of Health
Education and Welfare investigated the mortality
rates for Cc.*-diovascular disease suffered by male
firefighters compared to males in all occupations.
The results indicated that for every 158 firefighters
who died of C.V.D. 100 males in all other occupations
died of similar problems.11

* From 1940 - 1980, the Institute for Cancer and Blood
Research studied 1,557 death certificates of active
and retired firefighters concluded that firefighters
face a 1 to 3 chance of dying Frorn cancer versus a
1 to 5 chance among the general population.12

* In 1981, occupational disease caused 404 firefighters
to retire or change jobs, the most com.,"son disease being
heart disease.13

* In 1981, the mortality rates for firefighter.; was 58 deaths
per 100,000 compared to 12 deaths per 100,000 for all U.S.
industry. That"s five times the national average®.1*
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* Among firefighter deaths from occupational disease, 60
percent resulted from heart disease, 33 percent fronm
lung cancer, and 4 percent from lung disease.15

* The National Institute for Occupational Safety and
Health (NIOSH) has performed a series of studies on
high stress occupations such as police officers. The
first study was performed in 1972 which triggered "a
broader long-term study undertaken in cooperation with
the Police Foundation and the International Conference
of Police Associations."”"

* A ten-year study (1965-1975)performed by the California
Department of Labor revealed that 78 percent of firefighter
fatalities in California were attributable to cardiovascular
strain or disease. Of note, the California Labor Code

" establishes for firefighters the disputable presumptions
that hernia, heart trouble, and pheumonia arise out of and
in the course of employment.17

* Thirty-eight (38) other states have adopted legislation
affording protection to firefighters suffering from disease
of the heart and lung out of and in the course of employment.

In the final analysis, the debate concerning presumptive occupational disease
legislation is only just beginning. The difficulty of relating a disease to a
particular profession will not allow for a quick and easy resolution of this
debate. Inthe meantime, however, decisions in all workers®™ compensation

cases involving injury or illness, or both, must be based on an evaluation of
the best available information. Given the facts, it stands to reason that
firefighters a.d police officers should no longer hear the burden of proving
that diseases to their heart and lungs are occupationally related. The fact
that these disease- can attack while they are off duty should not preclude

them from receiving compensation. Undeniably, police officers and firefighters
especially have certai, unavoidable and unexpected job conditions which promote
and cause damage to the lungs and disorders in the heart.

Alaska Health Project urges vhe Senate Labor and Commerce Committee to support
2.id SSSB 262 and advocate its capid adoption.
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Senator Joe Josephson,
Senate Judiciary Committee
Alaska State Senate

Pouch "v"
Juneau, AK 99811
Re: Sponsor Substitute For Senate Bill

Dear Senator Josephson:

Vice Chairman

No. 262

I have recently received a copy of Sponsor Substitute for

Senate Bill No. 262 which
Workers® Compensation Act.
a co-sponsor of the Bill.

the Alaska Workers™
that a claim

As you know,
rebuttable presumption
under several
Act, the presumption does
forward with some evidence
disease
circumstances, that evidence
report by a treating physician.

not arise

Your amendment to 8.120 of the Act

Alaska Supereme Court decisions

reflecting that
is somehow connected with his employment.
is presented through a medical

is an amendment to 8.120 of the Alaska
I am writing to you because you are

Compensation Act has a

is compensable. However,

interpreting the

the employee comes
the injury or

Under normal

until

is apparently intended to

allow a narjrow segment of the work force to obtain the benefits
of the presumption of compensability without presenting any

evidence of work relationship
from heart or lung disease.

if the disability or death arises
The amendment

is apparently

designed with the assumption that firefighters and policemen
suffer work-related heart attacks more often than the general

population

diseases more often than the general
statistics to support these conclusions and |
committees evaluating this amendment will

and that firefighters suffer work-related

lung
There may be
trust that
be afforded the

public.

opportunity to review those statistics.

The amendment also seems to assume that heart disease
think of no other

caused by stress. I can

is
reason to grant this

benefit to police officers who are generally thought to be

employed in a high stress job.

However,

there 1is a debate 1in
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the medical community as to whether or not stress aggravates or
causes atherosclerosis. In fact, 1 am presently handling a case
in which a local internist and two Seattle cardiologists have

testified that employment stress is not a recognized risk factor

in the development of atherosclerosis. I realize that there are
those who hold opposing views. However, the purpose of this
letter is not to debate the cause of heart disease. Rather, |1

question the advisability of granting a special priviledge to a
narrow class of workers based upon an assumption with regard to
medical science that 1is not necessarily accurate.

Moreover, | question the general lack of wisdom in granting
special benefits to a narrow class of workers such as firemen or
policemen. As citizens, we all value the contributions of our
policemen and firemen, but we also value public servants in many
other high-stress occupations such as teachers, judges, doctors,
and air traffic controllers.

In conclusion, |1 would lii*e to urge the Senate to solicit
comments from experts in the field of lung and heart disease and
the effects of environmental factors faced by firemen and
policemen with regard to those diseases. There are certainly
specialists within Alaska who are familiar with these 1issues and
could provide you useful information in evaluating the wisdom of
CSSB 262.

In order to insure that this letter 1is given Tair
consideration, | feel compelled to conclude by assuring you that

I have not written at the request or on behalf of any client,
but merely as an interested citizen.

Very truly yours

FAULKNER, QANFIELD,
DOOGAN & HOLMES

By:

RJW:ce

cc: Senate Labor & Commerce Committee
Senate Judiciary Committee
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A policy of service and protection

February 22, 1983

Mr. Mike Szymanski, Representative
Pouch V

State Capitol

Juneau, Alaska 99811

Dear Mike:

I am pleased to provide you comments on the proposed legislation for
an act amending the workers® compensation act to establish certain
hazards of fire fighters and peace officers as work related and to
establish that disability benefits commence on the first day time is
lost as a result of work related disability.

This measure deals with two separate subjects: the first, is
establishing presumptions of disability for certain diseases which
are arising out of the work of fire fighters and peace officers.
The second, deals with doing away with a three day waiting period
for short disabilities.

PRESUMPTIONS FOR FIREFIGHTERS AND PEACE OFFICERS: e
There are three serious problems with this proprosal.

First, the language as drafted creates both a conclusive and a
rebuttable presumption for the same thing.

At one point, the legislation says a "work related injury shall be
conelusively construed to include any respiratory ..." Then later,
the Jlegislation provides "such diseases or illnesses are deemed to
arise out of and 1in the course of employment .in the absence of
evidence to the contrary.”

A conclusive presumption is one that cannot be rebutted by other
evidence. On the other hand, it would appear from the later
paragraph, that evidence can be presented to show that the disease
was not work related. 4

As a matter of legislative clarity, it should either be a rebuttable
presumption or a conclusive presumption, but certainly not left

amb iguous.

The second problem deals with the "after retirement” determination
of the disease.

Unfortunately, every person who passes on, does so because of
cardiovasacular, pulmonary or respiratory disease. Thus, it can be

7001 Jewel Lake Road e Post Office Box 3440, Anchorage, Alaska 99510 < Telephone (907)248-2642  Telex (090)25#56



expected that without any diffeultly, a retired -peace officer can
shew sufficient indicia of a disease which as to other people are
simply natural results of age and attribute those conditions to the
fact that he was a police officer or a fire fighter and convert the
workers” compensation system into a very lucrative retirement
system. Since the presence of: cardiovasacular pulmonary or
respiratory disease after retirement 1is conclusively presumed or
even rebuttably presumed to be as a result of his work, there are
little or no defenses to preclude every retired peace officer and
fire fighter from collecting workers®™ compensation insurance.

The third problem deals with the very notion of presumptions in the
workers® compensation system.

Similar legislation was adopted 1in Michigan several years ago and
also currently exists in the Federal Black Lung Law. In these
statutes, conditions which are typically attributable to older
persons or persons who smoke, have been given presumptive work
related status creating a deluge of claims against the workers”
compensation system at great expense to the employer. A review of
both the Black Lung and Michigan Workers®™ -Compensation I»aws will
reveal that they became pension funds for retired workers which
greatly abused the system.

It is my belief, that the language of the current laws are broad
enough; and, in fact, it has been so interpreted by the Workers*®
Compensation Board, to include any form of occupational disease

which is demonstrably work related. When there 1is satisfactory
evidence that the disease exists and that the disease was caused by
work hazards, it creates a legitimate disability under the law. In
short, firefighters and peace officers who do suffer work related
occupational diseases, already have adequate means, through the
existing laws, to be compensated, and there is really no

demonstrable need to extend that with presumptions.

The Workers®™ Compensation Law already requires only minimal proof by

a worker. Proof of the existance of the physical disability and,
minimal evidence that it is work related. Upon these showings, the
burden of proof already 1is transferred to the employer. It is

making the employer®s burden 1impossible by creating conclusive ov
even rebuttable presumptions, and it creates unnecessary cost
burdens on an already costly system.

THREE DAY WAIT PERIOD:
t

The second issue deals with a three day wait period. Under current
law, the three day wait period is eliminated if the disability goes
beyond 28 days. In oth®.. words, if it is a short period of
disability, the employee 1is uncompensated for the first three days.
This concept has been written into almost every Workers*®
Compensation Law md was designed as a means of precluding- employees
from using insignificant injuries as a way of receiving one or two
days time-off with pay. On the other hand, if the injury 1is severe
enough that it requires more than 28 days of disability, then it is
regarded that the first three days ought to be paid by the workers®
compensation system.



There is absolutely no justification for <carving out a special
treatment for firefighter*: or peace officers.

On balance, Mike, I find this proposal to be highly discrimatory 1in
that it singles out two single <classes of workers for special
treatment under the law with no apparent justification; and, also,
it is a very costly venture for the municipalities which are already
subject to high burdens for their workers®™ compensation obligation.
1 would urge you to not advance this proposal.-

Yours cordially,

Ricnard 1iiiocK
Pres ident

RB/krl
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Slaska ibtate ILegtstature

House of Representatives

Representative Mike Szymanski

April 25, 1983

Ms. Jan Hart DeYoung

Jerrr.ain, Dunnagan s Owens

801 West Fireweec Lane, Suite 201
Anchorage, Alaska 99503

Dear Jan:

When 1 received your latest letter of April 20, 1983
regarding the Fire Fighters Heart & Lung Legislation
proposal, | contacted the Department of Labor to
discuss the 1issue with them. I have also asked my
staff to do some research on what has happened in"other
states with this type of legislation.

At the same time, Senator Josephson has introduced Senate
Eill 262 which addresses this issue specifically and a

hearing is scheduled on uhe legislation tomorrow, April
26.

Paula Terrel, on my staff, has talked with Senator
Eliason®"s staff on this legislation and also with Jackie
McLLntock, Director of the Workers Compensation Division

of the Department of Labor. I think it is generally believed
that coverage should be available to firefighters for heart
and lung disease. Some questions have arisen as to the

applicability of existing statutes and as to whether or
not police and emergency services personnel should be
covered as well. I think that the Department of Labor
will request that more time be given for them to work

with the Division of Insurance and to do some research
into the problem.

For myself, | can anticipate myself sponsoring such
legislation on the House side and the only reason that
this has not yet happened is that | really believe it
in everyone®"s interest to introduce legislation which
has already been carefully looked at, not only by the
groups that it would imnct but by the Administration.



What | propose 1is thac. we see what happens curing the
hearing and then 1 will work with Senator Josephson®s
staff and wlith the Division of Workers®™ Compensation
and with you and those you represent to put in a bill
on the House side which has all the kinks ironed out.
It is possible, on the other hand, that SB 262 will
go through committee hearings with a version which
will be satisfactory to all concerned and, if that is
the case, then we might just wait for it to come over
to the House side.

In any event, | wanted to let you know that I am still
interested in this legislation and wish to continue

to work with you and the representatives of the fire
fighters to produce the best possible legislation.

Sincerely,

Mike SzymansKr
State Representative

cu: Jackie McLintock, Division of Workers
Compensation
DoneKoch,"" e Division of Insurance
Senator Joe Josephson
Senator Dick Eliason



