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aggravated in the line of duty as a member of a
reserve corqponent of the United States Army,
Navy, Marine Corps, Air Force, or Coast Guard
if

(A) the duty was other than full-time
duty and was prescribed for the reserve com -
ponent of which the person was a member by
tlr -rpropriate United States Secretary under
37 U.S.C. § 206 or another law;or

(B) the duty was part of special addi-

tional duties authorized for the reserve com-
ponent of which the person was a member by
an authority designated by the appropriate
United States Secretary and was performed

by the person on a voluntary basis in connec-
tion with the prescribed training or main-

tenance activities of the reserve component
to which the person was assigned-

(b) In addition to the requirements of (a) of
this section, a person is a qualified veteran for
purposes of the state guaranteed veterans' home
mortgage program if the person

(1) has retired or heen discharged or released
from the duty described in (a) of this section
under conditions other than dishonorable: or

(2) has not retired or been discharged or re-

leased from the duty described in (a) of this
section but

(A) has completed his or her initial
period of duty; and

(B) would have been entitled to a dis-

charge or release under conditions other than
dishonorable at the end of his or her initial
period of duty.

(c) A person is not a qualified veteran under
(a)(2) of this section if the duty served by the
person was as a temporary member of the Coast
Guard Reserve.

(ri) A person is not a qualified veteran under
(a)(3) of this section if the duty served by the
person consisted of

(1) work or study performed in connection

with correspondence courser
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(2) attendance at an educational institution
ir an inactive status; or

(3) duty performed as a temporary member
of the Coast Guard Reserve. (Eff. 1/26/83, Reg.
85)

Authority: § 7, Ch. 35. SLA 1982
AS 18.56.050
AS 18.56.088
AS 18.56.090

15 AAC 118.520. DUTY IN PUBLIC HEALTH
SERVICE, (a) A person isa qualified veteran for
purposes of the state guaranteed veterans' home
mortgage program if the person satisfies the re-
quirements of 15 AAC 118.510(b) with regard
to the duty described in this section and if

(L) the person has served on full-time duty,
other than for training purposes, as a commis-
sioned officer of the Public Health Service, or
of the Reserve Corps of the Public Health
Service, after July 28, 1945, or, if the duty
occurred before July 29, 1945, under circum-
stances affording entitlement to full military
benefits;

(2) the person has served -on full-time duty
for training purposes as a commissioned officer
of the Reserve Corps of the Public Health
Seivice at the times avid under the circumstances
required by (1) of this subsection and the person
was disabled from a disease or injury incurred or
aggravated in the line of that duty; or

(3) subject to the limitations in 15 AAC
118.510(d), the person was disabled from a dis-
ease or injury incurred or aggravated in the line
of duty asacommissioned officer of the Reserve
Corps of the Public Health Service under the
circumstances described in 15 AAC 118.510

(a)(3)(A) and (B).

(b) For the purposes of (a) of this section, the
Corporation will, in its discretion, seek the assist-
ance of the Veterans’ Administration in deter-
mining whether an individual's service before
July 29, 1945, in the Public Health Service was
under circumstances affording entitlement to
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off) on the residence securing the mortgage note

at any time prior to the execution of the mort-
gage. For purposes of this section, the replace-

ment of
(1) construction period loans;

(2) bridge loans or similar temporary initial
financing; and

"(3) in the case of a qualified rehabilitation,
an existing mortgage,

shall not be treated as the acquisition or replace-

ment of an existing mortgage. Generally,
temporary initial financing is any financing
which has a term of 24 months or less.

(b) Second lien mortgage loans may be pur-

chased under 15 AAC 118.490 15 AAC

118.580 to the extent such loans are allowable

under applicable federal law and comply with

the provisions of 15 AAC 118.420 and 15 AAC
118.425. (Eff. 1/26/83, Reg. 85)

Authority: AS 18.56.088

AS 18.56.098

15 AAC 118.494. PURCHASE OF QUALI-

FIED VETERANS' MORTGAGE LOANS
FROM SELLER/SERVICERS. In Edition to
the terms and conditions fixed by 15 AAC
118.260 for tne purchase of mortgage loans
from the originating mortgage ‘ender (“seller/
servicer”), the sales and servicing agreement
hetween scller/serviccr and the Corporation and

the seller/servicer guide will provide for reason-
able periodic inspection by, and ox»her reason-
able procedures, including reasonable investiga-

tions by, the seller/servicer to assure that the
mortgage loans purchased comply with the
Temporary Regulations. The sales and servicing
agreement shif' oiuain covenants by the seller/
servicer designed ™ ssurc compliance with the
Temporary Kegu/at Tff. 1/26/83, Reg. 85)
Authority: AS 18.56.088

AS 18.56.098

15 AAC 118.500. VETERANS. As provided in
sec. 7, ch. 35 SLA 1982, "qualifying veteran,”
for the purposes of the State Guaranteed
Veterans’ Home Mortgage Program, has the
rr.c.ining provided for the term "qualified
veteran" under the Mortgage Subsidy Bond Tax
Act of 1980 (94 Stat. 2660 - 2680). Temporary
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regulations of the Internal Revenue Service (Sec.
6a, 103A-3(c). as published in the Federal Regis-
ter, Vol. 46, no. 126, Wednesday, July 1, 1981,
page 34324) have implemented the Mortgage
Subsidy Bond Tax act by defining "veteran”
to have the meaning provided in 38 U.S.C.
101(2). There is no definition of “qualified
veteran" under the Mortgage Subsidy Bond Tax
Act or the regulations adopted under that Act.
The Corporation will accept as a “qualified
veteran" a person who meets the definition of
“veteran" as established in the temporary regula-
tion of the Internal Revenue Service described
above. The provisions of 15 AAC 118,500 - 15
AAC 118.580 are intended to interpret and
clarify the temporary regulation. However, sec.
7, ch. 35, SLA 1982, incorporates by reference
future amendments to the definition of “quali-
fied veteran” under the Mortgage Subsidy Bond
Tax Act. Therefore, to the extent that the
temporary regulation of the Internal Revenue
Service referred to above isamended or replaced
by another regulation, the provisions of the later
amendment or replacement prevail over contrary
provisions in 15 AAC 118.510 15 AAC
118.580. (Eff. 1/26/83, Reg. 85)
Authority: § 7,Ch. 35, SLA 1982
AS 18.56.050
AS 18.56.088
AS 18.56.090

15 AAC 118.510. DUTY IN ARMED
FORCES, (a) A person is aqualified veteran for
purposes of the state guaranteed veterans' home
mortgage program if the person satisfies the re-
quirements of (b) of this section and if

(1) the person has served on full-time duty,
other than for training, in the United States
Army, Navy, Marine Corps, Air Force, or Coast
Guard or in a reserve component of the United
States Army, Navy, Marr.e Corps, Air Force, or
Coast Guard;

(2) subject to (c) of this section, the person
has served on full-time duty for training
purposes in a reserve component of the United
States Army, Navy, Marine Corps, Air Force, or
Coast Guard and was disabled from a disease or
injury incurred or aggravated in the line of 'hat
Juty;or

(3) subject to (d) of this section, the person
was disabled from a disease or injury incurred or
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rehabilitation of the residence with the acquisi-
tion cost of,-the residence to the mortgagor. The
total expenditures made by the seller for re-
habilitation do not include the cost of acquiring
the building or land but do include all amounts
directly expended by the seller in rehabilitating
the building (excluding overhead and other
indirect charges). (Eff. 9/1//81, Reg. 80)
Authority: AS 18.56.088
A? 18.56.098

15 AAC 118.430. QUALIFIED MORTGAGE
LOANS, (a) First iien mortgage loans may bhe
purchased under 15 AAC 118.400 15 AAC
118.450 only if made to persons who did not
have a mortgage (whether or not paid off) on
the residence securing the mortgage note atany
time prior to th< execution of the mortgage. For
purposes of this section, the replacement of

(1) construction period loans;

(2) bridge loans or similar temporary initial
financing; and

(3) in the case of a qualified rehabilitation,
an existing mortgage,

shall not be treated as the acquisition or replace-
ment of an existing mortgage. Gem rally,
temporary initial financing is any financing
which has a term of ZA months or less.

(b) Second lien mortgage loans may be pur-
chased under 15 AAC 118.400 15 AAC
118.450 to the extent such loans arc allowable
under applicable Federal law and comply with
the provisions of 15 AAC 118.420 and 15 AAC
118.425. (Eff. 9/17/81, Reg. 80; am 2/17/82,
Reg. 82)

Authority: AS 18.56.088

AS 18.56.098
15 AAC 118.440. LOAN TERMS. Repealed
2/17/82.
15 AAC 118.450. PURCHASE OF QUALI-
FIED MORTGAGE LOANS FROM SELLER/
SERVICERS. In addition to the terms and
conditions fixed by 15 AAC 118.260 for the

purchase of mortgage loans from the originating
mortgage lender (“seller/servicer”), the sales and
servicing agreement between seller/servicer and
the Corporation and the seller/servicer guide will
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provide for reasonable periodic inspection by,
and other reasonable procedures, including
reasonable investigations by the seller/servicer to
assure that the mortgage loans purchased com-
ply with the requirements of the Temporary
Regulations. The sales and servicing agreement
shall contain covenants 1/ the seiler/servicer
designed to assure compliance with the
Tempc -aiy Regulations. (Eff. 9/17/81, Reg. 80;
am 2/17/82, Reg. 82)
Authority: AS 18.56.088
AS 18.56.098

15 AAC
MORTGAGE
MORTGAGE

118.490. QUALIFIED VETERANS’
BOND PROGRAM (SPECIAL
LOAN PURCHASE PROGRAM),
(a) 15 AAC 118.490 15 AAC 118.580 are
adopted to permit the Corporation to issue
qualified mortgage bonds as described under
Section 103A(c)(3) of the Internal Revenue
Code and the Temporary Regulations published
in the Federal Register with respect thereto
(herein called the “Temporary Regulations”)
and to define and describe mortgages eligible to
he financed with the proceeds of qualified
veterans’ mortgage bonds as part of the special
mortgage loan purchase program of the Corpora-
tion (herein called the ™"program”). These
sections are intended to establish procedures to
ensure compliance with the mortgage eligibility
provisions referred to in the Temporary Regula-
tions.

(b) t\ person is eligible under the program for
a residential mortgage loan which is eligible for
purchase by the Corporation under the act if

(1) the person is a qualifi. veteran as
described in 15 AAC 11850'. - 15 AAC
118.580;

(2) the residential mortgage loan will finance

a single-family, owner-occupied residence as the

term "single-family, owner-occupied residence"

is used and described in 15 AAC 118.405. (Eff.
1/26/83, Reg. 85)

Authority: AS 18.56.088

AS 18.56.098
15 /VAC 118.492. QUALIFIED VETERANS’
MORTGAGE LOANS, (a) First lien mortgage

loans may be purchased under 15 AAC 118.490
15 AAC 118.580 only if made to persons who
did not have a mortgage (whether or not paid
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previously have been provided, whether or not
by the same lender provided that

(A) the prior loan or loans have been
repaid; and

(B) if any person who had a present
ownership interest in such residence at the
time the previous qualified home improve-
ment loan or loans were made has a present
ownership interest in the residence at the time
the subsequent qualified home improvement
loan is made, then the allowable amount of
the subsequent qualified home improvement
loan shall be reduced by the amount, at
origination, of any previous qualified home
improvement loan, so that the sum of such
loans does not exceed SI15,000. (Eff. 9/17/81,
Reg. 80;am 2/17/82, Reg. 82)

Authority: as 18.56.088
18.56.098

15 AAC 11S.425. QUALIFIED REHABILITA -
TION LOAN. /. person iseligible under the pre-
gram for a quak'fied rehabilitation loan as pro-
vided in this section

(1) The term "qualified rehabilitation loan"
means any owner financing provided in con-
nection with

(A) A qualified rehabilitation; or

(B) The acquisition of a residence with
respect to which there has been a qualified
rehabilitation;

but only if the mortgagor to whom such
financing is provided is the first resident of the
residence after completion of the rehabilitation.
Where there arc two or more mortgagors of a
rehabilitation loan, the first residency require-
ment is met if any of the mortgagors meets the
first residency requirement,

(2) The term  "qualified rehabilitation"
means any rehabilitation of a residence if

(A) there is a period of at least 20 years

between the date on which the building was
first used and the date on which physical
work on such rehabilitation begins;
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(B) 75 percent or more of the existing
external walls of such building are retained in
place as external wails in the rehabilitation
process; and

(C) the expenditures for such rehabilita-
tion are 25 percent or more.of the mortgagor'’s
adjusted basis in the residence (including the
land on which the residence is located).

(3) For purposes of (I)(A) and (B), the rules
applicable to the investment tax credit for quali-
fied rehabilitated buildings under section
48(g)(L)(A)(iii) and (B) of the Interna! Revenue
Code shall apply. However, unlike section
48(g)(L)(B), once a building meets the 20-year
test, more than one rehabiiitation of that
building within a 20-year period may qualify
as a qualified rehabilitation.

(4) The adjusted basis to the? mortgagor is
the mortgagor's adjusted basis for purposes
of determining gain or loss on the sale or ex-
change of a capital asset (as defined in section
1221 of the Internal Revenue Code). The
mortgagor's adjusted basis shall be determined
as of the date of completion of the rehabilita-
tion, or, if later, the date the mortgagor acquires
the residence, i.e., the date on which the
mortgagor includes in basis any amounts ex-
pended for rehabilitation that arc expended for
capital assets.

(5) The amounts expended by the mortgagor
for rehabilitation include all amounts expended
for rehabilitation regardless of whether the
amounts expended .vere financed from the
proceeds of the loan or from other sources, and
regardless of whether the expenditure is capital
expenditure, so long as the expenditure is made
during the rehabilitation of the residence and is
reasonably related to the rehabilitation of the
residence. The value of services performed by
the mortgagor or members of the mortgagor's
family (as used in 15 AAC 118.415) in rehabili-
tating the residence will not be included in
determining the rehabilitation expenditures for
purposes of the 25-percent test.

(6) Where a mortgagor purchases a residence
that has been substantially rehabilitated, the
25-percent test is determined by comparing
total expenditures made by the seller for the
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the mortgagor for at least two years prior to the
date on which construction of the residence
begins.

(c) The term “specified percent” as used in
this section is the percentage fixed by Section
103 A of the Internal Revenue Code,asamended,
and applied to the average area purchase price
calculations as a requirement for the use of pro-
ceeds of qualified mortgage bonds, and that
percentage is 90 percent for qualified mortgage
bonds issued prior to September 3, 1982 and
110 percent for qualified mortgage bonds
issued thereafter. (Eff. 9/17/82, Reg. 80; am
10/27/82, Reg. 84)
Authority: AS 18.56.088
AS 18.56.098

15 AAC 118.417. ALLOCATION OF PRO-
CEEDS AFTER SEPTEMBER 3, 1982. (u Pro-
ceeds available to mortgagors who do not meet
the qualifications described in 15 AAC 18.410
(a) will be allocated as follows and in the follow -
ing sequence depending upon availability of
proceeds:

(1) to mortgagor eligible for receipt of fands
under the Corporation's home ownership assist-
ance program r such other programs as the
Corporation may from time to time establish for
handicapped peisons and which programs arc
designated as eligible hereunder by the executive
director;

(2) if the executive director determines that
mortgagors under the home ownership assist-
ance program or other programs described in
(1) of this subsection are not utilizing proceeds
in a timely fashion, to mortgagors with a lower
or moderate income not otherwise eligible under
the qualified mortgage loan program, the home
ownership assistance program, or the other
programs described in (1) of this subsection;

(3) if the executive director determines that
proceeds are not being utilized in a timely
fashion for mortgagors eligible under (1) and (2)
of this subsection, to any other mortgagor.

(b) Mortgagors who are eligible for funds
under the home ownership assistance program
and who would meet the qualifications for the
qualified mortgage bond program described in
15 AAC 118.410(a) must apply for financing
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under qualified mortgage bond program proce-
dures prescribed by the Corporation and may
not apply through the home ov.mership assist-
ance program for proceeds made available under
(a)( 1) of this section.

(c) Subject to the priorities set forth in (a) of
this section, the executive director may pre-
scribe rules for the availability and allocation
of proceeds available for mortgagors who
hecome eligible for financing under the qualified
mortgage bond program by operation of 15
AAC 118.410(d) and this section.

(d) The executive director may prescribe rules
for the allocation of proceeds from qualified
mortgage bonds subject to different computa-
tions for the “specified percent” of the average
area purchase price as set forth in 15 AAC
118.415(c). (Eff. 10/27/82, Reg. 84)

Authority: AS 18.56.088

AS 18.56.098
15 AAC 118.420. QUALIFIED HOME IM-
PROVEMENT LOANS. A person is eligible
under the program for a qualified home

improvement loan as provided in this section.

(1) The term “qualified home improvement
loan"™ means a mortgage loan, in an amount
which does not exceed 515,000 with respect to
any residence, which finances alterations, re-
pairs, and improvements on, or in connection
with, an existing single-family, owner-occupied
residence by the owner thereof, but only if such
items substantially protect or improve the basic
livability or energy efficiency of the residence.

(2) Alterations, repairs, or improvements that
satisfy the requirement of subdivision (1) in-
clude the renovation of plumbing or electric
systems, the installation of improved heating or
air conditioning systems, the addition of living
space, or the renovation of a kitchen area. Items
that will not be considered to substantially
protect or improve the basic livability of the
residence include swimming pools, tennis courts,
saunas, or other recreational or entertainment
facilities.

(3) A qualified home improvement loan may
he made to a horrower for a residence for which
one or more qualified home improvement loans

15-46.96/
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(3) pursuant to the provisions o* '5 AAC

118.417. (Eff. 9/17/S2, Reg. 80: am 10/27/82,
Reg. 84)

Authority: AS 18.56.088

AS 18.56.098

15 AAC 11S.415. PURCHASE
QUIREMENTS. (a) The acquisition cost, as
herein defined, of each single-family residence
may not exceed the “sp.cified percent” of the
average area purchase price of the statistical area
in which one residence being financed is located
as determined by the executive director in
accordance with the Temporary Regulations.
The executive director shall determine the
average area purchase price separately with
respect to (1) residences which have not been
previously occupied, (2) residences which have
been previously occupied, (3) one-family resi-
dences, and (4) two-family residences. The
executive director may adopt the average area
purrhase-price limitations published by the
Treasury Department for the statistical area in
which a residence is located which are referred
to in the Temporary Regulations as the “Safe
Harbor Regulations.” The term “acquisition
cost" means the cost of acquiring a residence
from the seller as a completed residential unit.
The determination whether a particular resi-
dence meets the purchase-price requirements
shall be made as of the date on which the
commitment to provide the financing is made,
or if earlier, the date of purchase of the resi-
dence. The term “acquisition cost” includes the
follov.'ng:

(A) all amounts paid, either in cash or in
any kind, by the purchaser (or related party
or for the benefit of the purchaser) to the
seller (or related party or for the benefit of
the seller) as consideration for the residence;

(B) If a residence is incomplete, the
reasonable cost of completing the residence
whether or not the cost of completing con-
struction is to be financed with bond
proceeds. For example, where a mortgagor
purchases a building which is so incomplete
that occupancy of the building is not
permitted under local law, the acquisition
cost includes the costs of completing the
building so that occupancy of the building
ispermitted;
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(C) Where a residence is purchased sub-

ject to a ground rent, the capitalized value of
the ground rent. Such value shall be calcu-
lated using a discount rate equal to the yield
on the issue of bonds as defined in the
Temporary Regulations.

(b) The term “acquisition cost” does not in-
clude the following:

(1) The wusual and reasonable settlement or
financing costs. Settlement costs include titiing
and transfer costs, title insurance, survey fees, or
other similar costs. Financing costs inch de
credit reference fees, legal fees, appraisal ex-
penses, “points" which are paid by the buyer
(but not the seller,-even though borne by the
mortgagor through a higher purchase price)
or other costs of financing the residence. How -
ever, such amounts will bhe excluded in deter-
mining acquisition cost only to the extent that
the amounts do not exceed the usual and reason-
able COStS which would be paid by the buyer
where financing is not provided through a
qualified mortgage bond issue. For example, if
the purchaser agrees to pay to the seller more
than a pro rata share of property taxes, such
excess shall be treated as part of the acquisi-
tion cost of a residence;

(2) The value of services performed by the
mortgagor or members of the mortgagor’'s family
in completing the resid<nce. For purposes of the
preceding sentence, the family of an individual
shall include only the individual’s brothers and
sisters (whether by the whole or half blood),
spouse, ancestors, and lineal descendants. For
example, where the mortgagor builds a home
alone or with the help of family members, the
acquisition cost includes the cost of materials
provided and work performed by subcontractors
(whether or r t related to the mortgagor) but
does not include the imputed cost of any labor
actually performed by the mortgagor or a mem-
ber of the mortgagor’'s family in constructing the
residence. Similarly, where the mortgagor pur-
chases an incomplete residence, the acquisition
cost includes the cost of material and labor paid
by the mortgagor to complete the residence but
does not include the imputed value of the
mortgagor’'s labor or the labor of the mortgagor's
family in completing the residence.

(3) The cost of land which has been owned by
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considered a principal residence. The term "resi-
dence” does not include property such as an
appliance, a piece of furniture, a radio, etc,,
which under Alaska law is not a fixture. Land
appurtenant to a residence shall he considered
as part of the residence only if such land reason-
ably maintains the basic livability of the
residence and does not provide, other than
incidentally, asource of income to the mortgagor.
Land appurtenant to a residence isnot included
in the definid m of “residence” if the land may
be further subdivided under zoning or platting
regulations in effect at the time of the making of
the mortgage loan. (Eff. 9/17/81, Reg. 80)
Authority: AS 18.56.088
AS 18.56.098

15 AAC 118.410. OWNERSHIP REQUIRE-
MENTS. (a) Except as provided in (d) of this
section, each of the mortgagors to whom owner
financing (i.e., financing to acquire a residence
under 15 AAC 118.405) is provided must
meet the requirements of this paragraph. A
mortgagor meets the requirements of this
paragraph only if the mortgagor had no present
ownership interest in a principal residence
located anywhere at any time during the three-
year period prior to the date on which the
mortgage is executed. For purposes of the
preceding sentence, the mortgagor's interest
in the residence with respect to which the
financing is being provided shall not be taken
into account. In the event there is more than
one mortgagor with respect to a particular resi-
dence, each of the mortgagors must meet the
three-year requirement. A person who is liable
under a note secured by a mortgage, but who
does not have a present ownership interest in a
residence subject to the mortgage, need not
meet the three-year requirement. For example,
where a parent of ahome purchaser co-signs the
note for a child, but the parent takes no interest
in the residence, it is not necessary that the
parent meet the three-year requirement since the
parent is not a mortgagor of the residence.
Examples of interest which constitute present
ownership interest are the following:

(1) a fee simple interest;

(2) ajoint tenancy, a tenancy in common, or
a tenancy by the entirety;

(3) a life estate;
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(4) a land contract (i.e., a contract pursuant
to which possession and the benefits and
burdens of ownership are transferred altl ough
legal title is not transferred until some time
later; and

(5) an interest held in trust for the mortgagor
(whether or not created by the mortgagor) that
would constitute a present ownership interest
if held directly by the mortgagor.

(b) Examples of interests which do not con-
stitute present ownership interests are the
following:

(1) aremainder interest;

(2) a lease with or without an option to
purchase;

(3) a mere expectancy to inherit an interest
in a principal interest;

(4) the interest that a purchaser of a resi-
dence acquires on execution of a purchase con-
tract; and

(5) an interest in other than a principal
residence during the previous three years.

(c) The Corporation will require proof by
affidavit of mortgagors of eligibility and com-
pliance with the above requirements and will
establish other procedures to ascertain eligibility
and compliance with the requirements.

(d) Mortgagors who do not meet the qualifica-
tions described in (a) of this section are eligible
under the qualified mortgage bond program

(1) to the extent permitted under Section
103 A of the Internal Revenue Code, asamended,
and any Temporary Regulations with respect
thereto;

(2) to the extent of availability of

(A) 10 percent of the lendable proceeds
of qualified mortgage honds issued prior to
September 3, 1982 which are uncommitted
on that date; and

(B) 10 percent of the lendahle proceeds
of qualified mortgage bonds issued after
September 3, 1982; and
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15 AAC 118344 FAIRBANKS NORTH compliance with the mortgage eligibility provi-

STAR BOROUGH PROGRAM. A portion of
the special mortgage loan purchase program
may be implemented in the Fairbanks North
Star Borough, by the Corporation with the
proceeds of 535.000,000 bonds of the Borough
which are tax-exempt under Section 1104 (b)(4)
of the Mortgage Subsidy Bond Tax Act of 1980,

and with amounts appropriated to the Corpora-

tion for the special mortgage loan purchase
program. The provisions of this chapter which
implement the special mortgage loan purchase
program shall govern the portion of the program
to be implemented in the Fairbanks North Star
Borough, except that the me rtgage loans
purchased with the proceeds of bonds shall be
secured by vreal property and owner-occupied
residences located only in the Fairbanks North
Star Borough, and shall be originated and
serviced by seller/servicers with originating and
servicing capacity in the Borough. The details
of the portion of the special mortgage loan
purchase program to be implemented in ‘he
dorough including, without Ilimitation, wu.e
amount of the appropriation to be used by the
Corporation in connection therewith, shall he
fixed by agreement between the Corporation
and the Borough. The agreement may be partof
a trust indenture securing the bonds between
the Borough, the Corporation .md the Trustee.
(Eff. 6/30/80, Reg. 78; am 4/29/82, Reg. 82)

Authority: AS 18.56.088

AS 18.56.090

AS 18.56.098
15 AAC 118.345. DEFINITIONS. Repealed
2/17/82.

15 AAC 118.400. QUALIFIED MORTGAGE
BOND PROGRAM (SPECIAL MORTGAGE
LOAN PURCHASE PROGRAM). 15 AAC
118.400 15 AAC 118.450, are adopted to
permit the Corporation to issue qualified
mortgage bonds as described under Section
103A(c)( 1) and (c)(2) of the Internal Revenue
Code and the Temporary Regulations published
in the Federal Register with respect thereto
herein called the “Temporary Regulations”)
and to define and describe mortgages eligible to
be financed with the proceeds of qualified
mortgage bonds as part of the special mortgage
loan purchase program of the Corporation
(herein called the “program”). These sections
are intended to establish procedures to ensure

sions referred to in the Temporary Regulations.

(Eff. 9/17/81. Reg. 80; am' 2/17/82, Reg. 32;
am 10/27/82. Reg. 84;am 1/26/83, Reg. 85)

Authority: AS 15.56.088

AS 18.56.098

15 AAC 118.405. SINGLE-FAMILY RESI-
DENCES. A person is eligible under the pro-
gram for a residential mortgage loan which is
eligible for purchase, by the Corporation under
the act to finance the purchase of a single-
family, owner-occupied residence, including a
condominium, PUD project unit or aduplex (in
15 AAC 118.405 IS AAC 118.450 called
“residence"). As used in 15 AAC 118.405 -
15 AAC 118.450, “single-family, owner-
occupied residence” includes a duplex if one
unit of the duplex isoccupied by the owner of
the duplex and the duplex was first occupied
as a residence at least five years before the
mortgage is executed. The residence must be a
single-family residence which, at the time the
mortgage is executed by the mortgagor, can
reasonably be expected by the Corporation to
bhecome, the principal residence of the mortgagor
within a reasonable time after the financing is
provided. The residence must be located within
the i tate of Alaska. The Corporation will
prescribe the form of an affidavit to be signed
by each mortgagor of his intent to use the resi-
dence as his principal residence within a reason-
able time not exceeding 60 days, after the
financing is provided and will establish other
procedures to ensure that the requirement s
met. Whether a residence is used as a principal
residence will depend on all the facts and cii-
curnstances of each case, including the good
faith of the mortgagor. Except for duplexes, a
residence which can reasonably be expected to
be used in a trade or business, as an investment
property, or as a recreational home, will not be
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(if) the sum nec;ssary to reduce the
monthly payments of principal and in-
terest on the mortgage loan, together with
taxes, hazard insurance, mortgage insur-
ance and any homeowner association fees
(less any utility expenses included in
those fees) with respect to the property,
to 28 percent of gross income per house-

hold;
(C) the sum necessary to reduce
monthly payments of principal and interest

on the mortgage loan to 20 percent of gross
income per household;

(2) the term for a mortgage loan with respect
to which there is a home ownership assistance
agreement must be the maximum term allowed
under the <Corporation's program providing
financing for the home or the remaining
economic life of the property, whichever is less;

(3) the remaining econonvn life of the prop-
erty must be at least 20 years;

(4) the sales price or appraised value on a
home to be financed with a mortgage loan with
respect to which there is a home ownership
assistance agreement shall not exceed the
following:

for a one or two member

(A)

family;

S80,000

(B) 585,000 for a three-member family;

(C) 590,000 for a four-member family;

5100,000 for a five or more memhber

(D)

family;

(5) the
loan with
ownership
95 percent.

loan-to-value ratio for a mortgage
respect to which there is a home
assistance agreement shall not exceed

the borrower shall

(6) he required to enter
into a home ownership assistance agreement
with the Corporation which shall contain
periodic income-rcview requirements in the form
required by the Corporation including, without
limitation, provisions reducing or eliminating

assistance depending on

REVENUE

15 AAC 118.342

(A)
of paragraph (c)( 1) of this section;

(B) a formula or other method based on
the amount available for assistance from in
come or revenues of the home ownership
fund:

(7) when the term of a home ownership
assistance agreement, which is originally ex-
ecuted by a borrower on or after February 1,
1983, expires as provided in (c)(6) of this sec-
tion. a new home-ownership assistance agree-
ment may be entered pursuant to the terms of
(c) of this section, but the assistance amount
under a new agreement may not exceed the
assistance amount allowed under the previous
agreement;

(8) after February I, 1983, the Corporation
will not enter into a home ownership assistance
agreement with a borrower who has not
previously obtained a loan prior to that date
under the home ownership assistance program if
the amount of assistance isdetermined to be less
than 550 per month,

(d) A home ownership assistance agreement
is personal to the borrower and may not be
assigned.

(«) No secondary financing of a mortgage loan
with respect to which there is a home owner-
ship assistance agreement is permitted.

(0 As used in this section

(1) “family” means those individuals ex-
ecuting the mortgage note and deed of trust, and
their dependents who occupy the residence on
apermanent basis;

(2) “household"™ means all persons who may
or may not be members of the family and who
occupy the residence on a permanent basis as
full or part-time residents. (Eff. 12/15/80, Reg.
78:;am 9/17/81, Reg. 81; am 1/26/83, Reg. 85)

Authority: AS 18.56.091

15-46.96 i
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15 AAC 18.325. MINIMUM
TION STANDARDS AND
VIATIONS. Repealed 2/17/82.

15 AAC 118.330. IMPROVEMENT OR RE-
HABILITATION. Repealed 2/17/82.

15 AAC 118.335. APPEALS PROCEDURE.
Repealed 2/17/82.

15 AAC 118.340. SERVICING FEE. Repealed
2/17/182.

15 AAC 118.342. HOME OWNERSHIP
ASSISTANCE PROGRAM, (a) The home
ownership assistance program exists solely to
assist persons of lower and moderate income to
purchase homes financed with a mortgage loan
purchased by the Corporation under 15 AAC
118.300 - 15 AAC 118.345. Except as provided

in this section, the same limitations and condi-

tions otherwise applicable wunder 15 AAC
118.300 15 AAC 118.345 apply to mortgage
loans where the borrower is eligible for home
ownership assistance under this section.

(b) A person, is eligible for home ownership

assistance for the purchase of a single-family
residence, including a condominium or PUD
unit, after having met general horrowecr loan
qualifications of the Corporation ar.'d those of
this section. To he eligible

(1) the borrower must be a person of lower

or moderate income, which isdefined to be per-

sons with gross income per household not
exceeding the income limits per household size
when calculated as follows:

(A) There shall be a Base Income Limit
0f S26.000 per household.

(B) The income limit shall be the Base
Income Limit of 526,000 per year plus the

following amounts for members of the house-

hold:
(i) nothing for one adult;

(i) S1.000 for each additional adult
beyond one adult;

(iii) 55,000 for one child;

["' EVENUE

CONSTRUC-
STANDARD DE-

r N n

15 AAC 118.325
15 AAC 118.342

(iv) S7.500 for two children; and

(v) S1.000 for each additional child
beyond two children.

(2) the household must not own assets of

value exceeding two times the applicable income
limit for the household size set forth in (b)(1)
of this section; if a member of the household is
65 years old or over the household must not
own assets of value exceeding three times the
applicable income limit for the household size
set forth in (b)( 1) of this section.

(c) ihe terms for home ownership assistance
are as follows:

(1) mortgage payments may be partially sub-

sidized by the home ownership fund in an
amount not to exceed the lesser of the following
amounts:

(A) for borrowers wno first executed a
home ownership assistance agreement prior to
February 1, 1983

(i) the sum necessary to reduce tue
borrower'smonthly payments of principal
and interest on the mortgage loan to the
amounts payable as if the mortgage loan
were a level debt-service loan hearing
interest at die rate of six percent a year,
or

(ii) the sum necessary to reduce the
borrower'smonthly payments of principal
and interest on the mortgage, together
with taxes, hazard insurance, mortgage
insurance and homeowner association fees
if any with respect to the property to
25 percent of gross income per family;

(B) for borrowers who first executed a
home ownership assistance agreement on or
after February 1, 1983

(i) the sum necessary to reduce the
monthlypayments of principal  and
interest on the mortgage loan to the
amounts payable as if the mortgage loan
were a level debt-service loan bearing
interest at the rate of six percent a year;
or

15-46.96h



Register 85, April 1983 REVENUE 15 AAC 118.310
15 AAC 118.320
planned wunit development (herein called a must be owner-occupied for a residential mort-

“single-family residence”) or a duplex shall be
as set forth in this paragraph:

(A) The loan-to-value ratio on a mortgag.
loan for a single-family residence and a duplex
shall not exceed 95 percent.

(B) The loan amount on a mortgage loan
for a single-family residence shall not exceed
S160,500.

(C) The loan amount on a mortgage loan
fora duplex shall not exceed $205,200.

(D) The loan amount on a mortgage loan
guaranteed by the Veterans. Administration
for a single-family residence and a duplex
shall not exceed $135,000.

(E) The amount of the guarantee plus the
downpayment on a mortgage loan guaranteed
by the Veterans Administration for a single-
family residence and a duplex must equal 25
percent of the value of the single-family
residence or the duplex.

(F) The loan amount on a mortgage loan
insured by the FHA for a single-family
residence shall not exceed $101,250.

(6) 'Hie loan amount on a mortgage loan
insured by the FHA for a duplex shall not
exceed SI114,000.

(H) The downpayment and loan-to-value
ratios of mortgage loans insured by the FHA
shall be as required by FHA.

(2) The limitations provided in (b)(l) of this

section are applicable to a first lien mortgage
loan. The limitations as to amount of loan shall
also limit the amount of a second lien mortgage
ioan, provided that in computing the amount of
a second lien mortgage loan any first lien
mortgage loan shall be deducted. The loan-to-
value ratio of a second lien mortgage loan shall
he as fixed in the Act. All loan-to-value ratios
and maximum lien amounts shall be reduced if
Federal National Mortgage Association, Veterans
Administration or FHA limits are reduced for
Alaska.

(c) One wunit of a duplex, triplex, or four-plex

gage loan to finance the purchase of that duplex.
f-'plex or four-plex to be eiigibie for purchase
Corporation.

?r triplexes and four-plexes, loans pur-
as part of the special mortgage loan
jse program

(1) must constitute a first lien on real estate
in fee simple jr on a leasehold estate and be
subject only to permitted encumbrances;

(2) must be omy for the purchase of acom-
pleted owner-occupied residential housing, the
mortgage of which shall be eligible for purchase
by the Corporation under the Act;

(3) must have a loan-to-value ratio no more
than 90 percent for a triplex or four-plex;

(4) will not exceed a loan amount of
$247,650 for a triplex and $S307.950 for a four-
plex.

(e) A residential mortgage loan hereafter
purchased by the Corporation in order to
finance a unit in a condominium project or in
a planned wunit development project (“condo-
minium” or “PUD project”) shall be subject to
the following terms and conditions:

(1) the living units of the condominium or
PUD project must be vithin the same structure
or a reasonably conti® ii'us structure. Common
elements of the prc.,. aust have been com-
pleted prior to the purch se of the loan; and

(2) prior approval procedures, warranties and
provisions relating to the sale and occupancy of
units which are reasonable and customary in
mortgage lending, shall apply as prescribed in
the seller/servicer guide. (Eff. 6/30/80, Reg. 78;
am 6/18/81, Reg. 79; am 9/17/81, Reg. 80; am
2/17/82. Reg. 82; am 10/27/82, Reg. 84; am
1/4/83, Reg. 85)

Authority: AS 18.56.09 *
AS 18.56.0 /2(a) and (e)

15 AAC
LOANS FROM
pealed 2/17/82.

118.315. PURCHASES 0F
SELLER/SERTrICERS. Re-

15 AAC 118.320. ASSUMPTIONS OF
MORTGAGE LOANS. Repealed 2/17/82.

15-46.96¢
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15AAC 118.310
15 AAC 118.300. SPECIAL MORTGAGE 15 AAC 118.310. LOAN TERMS, (a) Each
LOAN PURCHASE PROGRAM SCOPE, (a) residential mortgage loan purchased by the
15 AAC 118.300 15 AAC 118.580 imple- Corporation as part of the special mortgage loan
ment the special mortgage loan purchase purchase program, except as otherwise provided

program established by AS 18.56.098.

(b) 15 AAC 118.400 15 AAC 118.450
implement the portion of the special mortgage
loan purchase program to be financed with the
p nceeds of qualified mortgage bond "

(c) 15 AAC 118.490 - 15 AAC 118.580
implement th portion of the special mortgage
loan purchase , ogram to be financed with the
proceeds of qualified veterans' mortgage bhonds.
(Eff. 6/30/80, Reg. 78; am 9/17/81, Reg. 80;
am 2/17/82, Reg. 82;am 1/26/83, Reg. 85)
Authority: AS 18.56.088
AS 18.56.098

15 AAC 118.305. BORROW ER ELIGIBILITY.
A peinon is eligible under the program wora resi-
dential mortgage loan to finance the purchase
of a dwelling, including a duplex, tiplex, four-
plex, condominium, or an individual unit within
a PUD project, subject to any restrictions under
15 AAC 118.400 15 AAC 118.580 for
mortgages financed by bonds issued thereunder.
Eligibility is without regard to location of the
dwelling within the State of Alaska. The dwell-
ing must bhe designed for residential use and in-
tended for use and used as the principal resi-
dence of the borrower pursuant to AS 18.56. A
person is not eligible for a loan if the person is
an owner of a dwelPng financed by an outstand-
ing loan purchased by the Corporation. As used
in this section, “owner” includes a person who is
liable on a mortgage or note with respect to a
loan but does not include a person not occupy-
ing a dwelling but remaining as a co-owner after
legal termination of a marriage. A loan to finance
the purchase of a dwelling includes a loan to an
owner/builder constituting the first permanent
financing of a dwelling which has been newly
constructed by the owner/builder. The deter-
mination of whether a dwelling has been
“newly constructed” shall bhe made by the
Corporation having regard to the facts and
circumstances relating to the construction of
the dwelling. (Eff. 10/2/80, Reg. 78; am
1/27/81, Reg. 78; am 2/17/82, Reg. 82; am
10/27/82, Reg. 84;am 1/26/83, Reg. 85)

Authority: AS 18.56.088
AS 18.56.098

in (d) of this section for triplexes and four-
plexes, must

(1) be serviced by * seller/servicer approved
by the Corporation;

(2) constitute a first or second lien on rea!
estate in fee simple or on a leasehold estate and,
if a first lien, be subject only to permitted
encumbrances, and, if a second lien, be subject
only to permitted ..ucumbrances and a first lien
mortgage loan seniced by a seller/servicer
approved by the Corporation;

(3) if a first lien, be the subject of private
mortgage insurance, federal insurance, or federal
guarantee, the benefits of which are payable to
the Corporation, in the event that the ratio of
the loan to the value of the property (“loan-to-
value ratio”) exceeds 80 percent;

(4) if a second lien, be the subject of private
mortgage insurance, federal insurance or federal
guarantee, the benefits of which are payahle to
the Corporation, in the event that the ratio ot
the first and second lien mortgage loans
combined to the value of the property exceed
80 percent to the extent necessary to cause the
ratio to go down to 75 percent;

(5) be for purchase of completed, owner-
occupied residential housing or for the improve-
ment or rehabilitation of owner-occupied
residential housing, the mortgage of which shall
be eligible for purchase by the Corporation
under the Act;

(6) be insured by amortgagee's policy of title
insurance issued by a title insurance company
qualified to do business in the state and accept-
able to the Corporation, insuring the enforceable
mortgage, subject only to permitted encum-
brances or in the case of asecond lien mortgage,
subject only to permitted encumbrances and the
fust lien mortgage.

(b) 1) The loan-to-value ratio and the loan
amoi'rt- on first lien mortgage loans of the
Corporation to finance a single-family residence,
including a unit in a condominium project or a

15-46.96F



Register 85, April 1983 REVENUE ISAAC 118.280
15 AAC 118.290
(4) The maximum loan amount on multi- loans insured by FHA or guaranteed by the VA

family residences with five or more units shall be
computed at 80 percent of value.

(e) All loans purchased or made from the

housing development fund must be subject to a
written agreement which must include, but need
not be limited to. the following terms and condi-
tions:

(1) the proceeds of the loan shall be used
only for the purpose for which the loan is made,
as provided in the agreement;

(2) the loan shall be repaid as provided in the
agreement;

(3) all repayments in connection with a loan
to defray development costs shall be made con-
current with receipt by the borrower of the
proceeds of a construction loan or mortgage
loan, or at such other times as the Corporation
considers reasonably necessary or practicable;
and

(4) security for repayment will be specified
and be upon terms and conditions which the
Corporation, in its discretion, considers
reasonably necessary or practicable to insure all
repayments.

(0 Loans purchased or made from the housing
development fund may be for construction of
new residential, single- or multi-family housing,
for repair or rehabilitation of existing residential
housing or for mobile homes. (Eff. 11/29/78,
Reg. 68;am 3/10/80, Reg. 74;am 10/2/80, Reg.
78; am 2/17/82, Reg. 82; am 4/29/82, Reg. 82)

Authority: AS 18.56.088
AS 18.56.090
AS 18.56.098

15 AAC 118.282. MOBILE HOME LOAN
PROGRAM , (a) Each loan for the purpose of
financing the purchase of a mobile home shall
contain or bhe subject to the following terms and
conditions:

(1) the loan must not exceed 572,500;

(2) the loan-to-value ratio excluding the
furniture and appliance package referred to in
(a)(7) orinis section must be no greater than 95
percent except that the loan-to-value ratio on

shall he the percentages permitted by the regula-
tions of those agencies;

(3) the maximum term of the loan shall be
20 vyears and may not exceed the remaining
economic life of the property;

(4) the mobile home must be occupied by
the owner as his year-round principal residence
and the owner-occupant must not o.vn any
other residence in the State of Alaska;

(5) the product of the length and width of
the mobile home shall total at least 600 square
feet;

(6) the loan may include the acquisition of
real property for the site of the mobile home
and the permanent foundation of the mobile
home on the site, provided that the value of a
mobile home and foundation located on the
owner's real property shall not be less than 50
percent of the total appraised value of the real
property;

(7) the loan may finance related personal
property (the “furnitureand appliance package”)
up to a purchase price of S1,500;

(8) the loan must be secured by a security
agreement on the mobile home and all other
personal property on the premises, including but
not limited to lean-tos, wanigans and storage
buildings and a fust deed of trust on any real
property being financed by the loan. The deed
of trust must be insured by amortgagee'sALTA
policy of title insurance conforming to the
provisions set forth in 15 AAC 118.310(a)(5);

(9) no other financing, including but not
limited to secondary financing, will be permitted
on the mobile home; and

(10) as used in this section the term “owned”
with respect to real property includes leasehold
interests extending 10 years beyond the term of
a loan as well as fee-simple ownership. (Eff.
2/17/82, Reg. 82)

Authorit": AS 18.56.090(5)
AS 18.56.100

15 AAC 118.290. DEFINITIONS. Repealed
2/171/82.
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(0 The appeals committee may adopt bylaws
governing its internal operations, including,
without limitation, provisions as to time and
place of meetings.

(9) The Corporation will consider no further
appeal from a decision of the appealscommittee.
(Eff. 2/17/82, Reg 82)

Authority: AS 18.56.088
AS 18.56.090
AS 18.56.098

15 AAC 118.280. GENERAL HOUSING PRO-

GRAMS. (a) Loans may be purchased by, or
made from, the housing development fund
created by AS 18.56.100 or pursuan* to the
Corporation’s general powers in AS .8.56.090

(1) = (3) for housing located in remote, under-

developed or blighted areas of the state.

(b) Loans purchased by the Corporation from

amounts appropriated to the rural mortgage
purchase program shall contain the same terms
and conditions as loans purchased pursuant to
the special mortgage loan purchase program (15
AAC 118.310) except that title insurance and
hazard insurance may he provided from the rural
housing title insurance fund and rural housing
hazard insurance fund and that loans shall bear
interest at a rate determined by the executive
director.

(c) Loans purchased by the Corporation from

amounts appropriated to the rural non-owner
occupied mortgage purchase program shall not
exceed S750.000 in principal amount to any one
person, partnership or corporation, as deter-
mined by the Corporation, and shall bear
interest at the rate of nine and one-half percent
a year, except that the Corporation may
purchase t loan in excess of S750.000 if the cir-
cumstances of the loan warrant and sufficient
funding is available to accommodate total
anticipated loan demand and if approved by a
committee, comprised of a board member
appointed by the chairman or his or her
designee, the executive director or his or her
designee and the mortgage operations director of
the Corporation. The AHFC board of directors
must be notified of the Corporation’s approval
of a non-owner occupied loan in excess of
S$750.000. Each mortgage loan purchased by the
Corporation as part of the rura, non-owner
occupied mortgage purchase program must

REVENUE
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15 AAC 118.280

(1) be serviced by a seller/servicer approved
by the Corporation;

(2) be the subject of (A) insurance described
in (5) of this subsection to the extent deter-
mined necessary by the Corporation, (B) federal
insurance or (C) federal guarantee. The benefit
of the insurance or guarantee shall be payable to
the Corporation; -

(3) constitute a first or, for purposes of sub-
stantial rehabilitation (50 percent or more), a
second lien on real estate in fee simple, on a
leasehold estate, or on lands subject to convey-
ance under ANSCA subject to permitted
encumbrances;

(4) be for completed, non-owner occupied
residential housing, the mortgage of which shall
be eligible for purchase by the Corporation
under the act;

(5) be insured by title insurance and hazard
insurance which may be provided in whole or in
part from the rural housing title insurance fund
and rural housing hazard insurance fund, to the
extent determined necessary by the Corporation.

(d) The loan amounts and loan terms on
mortgages purchased as part of the rural non-
owner occupied mortgage program shall be as
set forth in this subsection

(1) The loan-to-value ratio on loans purchased
under the rural non-owner occupied mortgage
purchase program shall not exceed 80 percent.

(2) In the event the loan purchased by the
Corporation is a second deed of trust for the
substantial rehabilitation (50 percent or more)
of a non-owner occupied property the sum of
the principal balance of the first and second
deeds of trust shall not exceed 80 percent of
value.

(3) The maximum loan amount on non-
owner occupied single-family residences through
four-plexes shall be the following:

Maximum Loan
1 S160,500
2 205,200
3 247,650
4 307,950

Number of Units
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Standard deviations  from the  minimum If the executive .irector or a commissioner

construction standards which will permit water
holding tanks, on-site water and sewer systems,
foundations, ard other deviations as specific
circumstances warrant, are hereby established if
and to the extent an inspecting engineer has
certified that the characteristics of such physical
construction will not impair 'be health or safety
of the occupants of the residence and will not
reduce the useful life of the residence below the
term of the mortgage loin. The Corporation will
require as a condition to its purchasing a
mortgage loan, a waiver and release from each
borrower to the effect that the Corporation is
not responsible for any failure of the residence
to meet minimum construction standards or be
within standard deviations and for every other
matter and thing relating to the construction or
suitability of the residences whether or not
caused by action or inaction of the inspecting
engineer or any other person. The inspecting
engineer will not be hired by or have any rela-
tionship to the Corporation whatsoever. The
Corporation will cause to have printed in plain
English an appropriate form of release to the
above effect to be executed by each borrower
prrr to purcha'ing the mortgage loan and shall
incorporate such release in such loan documents
as it determines. (Eff. 2/17/82, Reg. 82)
Authority: AS 18.56.098(b) and (e)

15 AAC 118.270. SERVICING FEE. Repealed
2/17/82.

15 AAC 118.272. APPEALS PROCEDURE,
(a) A decision by the Corporation not to
pur:hase a mortgage loan, including without
limitation an action denying or effectively deny-
ing the purchase of a mortgage loan, may be
appealed to the appeals committee by the
seller/servicer of the mortgage loan or, in the
case of fhe denial of approval for a housing pro-
ject, anu seller/servicer sponsoring that project.

(b) The appeals committee shall consist of
(1) the executive director of the Corporation;

(2) amember of the board of directors of the
Corporation designated by the chairperson; and

(3) a member of the private lending com-
munity selected by the other two members of
the appeals committee;

appointed by the chairperson from the hoard of
directors, becomes wunavailable to sit on the
appeals committee, each may designate a
replacement to assume Ids or her duties on the
committee until such time as he or she becomes
available. The executive director and the
appointed beard member or their designees may
select different memoers of the private lending
community for particular appeals as the circum-
stances warrant.

(c) A decision by the Corporation declining
the approval of a mortgage loan submitted by a
seller/servicer must

(1) be in writing;

(2) specifically set forth the reason(s) relied
upon to decline the purchase;

(3) be dated and signed on behalf of the
Corporation; and

(4) be
servicer.

mailed or delivered to the' seller/

(d) A seller/servicer may appeal a decision of
the Corporation declining the approval of a
mortgage loan by submitting a written notice of
appeal. The notice of appeal must

(1) set forth the rcason(s) supporting the
appeal;

(2) rely solely upon the information and
documentation originally before the loan officer
who declined the loan; and

(3) be received by the Corporation within 10
working days from the date of the decision of
the Corporation declining purchase.

ii) The appeals committee shall review the
a ipeal and issue a written appeal decision
within 15 days after the Corporation's receipt of
the notice of appeal. Such a decision shall

(1) be signed by the executive director of the

Corporation or liis designee; and

U) specifically set forth the reasons of the
appeals committee for ac opting or rejecting the
appeal.
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Section
210,
220,
230,
235.
240.
250.
260.
263.
267.
270.
272,
280.
282,
290.
300.

305.
310.
315.
320.
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330.
335.
340.
342.
344,
345.
400.

405.
410.
415,
417,

420.

425.
430.
440.
450.

490.

492,
494,

500.
510.
520.

ARTICLE 2.
ALASKA HOUSING FINANCE
CORPORATION

(Repealed)

(Repealed)

(Repealed)

General provisions

Public notice of meeting
Determination of interest rates
Purchases of loans from seller/servicers
Contractor prerequisites for loans
Assumptions of mortgage loans
(Repealed)

Appeals procedure

General housing programs

Mobile home loan program
iRepealed)

Special mortgage loan purchase
program scope

Borrower eligibility

Loan terms

(Repealed)

(Repealed)

(Repealed)

Repealed

fRepeae 3

(Repealed)

Home ownership assistance program
Fairbanks North Star Borough program
(Repealed)

Qualified mortgage bond program
(special mortgage loan purchase
program)

Single-family residences

Ownership requirements

Purchase oricc requirements
Allocation of proceeds after September
3.1982

Qualified home improvement loans
Qualified rehabilitation loan
Qualified mortgage loans

Loan terms

Purchase of qualified mortgage loans
from seller/servicers

Qualified veterans' mortgage bhond
program (special mortgage loan
purchase program)

Qualified veterans’ mortgage loans
Purchase of qualified veterans'
mortgage loans from seller/servicers
Veterans

Duty in armed forces

Duty in public health service

REVENUE

15 AAC 118.210
15 AAC 118.240

530. Duty in National Oceanic and
Atmospheric Administration or in Coast
and Geodetic Survey

540, Duty in United States Military. Air
Force. Coast Guard, or Naval Academy

550. Duty in Alaska National Guard or Air
National Guard

560. Travel to or from duty

570. Spouses

580. Evidence of qualifications

900. Definitions

Editor's Note: The Abska Housing Finance Corporation regula-
tions, exempt from the Administrative Procedure Act tiling
requirements by AS 18.56.0f.. ta). have been voluntarily filed
under AS 44,62.120. They lave not been reviewed and approved
by the Department of tjw under AS 44.82.060. and do not
fully conform to the Drat" ing Manual for Administrative Regula-
tions (AS 44.62.050),

Editor's Note: As of Regiitcr 78. the Alaska Housing Finance
Corporation regulations which were formerly located in 3 AAC
92. have been transferred to IS AAC 118 in recognition of the
relocation made by ch. 106 SLA 1980.

AUTHORITY FOR AND
Repealed 9/17/81.

15 AAC 118.210.
SCOPE OF REGULATIONS.
15 AAC 118.220. BORROW ER ELIGIBILITY.
Repealed 9/17/81.
15 AAC LOaN TERMS.
9/17/81.

118.230. Repealed

GENERAL PROVISIONS.
provided, the provisions
15 AAC 118.275 apply
Corporation. (Eff.

15 AAC 118.235.
Except as otherwise
of 15 AAC 118.235
to all programs of the
2/17/82. Reg. 82)
Authority: AS 18.56.088

15 AAC 118.240. PUBLIC NOTICE OF
MEETING, (a) Except in the case of a meeting
of the board at which the issuance of Corpora-
tion bonds is authorized, not more than two
weeks and not less than five days hefore each
meeting, the Corporation shall give public notice
of the time, place and subject of the meeting.
In the case of a meeting of the board at which
tiie issuance of Corporation bonds isauthorized,
the Corporation shall give public notice of the
time, place, and subject of the meeting at least
24 hours before the meeting. Notice will be
given by advertisement in a newspaper of state-
wide circulation.

15-46.96
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(b) The Corporation will, in its discretion,
establish additional procedures to insure that the

public has a reasonable opportunity to be heard

and tin.t business at meetings will be conducted

in an orderly process. (Eff. 11/29/78, Reg. 68;

am 8/17/82, Reg. 83)

Authority: AS 18.56.040(d)
15 AAC 118.250. DETERMINATION OF
INTEREST RATES, (a) The Corporation shall

establish and will, in its discretion, from time to
time revise ratesof intereston mortgage loans.The
rates of interest so established and revised shall

(1) not exceed the legal rate of interest on
such loans in the State of Alaska;

(2) be adequate tc insure the financial
viabilitv of the Corporation’s bond and note
financing programs and in accord with contracts
entered into with bondholders and noteholders;

(3) comply with all provisions of law, includ-
ing United States Treasury regulations, applicable
to the Corporation and its mortgage loans; and

(4) be designed to promote the use of the
ptograms by qualifying residents of the state.

(b)  The board may delegate the power to

revise interest rates on mortgage loans to its
executive director. (Eff. 11/29/78, Reg. 68)
Authority: AS 18.56.050

AS 18.56.090(3)

15 AAC 118.260. PURCHASES OF LOANS
FROM SELLER/SERVICERS, (a) Subject to
the availability of funds tte Corporation will,
in its discretion, purchase mortgage loans from
originating mortgage lenders (“seller/servicers”)
under the following terms and conditions:

(1) The seller/servicer must

(A) be approved by FHA or FNMA or
constitute a regional housing authority under
AS 18.55; and

(B) be approved by the Corporation as
meeting such fr'ts as to financial viability, in-
state scrvic.ng capabilities and general
capacity to act as a seller/servicer, as the
Corporation may determine.

REVENUE

15 AAC
15 AAC

118.240
118.260

(2) As a condition to purchase of mortgage
loans, a sales and servicing agreement will be
entered into between the seller/servicer and the
Corporation which must

(A) provide the methods  whereby
delinqguent collections and foreclosures will
be undertaken by the seller/servicer;

(B) provide for periodic
provided to the Corporation
servicer; and

reports to be
by the seller/

(C) require the seller/servicer tc service
mortgages in accordance with acceptable
mortgage practices of prudent lending, includ-

ing, but not limited to, the exercising of
diligence in collecting amounts due wunder
mortgages.

(3) The seller/servicer must provide a bond
dec. ed sufficient by the Corporation to protect
the Corporation against errors, omissions and
fraud.

(4) A mortgage loan may be purchased from
a seller/servicer only after the seller/servicer has
completed an application as described in a
seller/servicer guide. A seller/servicer guide shall

(A) be prepared and revised as deemed
necessary by the executive director;

(B) establish for the timeliness of reports
and remittance of funds, appraisal procedures,
documents necessary for credit determination
and other procedures customarily required by
prudent mortgage lenders;

(C) provide for the form of all apj. ~ca-
tions for mortgage loans;

(D) provide a list of completed docu-
ments a-id materials required to accompany
the application forms including proof of
borrower eligibility and financial capacity and
other documentation customarily required by
prudent mortgage lenders;

(E) provide a form of a ¢ ntract of com-
mitment or approval form; and

15-46.96a
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15 AAC 118.263
(F) require submission of other docu- (C) that upon cancellation or expiration

ments and”™ materials as deemed necessary or
desirable by the executive director.

(5) Prior to submitting a mortgage loan for
purchase by the Corporation, the seller/servicer
must submit for approval a complete loan
application with supporting documents as
described in paragraph 4;

(6) The Corporation hereby designates the
Judicial Districts of the State of Alaska estab-
lished and described pursuant to AS 22.10.010
for the purpose of allocating money for the
purchase of mortgage loans. The Corporation
will allocate amounts on the basis of recent and
future anticipated lending activ'ties of the
financial institutions (seller/servicers) as well as
upon the potential need for mortgage loans in
each Judicial District of the state asitdetermines
is required based on the most current research
and information reasonably available to it. From
time to time the Corporation will reallocate
amounts among the Judicial Districts as it deter-
mines appropriate to reflect the changes in
lending activity or need in the Judicial Districts;

(7) The Corporation shall provide for a pro-
cedure of commitment by seller/servicers to
deliver qualifying mortgages for purchase by the
Corporation at an interest rate fixed in the
commitment. The commitment procedure shall
provide for commitments to purchase mortgages
by the Corporation for an initial period of 120
days from the date the commitment is signed by
the Corporation and shall provide for payment
of acommitment fee of one-halfof one percent
of the principal amount of the mortgage with
extensions of 30-day periods up to 90 days upon
payment of an extension fee to the Corporation
of one-half of one percent of the mortgage for
each 30-day extension. The procedures shall
further provide

(A) for prior approval of property and
credit on a mortgage without a commitment
to a specific interest rate at a fee equal to one-
half of one percent of the mortgage;

(B) for application of the prior approval
of property and credit fee against any subse-
quent commitment fee for such period of
time as may be set forth in the commitment
procedure;

of a commitment, a request for a future
commitment for a mortgage at a rate lower
than that previously committed to will not
he accepted for a period of 90 days after the
date of cancellation or expiration of the prior
commitment; provided, however, if a rate
reduction becomes available because the
application has been made under a different
program of the Corporation the rate for the
refiled application shall be the rate estab-
lished for that program at the time the
original commitment was made by the Cor-
poration; and

(D) for other details necessary for the
operation of the commitment procedure.

(b) The executive director shall establish and
may from time to time revise the forms of seller/
servicer guide and seller/servicer agreements
consistent evith the provisions of these Regula-
tions.

(c) The authority to make or purchase
mortgage loans and enter into seller/servicer
agreements and to administer all the terms and
provisions thereof and of the seller/servicer
guide is delegated to the executive director.

(d) The Corporation will, in its discretion,
allow the seller/servicer to collect a servicing fee
in an amount, which may be expressed as a
percentage. (Eff. 11/29/78, Reg. 68; am 5/9/80,
Reg. 78;am 2/17/82, Reg. 82;am 8/17/82, Reg.
83;am 1/4/83, Reg. 85)

Authority: AS 18.56.090(3),(6) and (17)
AS 18.56.096(3)
AS 18.56.098(e)
AS 18.56.105

15 AAC 118.263. CONTRACTOR PRERE-
QUISITES FOR LOANS, (a) The Corporation
will not make, participate in the making of, pur-
chase, or participate in the purchase of a mort-
gage ‘'oan to finance the purchase of new
housing or for the improvement or rehabilitation
of existing housing, unless the construction, im-
provement, or rehabilitation work has been per-
formed by a contractor who is registered to
work as a contractor under AS 08.18 on the
date the work on the housing commences and
throughout the period of such work.

15-46.96b
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(b) This section does not apply if the construc-

tion, improvement, or rehabilitation work

(1) has been totally or substantially per-

formed by the borrower;
(2) has been performed by a borrower who
acts as the contractor for the construction,

improvement, or rehabilitation work; or

(3) has been performed in an area designated

by the Corporation as exempt from the require-
ments of this section because of the unavail-

ability of registered contractors in that area.
(Eff. 10/27/82, Reg. 84)
Authority: AS 18.56.096

15 AAC 118.267. ASSUMPTIONS 0F
MORTGAGE LOANS, (a) A clause in substan-
tially the following form may be inserted in the
Corporation’s standard Deed of Trust for a
mortgage loan which is not the subject of federal
insurance or guarantee:

Lender may, at Lender’'s option, declare all
the sums secured by this Deed of Trust to be
immediately due and payable if either (1) the
property ceases to be the principal residence
of the Borrower, or (2) if all or any part of
the Property or an interest the.sin is sold or
transferred by Borrower without Lender’s
prior written consent excluding (a) the
creation of a lien or encumbrance subordinate
to this Deed of Trust, (b) the creation of a
purchase money security interest for house-
hold appliances, (c) a transfer by devise,
descent or by operation of law upon the
death of ajoint tenant or (d) the grant of any
leasehold interest of three years or less not
containing an option to purchase.

If Lender exercises such option to accelerate,
Lender shall mail Borrower notice of acceler-
ation in accordance with paragraph 14 hereof.
Such notice shall provide a period of not less
than 30 days from the date the notice is
mailed within which Borrower may pay the
sums declared due. If Borrower fails to pay
such sums prior to the expiration of such
period, Lender may without further notice
or demand on Borrower, invoke any remedies
permitted by paragraph 18 hereof.

(b) At the option of the execuuve director, if

REVENUE

15 AAC 118.263
15 AAC 118.269

in Iris opinion a clause in the Corporation’s
Deed of Trust in the form of that set forth in
(a) of this section would jeopardize or nullify
mortgage insurance +"ev'erage, the clause may be
modified as the ..ccutive director deems
necessary to preserve mortgage insurance
coverage.

(c) The executive director may also formulate
a clause for the Corporation’'s Deed of Trust for
mortgage loans to be financed with the proceeds
of Qualified Mortgage Bonds pursuant to
Section 103A of the Internal Revenue Code
providing for acceleration of or increase in loan
rate on such mortgages and otherwise as may
be necessary in his view to cause such mortgage
loan to comply with the provision of said
Section 103A.

(d) At such time as regulations or procedures
of the FHA and YA permit, a clause or clauses
in substantially the form or forms set forth in
this section, with such variations as required
under said regulations or procedures, may be
set forth in the standard Deed of Trust for
mortgage lor.ns guaranteed or insured by FHA
or VA. (Eff. 2/17/82, Reg. 82)
Authority: iS 18.56.088
15 AAC 118.269. MINIP jM CONSTRUC -
TION STANDARDS AND STANDARD
DEVIATION. The minimum construction
standards for residences securing mortgage loans
of the Corporation are established as the con-
struction standards which, in the opinion of
the Corporation, are acceptable within the
community within which the residence is located.

15-46.96b. 1



Sales Price
Appraised Value
Note Amount
Monthly Income
Age of Borrower
Size of Household
Loan to Sales Price Ratio
Weighted Average Int. Rate
Monthly P 4 | Payment
Owe Ming Type
SFR

Condo
PUD

New/Ex i st ing
New
Exi sting

First Time Homeowner
Yes
No

Insurance Type
FHA
VA
CQNV

Eligible State Veteran
Non-Eligible State Veteran

Original Balance

cf 16

ALASKA HOUSING FINANCE CORPORATION

LOAN SUMMARY

Fy '31

67,142

68,3 IP

63,183

1,905

29.6

1.8

94. 10

227
141

13
381

57
324
381

289
92
381

381
381

374
381

- MORTGAGES PURCHASED
RECEIVING HOME OWNERSHIP SUBSIDY

G

59.
37.
.41
100.

14.
85.
100.

75

24.
100.

100.
100.

98.
100.

58
01

00

96
04
00

.85

15
00

00
00

.84

16
00

24,072,600.00

-38-

FYy '32

68,584

69,563

64,381

1,952

30.0

1.9

93.74

11.12

620.18

398
487

18
903

272
631
903

639
264

903

903
903

11
392
903

58,136,000.00

JULY - FEB

D FYy' 33
73,991

74,903

69,410

1,987

29.5

1-.9

93.31

10.55

637.88

44.08 267
53.93 356
1.99 5
100.00 628
30.12 426
69.88 202
100.00 628
70.76 480
29.24 148
100.00 628
100.00 628
100.00 628
1.22 45
98.78 583
100.00 628

42.52
56.68
.80
100.00

67.83
32.17
100.00

76.43
23.57
100.00

100.00
100.00

7. 17
92.83
100.00

45,589,200.00
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PHONE: 19071 465-4700
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April 15, 1983 ANCHORAGE, ALASKA 99501

PHONE: (907) 264-2294

POSITION PAPER

RE CS For HB 302 (CkRA)
SPONSOR: Community and Regional Affairs Committee

Program Effects of Bill

Section 1 eliminates the one year residency requirements

affecting veterans. The new provision allows a greater number
of veterans to qualify for a 1% reduction 1in interest rates on
mortgages for urban nonconforming mortgage loans. The division

concurs with this section.

Section 3 creates a revolving IlIc~nysfvnd in the division. The
creation of a revolving loan ijndJ»will permit the division to
retain principal paymenttfVV r*seived from borrowers. The
revolving loan fund, in tifoeX"fi.1ll reduce future capital budget
requests. The division 1is 1Al concurrence with this Section.
Section 4 creates withinthe division a Home ownership
Assistance Fund. The creation of this fund, and the subsidy it
. provides will assist low and moderate income persons in
purchasing single family homes. The 1impact, both fiscal and in
activity will be tremendous. The subsidy fund will allow
persons who ordinarily wouldnot qualify for a housing Jloan to
do so. The division expectsto expend a large portion of 1its
loan fund allocation 1in this area. The division 1is 1in favor of

the creation of this fund.

Section 5 repeals the law mandating an 80%/20% split in loan
fund allocations for nonconforming housing loans. Currently
rural Alaska receives 80% of the funding. Section 5 will also
allow the division to allocate nonconforming funds 1in a more
productive manner. In addition to eliminating the 80%/20%
split in nonconforming loans, Section 5 will eliminate a second
rural definition. The division concurs with this Section.

Section 6 provides for an immediate effective date Tfor all

Sections. The division feels the effective date of Section 4
of this bill should be January 1, 1984. This date will allow
the division time to properly implement the program. The

division concurs with this Section.

Mark Lewis, Commissioner



STATE OF ALASKA
FISCAL NOTE

REOUEST FISCAL
Bill/Resolution No.:CS for HB 302
Title: State Housing Loans
Sponsor: House CR&A committee

Requestor: HCRAC

BRU,

EXPENDITURES/REVENUES: (Thousands of Dollars)

Revision Date

DETAIL

Agency Affected:
Program Category Affected:
Program of Subprogram”J Affected:
Housing_ Assistance

1983

Cnim & Rea Aff?irc
Development

FY 83 FY 84 FY 85 FY 86 FY 87 FY 88
OPERATING
100 PERSONAL SERVICES 141 193 205 217 230
20.1 TRAVEL 41 44 46.1 48.9 51.8
30.) CONTRACTUAL rr-~ 13 13.5 14.3 15.2
400 COMMODITIES 29 31 32 7733“ 34
500 EQUIPMENT 3 3.1 3.3 3.5 3.7
600 LAND & STRUCTURES ©
700 GRANTS, CLAIMS, ETC
TOTAL OPERATING | 226 284_ 1 299.9 316.7 334.7
ANNUAL SUBSIDY 650 1,000 1,200 1,350 1,700
CAPITAL 1 15,650 31.650 137,850 44.200 50,700 1
SUBSIDY (Cumulative) 650 1.650 2,850 4 ,2G0 5.700
REVENUE 350 2,150 4,250 6,650 9.350 1
REVENUE (Annual) 350 1,800 2,100 2,400 2,700
FUNDING: (Thousands of Dollars)
GENERAL FUND 15,650 31,650 37,850 44.200 .50,700
FEDERAL FUNDS 1
OTHER (Specify Source) 1
Program Receipts 226 284.1 299.9 316.7 334.7
POSITIONS:
FULL-TIME (S 5 5 5 5
PART-TIME
TEMPORARY
I11. SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:
Unused AIDA Certificates of Deposit. SLA 1982, Ch 114 CCSSB 322
(See 9. Assumptions for Fiscal Note).
IV. ANALYSIS: Attach a separate page for any Analysis
Prepared By: B. Morse-Quinn/R. Price Phone: 272-4585
Division: Housing_ Assistance Division® Date: 4/15/83
Approved by Commissioner:/ " N /"W = L Date: d//</7<7L
Department: Community__and Regional Affairs
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
jtoJtefuestor__ (jf_ ™" from Sponsor) 3/5/831



Home Ownership Assistance Fund (HOAF) Assumptions for Fiscal Note

1. AHFC made 381 HOF loans in FY"81 for $24.7 million with an
average loan amount of $64,829.00. AHFC made 903 HOF loans in
FY*82 for $58.1 million with an average loan amount of
$64,341.00. HAD"s average loan amount is $87,500.00 HAD
projects a FY"84 HOAF program of 176 loans at $85,000.03 each
for a total of $15 million in loans made.

2. HAD projects a HOAF Program based on rural Alas"can needs as
follows:

a. Dwellina Price Maximums

1 or 2 memDer family $100,000
3 member family 105,000
4 member family 110,000
5 or more member family 120,000
b. Income Maximums
Adult fanily members 30,000
1st child 5,000
Each additional child 1,500
to program maximum of 39,000

G- Asset Maximums
3 times income for all borrowers

3. Subsidies are calculated for payments of 1 adult and 2
children in rural Alaska to be subsidized from ratchet rate of
10% to HOAF rate of 6%. Average salary is computed at $2,835
per month with subsidy of $235.30 per month.

4. Capital projections assume accumulated subsidy projections.
Annual subsidy rates are noted.

5. Revenue projections assume accumulated interest of 6%
returning to the General Fund. Annual interest earnings are
noted. Principal repayment is assumed to revolve back to the
fund and is not calculated as revenue.

6. Position requests assume a specialization of duties and can
absorb the year round program levels projected with no
increased staff.

7. Travel 1is assumed to reflect both direct and indirectlending
services of the divis on. FY"34 travel reflects the following
specific assumptions:

2,500 Loan Examiner | to hearings in six field locations
3,600 Accountant, 6 trips to Juneau

5,000 Central office to bring field staff for training
on new program

30,000 6 field offices (@ 5,000 each for increased direct
services and program outreach
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8. Contractual assumptions were as follows:
8.500 New regulations - HOAF
3.500 Computer programming

9. Commodities assumptions were based on present cost of
equipment for desks, chairs, files, HANG stations and data
processing equipment.

10. Equipment 1is assumed at $500 per new position plus $500 for
sxtra supplies to field.

11. Annual projections carry a 5% inflation calculation.

Notes for Form 13 Calculations

1. All salaries are based on GGU Salary Schedule for A ranges
effective 1/1/83 for number of months requested.

2. Benefits were calculated at .0513 of gross salaries.

3. Supplemental benefits were calculated at DCRA FY"84 variable
rate of .1537.

4. Fixed benefits were calculated at gross salary x 240.
Notes for Personal Services Category Projections

1. FY*84 impacts for new positions varied between 12 and5
months. FY"85 projections assume all positions at 12 month

plus 6% salary inflation costs. Subsequent years assume only
annual inflation rate of 62.

Notes for Revenue Projections

1. Monthly distribution of capital funds and, therefore, monthly

interest calculations due on payments of first year operations
cannot be accurately projected until program becomes

operational. These figures are division"s best estimates.



April 6, 1983
Proposed House Eill 302

REMARKS BY REPRESENTATIVE RICK UEHLIMG

The bill before you today is House Bill 302, "An Act relating to the
Alaska Housing Finance Corporation; relating to rural and nonconforming
housing loans; and providing for an~ffective date." It makes a number
of substantive changes in the pr”Entv.AHFC program.

First, it establishes a new* limt™tf $250,000 for first mortgages

purchased by AHFC - thqrpby deleting the prevision that loan limits be
tied to the Federal vMortgage Association limits. For example,
the total amount loaned-~for a single family residence is $160,000 under
FNMA limits. The legislation before you raises that limit to $250,000.

Secondly, it eliminates the "Roger®"s Ratchet"™ and sets a flat four
percent subsidy on all loans up to $90,000. Over that, the cost of
funds are the determining factor. Essentially, this bill eliminates
unnecessary language in present statute and allows the subsidy to be at
a constant level. This gives AHFC and the Legislature a consistent
level of appropriation for future fiscal years. In essence, this
streamlines and simplifies present law.

Thirdly, this legislation cleans up existing statute in the section
defined as "eligible veteran"” by deleting questionable residency
requirements and changing the National Guardand Reserve service
retirement. This change has been suggestedby the Governor in HB 305.

Fourthly, this bill makes the retention of afinancial advisor by the
AHFC for the negotiation of private sales of bonds optional instead of
mandatory.

The fifth, and final, point | would like to make is that tliis
legislation repeals the allocation formula for nonconforming housing,
which is based on population.



I | M BILL SHEFFIELD, GOVERNOR

DEPT. OF COMMUNITY & REGIONAL AFFAIRS O POUCH B

JUNEAU, ALASKA 99811
PHONE: (907) 465-4700

OFHFCE OF THE COMMISSIONER
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Aprl I 28, 1983 PHONE: (907) 264-2294

The Honorable Rick Uehling

Representative I %uY \
Alaska State Legislature «* v Uv "
Pouch V t\Y>

Juneau, AK 99811 \ -

Dear Representative Lahling:

Per your request, the following information provides for a
general overview of the proposed Home Ownership Assistance Fund
to be created in the Department of Community and Regional
Affairs.

Purpose

"The Home Ownership Assistance Fund (HOAF) will consist of

money appropriated to it by the legislature. Money in the fund
shall be used solely to assist persons of Jlower and moderate
income to purchase single-family homes financed under

AS 44.47.360-44.47.560 by providing a subsidy to those persons
in the amount that 1is necessary to reduce the annual interest
rate paid on the mortgage loan to six percent"...

Funding Request

The following 1is a breakdown of the total amount requested to
fund the HOAF:

1) The amount requested to create the subsidy fund is
$650,000. This amount will subsidize approximately
176 loans.

2) The amount requested to fund the principle loan amount

of 176 loan 1is $15,000,000.
3) The amount requested as operating capital 1is $226,000.

The amount requested to totally fund the HOAF is $15,876,000.
This request is based on an effective date of January 1, 1984.

Lower to Moderate Income Data

Income and housing cost data were obtained from data published
by the U.S. Bureau of the Census; Alaska Statewide Housing
Meeds Study prepared by CH2M Hill; and loan file data or the

Housing Assistance Division (HAD) of the Department of Commun-
2l-pilh ity and Regional Affairs.
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For specific data on median 1income levels and average housing
cost for rural Alaska, see Tables 1 and 2 below.

TABLE 1

Rural 1Income % of Population
- $5,000 9.9
$ 5,000 - 9,999 12.3
10,000 - 14,999 14.1
15,000 - 19.999 10.3
420,000 - 24,999 9.6
425,000 - 29,999 8.8
30,000 - 49,999 22.8
- 50,000 12.2

¢Lower Income $21,770 (9.6% of total population)

¢eMedian Household income $28,800 (8.8% of total population)
HOAF target income group $20,000 to 39,000 [(five or more
family members) (approximately 11.4% of population].

Percentage of population reached by HOAF - 29.8%.

Percentage of population reached by other HAD programs - 35%.

TABLE 2

RURAL NEW CONSTRUCTION COST 1981-82

Median Median Median Median

Sq Ft Land Sq Ft
Regional Cntrs. Space Value Cost Cost
Nome $ 1,300 $15,000 $73 $110,000
Kotzebue 1,500 19,000 65 116,000
Bethel 1,300 17,000 85 128,000
Dillingham 1,200 15,000 88 120,000
More Remote Areas 1,600 20,000 66 125,000

Overall Medians $1,350 $17,000 $75 $118,250
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Conclusions

The Home Ownership Assistance Fund will benefit approximately
29.8% of the rural population or lower to mo arate 1income groups
earning $20,000 to $30,000 with an extra allowance for five or
more member families which will bring the maximum 1income limit
to $39,000.

Existing HAD programs are providing mortgage Jloans to approxi—

mately 43.8% of the rural population. This is based on the
Division®s average loan amount of $87,500, and the income
required to receive this amount. It is estimated that the
criterion of the HOAF program will allow the Division to reach
approximately 64% of the rural population. Based on this infor—
mation, the Divisicn will establish income limitations as
follows:

Income Maximums

Adult Family Members $30,000
First Child 5,000
Each Addition Child 1,500
To Program Maximum of 39,000

In light of the median cost for newly constructed homes in rural
Alaska ($118,250), the Division will -establish dwelling price
maximums as follows:

Dwelling Price Maximum

One or Two Member Family $100,000
Three Member Family 105,000
Four Member Family 110,000
Five or More Member Family 120,000

It should be noted that not all housing will cost $100,000 -
$120,000, and that only moderate 1income will qualify fo.%1 the
maximum dwelling maximums. Lower income borrowers will qualify
for less expensive housing of approximately $75,000 - $85,000.
At this price level, lowej. income borrowers can qualify when the
proposed subsidy schedule is applied.
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Attached (Attachment A) 1is recommended language for Section 7 of
CS HB302 (HSCSL) to facilitate the HOAF as outlined 1in this
correspondence.

If we can be of any further assistance, please give me a call.

Commissioner

Attachment



ATTACHMENT A

* Sec. 7. AS 44.47 is amended by adding a new section to read:

Sec. 44 _46.382. HOME OWNERSHIP ASSISTANCE FUND. (a)
There is created 1in the Department of Community and Regional
Affairs, the home ownership assistance Tfun. consisting of money
appropriated to it by the legislature. Money in the fund shall
be used solely to assist persons of lower and moderate 1income to
purchase single-family homes financed wunder AS 44.47.360
44.47.560 by providing a subsidy to those persons 1in an amount
not greater than the difference between

D the amount annually required to pay the prevail—
ing interest on and principal of that person®s loan and real
property taxes and 1insurance for the home purchased with the
loan; and

(2) the amount annually required to pay an effective
interest of 6% per annum on and principal of that person®s loan
and real property taxes and 1insurance for the home purchased
with the loan.

3) che maximum subsidy 1is established at the amount
required to reduce a borrower®"s annual payment to the amount set
in (2) of this section.

4) the division shall establish maximum income to
total payment ratios as related to the maximunm rcentage and
gross 1income allowable to pay total payment 1including principle,
interest taxes and 1insurances, as well as maximum 1income and

dwelling prices.
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(d) In this section, "persons of lower and moderate
income™ means individuals considered by the division to require
assistance under this section because of 1inadequate income or
other limited personal financial resourc-ec, taking 1into consid—
eration

(1) the amount of total 1income available for housing
needs;

(2) the size of the family;

(3) "-he cost and condition of available housing;

(4, standards established in various federal programs
for determining eligibility based on income;

(5) the ability to enter the private .lousing

and to pay market amounts for decent, safe, an, sanitary hous—

;6) other factors considered relevant by the division.

market
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LEGISLATIVE AFFAIRS AGENCY

K EMORANDUWM April 18, 1983

SUBJECT: Comparison of HB 302, CSHB 302 (C&RA) and
HB 305

T0: Representative RickUehling

Chairman, House Special Committee on Loans

FROM: Linn H. Asper
0 Legislative Counsel

You have requested a comparison”302, CSHB 302 (C&RA)
and HB 305, concerning stat” hbuVii“gVLoan programs.

Provisions that are thers"™\jifv*in all three bills:

Section 6 of HB 302, concerning eligibility for
veterans interest rates on AHFC loans (AS 18.56.101),
is the same as Sec. 4 of HB 305 and Sec. 1 of CSHB 302
(C&RA).

Section 7 of HB 302, concerning retention of a finan-
cial advisor for AHFC bond sales, 1is the same as Sec. 5
of HB 305 and Sec. 2 of CSHB 302 (C&RA).

Section 9 of HB 3C2, repealing AS 44.47.335, 1is essen—
tially the same as Sec. 12 in HB 305 and Sec. 5 of
CSHB 302 (C&RA).

Section 10 of HB 302 (immediate effective date) is
essentially the same as Sec. 14 of HB 305 and Sec. 6 of
CSHB 302 (C&RA).

Provisions that are the same or similar in HB 302 and
HB 305:

Sections 4 and 5 of HB 302, concerning interest rates
ror AHFC 1loans, are similar to Secs. 3 through 3 of

HB 305. Each changes the method of calculating AHFC
interest rates in a similar manner. HB 305 would
increase the subsidized portion of AHFC loans from the
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present $90,000 amount to $100,000. HB 302 makes no
change in the subsidized portion of AHFC loans. HB 305
would put a 12.5 percent ceiling on AHFC 1interest

rates. HB 302 places no ceiling oninterest rates.

Section 8 of HB 302, concerning application of certain
provisions of the Act,, is essentially the same as
Sec. 11 of HB 305.

sions that are the same in HB 305 and CSHB 302 (C&RA):

Section 6 of HB 305 and Sec. 3 of CHSB 302 (C&RA) would
make it clear that the housing assistance loan fund
(AS 44.47.380) 1is a revolving fund.

Section 7 of HB 305 and Sec. 4 of CSHB 302 (C&RA) would
establish a home ownership assistance fund in the
Department of Community and Regional Affairs for
housing loan assistance to low and moderate income
families, similar to the AHFC home ownership fund

(AS 18.56.091).

sions that are found only in HB 302:

Sections 1 through 3 of nB 302 would have the effect of
increasing the amount of money that could be loaned for
a single-family residence from $160,000 to $250,000.

sions that are found only 1in HB 305:

Section 8 of HB 305 would allow a borrower to have both
a nonconforming or rural housing loan and a loan for
nonowner occupied housing, amending AS 44.47.390.

Section 9 of HB 305 would amend the method of computing
Interest rates for nonconforming and rural housing
loans under AS 44.47_410.

Section 10 of HB 305 would redefine the term "rural" as
that term is used in connection with nonconforming and

rural housing loans made or purchased by the Department
of Community and Regional Affairs.

Section 13 would make Secs. 7, 8, 10, and 12 of HB 305
effective January 1, 1984.

LHA:1jb
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April 27, 1983

Honorable Rick Uehling .

Chairman, Special Committee
on State Loans

Alaska State Legislature

Pouch V

Juneau, AK 99811

Re: HB 302- and HB 315

Dear Representative Uehling:

This letter responds to the two inquiries in your let-
ter of April 21 which broadly relate to the ambit of "the ded-
icated fund prohibition. Alaska Const, ert. IX, sec.

o As we orally advised a member of your staff, the pro-
visions in HB 302 and HB 315 do not raise “questions under the
dedicated fund prohibition.

Your first inquiry related _to the conversion of the
Housing Assistance Loan Fund (AS 4447380) to a revolving Joan

fund, “As you know, the revolvrnfq loan fund prepared in the bill
retains only principal repaymens rnterest repayments revert to
the general fund. "The Department Law has previously stated
that ‘we will de fend. revolving loan funds expressly established by
statute as' a permrssrble exception to the dedicated fund pro-
hibition. See 1982 Att'y Gen. Op. # 13, (Nov. 30)

Your second inquiry asked whether it is necessary or
advisable" to appropriate . pro?ram receipts to individual oan
funds.  Again, it is our view that it is not necessary to alp
priate. Rodqr receipts on an annpual basis to a revolving loa
establis by statute. A question may exist if the statutory
provision establishing the revolving loan fund does not expressly
identify whether repayments of both prrncrpal and |nterest revert
to the tunds 1/ As”a gengeral proposition, %stan ing copn-
temporaneous construction is entitled to substan lal* weight in

I’t/ Several of the f nds in sections 3 and ”~ of KB 315 are estab-
ished as_revolving loan funds, but the statutory provisions do
not specrfy which grogram receipts revolve
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assaying Ie?islative intent. Thus, if program receipts, includ-
Ing ‘interest repayments, have been retained in a revolving fund
which does not specifically authorize the retention of ipterest
repayments, an annual appropriation of the 'program receipts 1Is

not necessary.

In sum, we do-not see anr need to amend HB 302 or HB

315 to accomplish the apparent policy objectives. Please feel
free to call 'if we can provide "any Tfurther assistance on this

matter,

Assistant Attorney General
JBR:jb



BILL SHEFFIELD, GOVERNOR

DEPARTMENT OF COMMERCE &
ECONOMIC DEVELOPMENT IS g
DIVISION OF LOANSAND VETERANS AFFAIRS 1907) 465-2510

April 26, 1983

APR 2 7 1983

Honorable Rick Uehling
Representative

Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Dear Representative Uehling:

I have reviewed the DroDOsed amendment to the Alternative

Energy d essentially allow
loans
Qur., es is amendment is

150 in the Fairbanks a n ™~ 0 1in the Anchorage area and an
additional 50 in Sout™ea”VAlaska. The costs of purchase
and installation of eaoh unit would average $10,000 to
$15,00TT. Using a low figure of $10,000, the total dollars
needed would amount to $3,500,000.

IT we can be of further assistance, please do not hesitate
to contact us.

Sincerely,

D. A. Hostak
Director

DAH/KkkC37



HiaEfea (ptate Hegfelature

Representative John Ringstad While in Juneau

District 20-3 Pouch V

P.O. Box 1548 Juneau, Alaska 99811
Fairbanks. Alaska 99707 (907) 465-4998

(907) 456-8336

JlouSe of &eprefentat{oet

T0: Rep. Rick Uehling, Chairman
House Special Committee on State Loans

FROM:  Rep. John Ringstad
RE: Multifuel Furnaces
DATE: April 19, 1983

In 1982, section 45,88.500 of the Alaska Statutes was amended
In Conference Commlttee to exclude furnaces and wood stoves
from quaI| ¥]|n loans. The exc|u3|onar¥ wordmg was not
clear and ttorne General's interpretation incfuded an){
multifuel woo or coal furnace This was not the Intent o
the legislature.
Attached is an amendment which will allow loans for such
furnaces, and still exclude fireplaces and fireplace inserts
and decorative wood stoves.

~Also attached are brochur s e plaining two companies’
multifuel furnaces which would | Ible £EJnder thlsIO
amendment.
In FY 83, the Al ernatlve Technology ad Energy Revolvin
Loan Fund had a §4 m i |on ap(nrog)r tion. §gg million had
been lent or committed b h 983 an . Don Hostak
expects to use the full appropr|at|o by June 30, 1983.

|f you have any questions, please contact my aide, Drue
Pea¥ce y d y

Thank YOU.
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ECIEER
IN THE HOUSE RINGSTAD
HOUSE BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE - FIRST SESSION
A BILL

For an Act entitled: "An Act relating to alternative technology and energy

loans."
BE IT ENACTED BY THE LEGISLATURE OF THE STATF OF ALASKA:
* Section 1™ AS 43.88.500(2) is amended by adding a new subparagraph to
read.
\ (E) a steam, hot water, or ducted hot air centra
heating system that uses solid fuel. |



- MEMORANDUM State of Alaska

to: Don A. Hostak, Director date: duly 29, 1982
Div. of Business Loans
and Veterans Affairs FiLe mo: 366-006-83
Department of Commerce
and Economic Development telephone no: 465-3600 ex. 62
from: WILSON L. CONDON subject: Alternatrve Energy
ATTO

XS 45 §8.500)

By
) Te r5. Froehlich M
Assistant Attorney General

You have asked this offroe whether furna
included within the meaning eatrngbusto e
). That paragraph, whrch Was added §6
specifically " excludes "wood, coal, or m
s from the “definition of alternatrve ene

tif
rgg S
ore from eligibility for financing under AS 45.88"

The answer to your question is YES. T

loans under AS 45.88 may not be used to finance a
vice, whether it is called a stove, furnace, or boiler, unless it
érc onverter be-

ed by AS 45.88,
1982.7 Of course
for wood stoves
(2)(D). However,
multifue] heating
rdless of whethet
3)(s).

ve e

his means that
ny heating de-

B a wood stove (or wood furnace) with a catal
cause only those stoves are specrfrca rnI
500( )(D) “which was added by §'59, SL
loans ‘may also. be used for catalytro converters
as also “Specifically provided By AS 45.88.500

a

y
clU
A

loans may not be used for. coal heating stoves,
stoves fireplaces, or fireplace rnserts re%
(AS 45.88.5070(

of "alt
nfrlrsrng

t i
Aft

they have catalytic converters.

Although the definiti

nati nergy system"
in AS 45.88.500 may seem a g g
ec

er
at first glance, hecause
no vaggg or ambiguous,

of its man se arate In r S t
y ; J ter the amendments it

e
Rather, it clear and”sp
provides as follows.

Sec. 45.88.500. DEFINITION. In this chapter, "alternative
energy system

on
o
nts,
Ific.

(1) means a source of thermal, mechanical or
electrical energy which is not dependent on
ol or as or a'nuclear fuel for the supply
0f ene? for space heatrng ad coolrnq

fri ron and cold stora% electrica pow
%er’r echanical power, he heating of wa-
(2) ‘includes

_ an alternative energy property as de-
fined by sec. 48()()(A) of “the Internal
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RevenueC 26 U.S.C. sec. 48(1)(3)(A)); |a
copg |ech(|s enclose LA
a method of arch|tectura| design and

constructmn which provides .for thé col-
lection,- stora%e and use of direct rad|at|on
from the sun:
(C) any other device approved by the com-
sion of commerce and economic develoE
t under AS 44.33.040(12). § 34 ch. 83, SLA

S
z?

(D) a wood stove with a catalytic converter
or a catalytic converter for a wood stove,

(3) does not include _ _
a wood, jcoal, or multifuel heating

stovie., o _ _

(B) a fireplace or fireplace insert.

mi
me
19

UO

_ ~Several rules of construction Etphcable to the
dissection"and analysis of this def|n|t|on. IS the sliding
scale plain meaning rule, as recently enunC|ated tate V.
Alex, P.2d (Ak. 1982, " Opin jr48s rl"2 %
1982) at footnote M, e 15, Under thjs rule the pla ner e
Ian%uage or-a_statute, the more convincing contrary legislative
hgnort%emust, be In order to just|f¥ an interpretation different

plain meaning of the statutory language.

The plain meanings of "stove" and "furnace" are vir-

tually identical. According to Merriam-Webster, Webster‘s Third
New fInternational chtlonary E1_97,6), a stove IS ‘apparatus
that Burns fuel or uses eflectricity to produce heat (1d. at
p 2253) and a furnace is "an apparatus for the production or ap-
E)||cat|"0n of heat", g af R 923) On the other hand, a boiler
s a "vessel used for boiling™ or "a tank_in which. water is
heated or hot water 1s stored"” (ld. at p 247) According to the
boiler inspector of the division of |abor standards and safety in
the Department of Labor, the distinctive characteristic df a
boiler” is that it contains pressure.. BoHers can be used .in
conjunction with stoves or furnaces which produce heat but boil-
ers do not produce heat themselves.

_ In the case of AS 45.88.500, we can find no legislative
history contrary to its plain meanmg We have reviéwed the
House "and Senaté Journals and have talked to several members of
)(our staff  and Ieglsla,tlve staff who a}tende and listened . to
ape recordings o hearmgﬁ] on SB 666({ 113, SLA 1982) and its
predecessors.” In fact, there are Indications that the general
legislative intent was to limit the use of AS 45.88 Ioans for
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vood, foal and multifuel stoves, furnaces and boilers as much as
possible because

(1) they are common and relatively low cost
items which sap fupds that could be used for
less common, more innovative, and more costly
energy systems; and

(2) . they are less desjrable than most alter-
native energy YSt ms because they contribute
more to ailr pollution

This latter air pollution consideration is apparently one of the
reasons for limiting use of AS A5.88 loans to only "wood_stoves
with catalytic converters or the converters themsélves. That is
the net result of adding the narrow inclusion of wood stoves with
catalytic heater h he def|n|t|on of "alternative epergy
system” (new AS . )( der exclusion of heat-

(new AS 45 88 00(3).
cti

_|>m—h

w—r w

Other rules o tutor constru nlfrowde that |n

sta 0

the case of onfllc, .pecf anuage controls over genera
Sands, Sutherland Statutory Constructlon § 51.05 (4t 73)
and later enactments control over earlier” (Id. at §51.01) and
all garts of stattite should be construed together to give méaning
to each 1f possible (Id.).

All of these rules of constructlon ide su ort or
tlg plain meaning of AS 45.88.5 amendeY) pp . SLA

e N .
82, and the meager legislative h|st0ry of the 19%2 amendment
f

| u feel the need or desire to add to or clarify the
ble uses of AS 45.88 loans you may pro p se that the’ com-
el exercise Nis er under AS 45.88.020(a )(32), 45.88.
5], Gnd' 44 %0 040 (12
e
p
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como of n Unltod Stales person oilier than an ulocllni
small business corporation or partnership.

(1) Amounts for equipment and supplies shall In
allocated to' tho country In which, with respect to tho pro
ducllou of tho film, tho predominant usa occurs.

(1) All other Items ahull bo allocnlcd under rcguli
lions prcacrlbed by tho Secretary which are consistent with
tho allocation princlplo opt forth In clnuso (lII).

(0) Unltod States— For purposes of this subsection, tho term

"United Statos™ Includes tho possessions of tho Untied States.
() Etiorgy property.— For purposes of this subpart—

(1) Troiitiucnt ns scctluu ilH properly.— For.any period for whick

tho energy percentage determined under section (6(a)(2)(C) foi
any energy property Is grenter than zero—

(A) such energy properly shall bo troatod ns meeting tho re
qulromonla or paragraph (1) of subsection (a), and

(N JILJ1P"W.SMV<c2<VHir*l a//H/snr((# it »ot apply  to nucli

(- ) Energy property defined.— Tlio term energy property™ ntenni

(Ix) qualified Intercity buses,
(H)(1) llia countructlon, reconstruction, or erection of which
Is completed hy tho tnxpnycr. after Snptambcr 30, 1078. or
(1) which lu ncijulrod after September 30, 1978, If tho original
lino of such progarty commonccs with tho tnxpnycr and com-
mences after suoh date, and

(C) with rospuct to which depreciation (or amortization In
llou of depreciation) Is allowable, and which lias a useful life
(determined us of tlio timo aucli properly la plucod In service)
of 3 yonrn or tnoro or which Is rccovory properly (within tho
meaning of section 168),

(») Cllertinllyg™pnrgy properly.—

A) lit gonornl*~Tho term "nltornntlvo onargy proporly™
means—
(I) a holler tho primnry fuol for which will ho an nllor-
nata suhstnnco,
(1) a burner (Including noccunnry on-nito oqulpmnut to

(v) equtpmont to convert—

(I) coal (Including lignite), or any nonmarkotabla
subatnnco dorlved thorotrom, Into a substitute for a
pctroloum or nnlurnl gas derived feedstock for the
mnuufacturo of cbcuilcnls or ollior products, or

(1) coal (Including ngnllo), or sny substance de-
rived ihorefrom. Into methanol, am.onla, or a hydro-
‘proccsacd coal liquid or solid,

(vl) pollution control eqmpment required (by Fedoral,
State, or local regulations) to bo Installed on or In connec-
tion with equipment described In clauso (1), (11), (HI),
(Iv), or (v), (

(vIl) equipment used for tho unloading, transfor, stor-
age, reclaiming from storage, and preparation (Including,
but not limited to, washing, crushing, drying, and weigh-
ing), at Lho point of uuo of nn altornnto substnnco for uso tn
cqthlbpu tiidf'scribddL.liL.cloAiBp,.(i)*..0Liw(."HN'-d, tv)i, <tv0,,or

o o, oollIIMIE dtJIoM TWHLE T THiTE U +?

vIII) equment used to produco, dlslilbuto, or uso cn-
orgy dorlved from a gcolhormul depoolt (wIIbIn tho mean*
lug of section 613(0)(3)), but only, In tho caso of olcctrlcl-

propurly— . ty genorntcd by gootbcrinnl power, up to (but not Includ-
(A) which 1s— ing) tho electrical transmission stage, and

(1) alternative energy proporly, (Ix) equipment, placed lu service nt either of 2 locations

(I1) solar wind energy properly, - designated hy tho Secretary after consultation with tho Sec-

8\'/')) rsepé:;(lrl}% d:;mg%eegfrgy property, retary of Energy, which converto ocean thermal energy to

: , . ' usalilu energy.

(V% etino oil egu}:pmentd - ¢ )” ; Tho equipment dcocrlbcd In clauno (vil) Includes equipment
sur((\:/d)bﬁgglpmen or pro u\%ng nnturill-gas rom gcopres- mind for the nlorngo of fuol dorlved from garbngo at tho nllo nt

(vIl) qualified hydroeleqtrlc generating pioporly, which such f_uel was produced from girhago'.l "

> (vIll) cogeneration equipment, or (1) Allerimto suliMtnuco.— Tho *orm ™altornnto substnnco

nicnns-nny subatnnco other than—

(1) oil and nnturul gas, and

(1) any product of oil anil natural gas.

(C) Special rulo for certain pollution control equipment.—
Tho term “pollution control equipment™ doeu not lucludo any
equipment which—

() la Installed on or tn connection wltii prcporty which,
ns of October 1, 1978, was using coal (Including lignite),
and

(1) wua required to ho Inolnllod hy Federal, Stnlo, or lo-
cal regulation!! lu otfect oil such dale.

For purposes of tho preceding uentenco, In tho enno of proper-
ty which In nltornntivo onorgy proporly nololy by roaoon of tho
nmundmonls inado hy uectlon 222 (h) of tlio Crudo QOil Windfall
wRiloflt Tax Act of 1980, "January 1. 1980" shall ho substituted
for "October I, 1978".

(!) Solar or wind energy properly.— Tho term "notnr or wind en-

bring tho alternate sulistanco to the burner) for a combustor ergy propurly” means any equipment w.hloli uses nolar or wind cnor-

other than a holler If tliu primnry fuel for such humor will ey—
bo an nltornnto substnnco, Ag tn general!! electricity. *
(Ill) ogulpmont for converting nn nitcranto suhstnnco r il to heat or c;)ol (or provldo hot walor for use In) a struc-

Into a synthntlo liquid, gaouous, or solid fuol,

(Iv) eiiulpiiiont duslguod to modify oxlstlug oqulpinctit
which uses oil or natural gas nn a fuol or nn feodstnclt no
that such equipment wilt use either n suhiitnuce otiior than
oil and patuypl, gas, or oil mixod with n substance,.qjImr

\ .
(0) to provldo solar procuss heal,
(n) Specially defined energy property.— Tho torm "specially de-
fined energy properly™ means— .
(A) a reeumwator, m>» e

tlisn oil and natural gas (wlioro such otimr DUholauch will (1) a heal wheel
Ug a regenerator,

[|]|[lvido not less than 26 porcuut of tlio fuel or feedstock). (|II a belli rxelinniio"
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E g u ip m e n t , inc

DBA THE COAL BUNKERS

PHONE: (907) 455-5005 or <56-5971
P.O. BOX 72859 + 270 ILLINOIS ST.
FAIRBANKS. ALASKA 99707

August 18, 1982.

Mr. Bob Jettisworth
Box 80288 </
Fairbanks, Alaska 99708

Dear Mr. ..Bettisworth:

I have some questions about a recent attorney general opinion.
The subject 3s alternative energy systems (AS 45.88.500). The issue _
affected by this decision is whether or not loans for coal and multifuel
central heating systems will be allowed. The systems of major concern
to my firm are stoker fed coal boilers and forced air furnaces.

First 1 should give you some background to the problem. (Then SB 666
was passed the Fairbanks vendors were assured by the Legislature that the
only thing being excluded by an amendment to AS 45.88.500 was stoves,
fireplaces and fireplace inserts. The reason for this was that stoves
are a common and relatively low cost item and that stoves of the air—
tight design contribute more to air pollution that other energy systems.
The Legislature also assured us that the amendment did not exclude coal
and multifuel boiler heating systems because 1) coal and mult:fuel boilers
are new in- vative but costly energy systems; 2) most boiler systems
are designed with forced combustion fans and do not contrubute more to
air pollution than other conventional energy systems; alternative_
fuel boilers are specifically included in Sec. 45.88.500(2)(A) which
is Sec. 48(1)(3)(A) OF the Internal Revenue Code.

The first part of Internal Revenue Code 48(1)(3)(A) says "the term
"alternative energy property”™ means a boiler the primary fuel for which
will be an alternative substance.: The definition of alternative sub-—
stance used in this statute is "any substance other than oil or natural
gas and any product of oil or natural gas.™ Coal boilers are in this
category since they are boilers using an alternative substance for their
primary fuel. Coal boilers should be included in the loan program
because Sec. 48(1)(3)(A) of the Internal Revenue Code is an integral
part of AS 45.88.500 and all property defined by this section is
specifically included by AS 45.88.500(2)(A).
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AS 45.88.500(3)(A)tr(B) does not specifically exclude boilers, how—
ever, it does specificallj” exclude stoves, fireplaces and fireplace inserts.
The legislators involved in writing this bill have told ne that the bill
was worded this way because they intended to stop loans on stoves unless
the}" had catalitic converters.They also said the}" wanted to continue
to allow 1loans for alternative energy propertyspecifically included 1in
AS 45.88.500(2)(A). -The equipment specifically included in that part of
the statute is not only boiler systems but also alternative fuel burners
ie. coal stokers; equipment to monvert- coal-"into other -usable fuels and
chenicals; pollution control equipment; and material handling equipment
for alternative substances,.

The administration has taken a pathway that is against the will of
the people who have exercised their voice through their elected officials.
The people* want the administration to obey the law® and start loaning money
for coal and wood boilers and coal stokers. These items are specifically
included and the Department of Commerce is in violation of the law by
refusing to allow loans on such property”.

The Fairbanks vendors wereassured by the legislatorsthat the program
would continue relatively unchanged. Many vendors took orders and ordered
stock based on the continuation of this loan program. The Department of
Commerce has caused economic hardship and has left many people who
were planning on buying a coal or wood boiler without a means of financing.
Winter is closing in and these people have to face another winter using
high priced "3il and electricity for heat.

The Department of Commerce should be directed to allow loans on
doal and wood boilers and other alternative energy property that is
specifically allowed in AS 45.88.500(2)(A).

Please contact me as soon as possible regarding this attorney general”s
opinion about alternative energy systems.

Sincerely

Bruce D. Cain
General Manager
eThe Coal Bunkers

cc: Barbara Herman, Dept, of Law, Juneau
All Fairbanks Legislators



HS TARM brings wood
and coal heat into the

twentieth century with the

TARM 400 Series boilers.

Wood and coal are cheap fuels. But
wood or coal stoves don't heat your
house evenly. Or conveniently.

Your present central heating system
heats your house evenly leaves no
ashes or bgrk on the living room rug,
and lets you come and go as you
please. But how much longer can
you afford the fuel itbums? And
how much longer will that fuel be
available— at any price?

Now HS TARM gives you the bhest
of both worlds. TARM 400 add-on
systems provide the economy and
security of wood or coal plus the
freedom, comfort and convenience’
of central heat.

Connected to your present hot water
boiler and fired with wood or coal,
your TARM 400 will heat your whole
house and all the tap water you
need. When you're away or ifyou
forget to add fuel to the fire, your
present boiler will take over auto-
matically to keep your house warm.

Sixty years of design and production
know-how go into every TARM 400
boiler. They're built to last. And built
so they're easy for you to operate
and maintain. With features like a
large firebox with no obstructions to
get in your way. Durable cast-iron
doors and grates. A heavily insulated
jacket, finished in a brilliant orange-
red enamel.

There's also an optional tankless coil
for heating tap water. And ifyou live
in an area where electricity is inex-
pensive or little back-up heat is
required, you can turn your TARM
400 info a completely independent
multi-fuel system with the

J

insist on quality and long-term
economy.

combustion

TARM 400 Series boilers operate as
cross-draft burners when fired on
wood and as updraft burners when
fired on coal— ensuring the most

. complete combustion of either

fuel.

Cross-draft systems give the most
efficient wood combustion possible
with a natural draft chimney. In the
TARM 400 Series boilers, primary air
enters the area below the grates
through a flap on the ash door. This
primary air flow is controlled
precisely by the SAM SON

draft regulator, a non-electric
device that regulates hoiler
temperature automatically,

even during power failures. As

the fire bums, smoke and hot

gas pass through the hot coals

on the grates to the rear of the
firebox. Secondary air, admit-

ted through the air dial on the
firing door and through a tube

in the rear of the firebox, mixes
with these hot gases,

Central Heat from
Wood or Coal

encouraging further burning and
minimizing creosote formation.

TARM 400 Series boilers are convert-
ed easily to updraft operation by the
addition or avertical cast-iron baffle
in the firebox. The baffle forces all
primary air to pass up through the
coal bed. Secondary

air passing over

the bed bums

the carbonmon-

oxide produced

by the coal fire.

Hot gases
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DUO-MATIC

I"Stopsworrying aboutshortageslfj

~ | Duo-IVIiatic.coal;ans .wpod burning urnace

Burns either wood or coal,
for convenience and economy.

Regular size spun glass dispos-
able filters.

Optional Blower Section assem-
bles on right or left hand side of
heat

Firedoorano
chamber with the capaci-
ty tobum 18"

Optional high
blowei.

Ash pit door—easy ac-
cess to convenient re-
movable ash pan.

Heavy duty welded con-
struction.

Secondary heat exchanger to
extract the maximum amount
ot heat.

7" diameter flue pipe.

Fire Brick. Lined with
thick heavy duty Fire Brick
rated tor up to 3000 F.

Cast Iron Grates— heavy duty
cast iron grates loi .vood or
coal burning application.

Shaker handle included.

8uallty built lo last
ertified by C.SA

CWF —Add on to yoyr present warm

alr furnace, or Install as a#ree standin MULTI -FUEL
solid fuel furnace. J FURNACES
Even heal distribution e Automatic thermostat controls e The Largest Selling Multi-Fuel

Furnace In North America.



e W IEIVIED

Burns wood or cool.

Specification? and Dimensions for CWF Furnace
Dimensions:

A= Furnace section height
52X*. . .
B=Blower section height

1 C= Furnace section depth
33%". - )
Dx F=Hot air plenum *
24K"wx31K"l. _
E;)Eyrnace section width

FRONT VIEW ;~ \ :>e TOPVIEW REAR VIEW g;l—xsiowersectionwidth

Specifications: - I1-|9>‘<JITWCX01IgKa|rthenum

J=Blower section depth 20

+ Solid (uel combustion chamber. Fire brick lined « Flue outlet: 7"+ Blower motor: % HP. K=Flue pipe dia. 7"

with cast iron grates. Size: 18'x 17*x 14* . mBlower: CFM-1000 ¢ Blower; 9" Wheel €. |_ Flue pipe to center
¢ Fimng Door 164x1ga* - DX STAtc: 20+ Al filter: 1 207 x S0 OPS k=Flue Saction 13X
+ Insulaled Cabinet: Foil laced mineral fibers. + B.T.U.: Estimated max. 120. 000 M=»>Hue pi e to center
.+ Shipping weight: Complete 625 Ibs. from floor
Suggested Wood ADD-ON Duct Installation
CONVERT BLOWER / BAFFLE
PULLEY  ~
~9*TO 8> » '> 3
\ 8*TOr ]
6" TO 5 AR
CONVERT BLOWER
MOTOR NOTE: Original furnace
vt HP TO blower must be capablo of
Vj HP TO \/r O %%\S%n am|n|mlirr]n of
M HP TO * HP across 1o
< CWF Heat Exchanger.
OIL GAS OR Optional blower available.
ELECTRIC
IMPORTANT:; Check and
O install according to local
r codes.

D

AVAILABLE FROM

%i Mah ({ |tsr%2 Inc.

Par Forest South L 60466






Bill No.
Title

0,

HB 311 T Nate April 13, 1983
"An Act relating to Workers! ContaCt y
Compensation; and providing for 465-2790

an effective date."

The Department of Labor/-and the Alaska Workers®™ Compensation Board support the
provisions of HB 311..jAhis bill 1is the result of an agreement reached by a
committee representing labor and employers in the state and reflects over three
years of hearings in which testimony was provided by workers, labor groups,
employers, insurers, rehabilitation and medical, providers, attorneys and state
agency personnel."! The Workers®™ Compensation Board and Division worked very
closely with the committee in recommending amendments that provide for a more
equitable and efficient workers®, compensation system for employees and
employers. " : \ . ,0.. e -yl
The major portions of the bill will result in a redistribution of benefits

which will reduce disencentives to return to work and provide long term
reductions in workers®._compensation costs. This is based on increases

in scheduled permanent partial disabilities, the minimum compensation r a t e , j
death benefits and new methods to compute gross weekly earnings.
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STATE OF ALASKA

FISCAL NOTE o, €vision Date 1983
1. FISCAL DETAIL
I REQUEST . ] Agency Affected:Labor
Bill/Resolution No : . ,
Title: ".. Workers® Compensation Program Category Affected:Public Protection
s - ) BRU, Program of Subprograms) Affected;.
R%%ti%iﬁ}' Rules Committee Administration of Workers®™ Compensation®- =
ars)
| FY 83 FY 84 FY 85 FY 86 FY 87 FY 88
e OPERATING o _
100 PERSONAL SERVICtb 6.5 4.3 157 17.3 19.n
200 TRAVEL
300 CONTRACTUAL bl .0 Ib.4 16.9 18.6 20.5
400 COMMODITIES '} 't 't 'é 'é
500 EQUIPMENT )
* 600 LAND I .STRUCTURES
e « 700 GRANTS, CLAIMS, ETC
TOTAL operating 1 58.3 1 29.R 32.7  3£J) . 39.6
CAPITAL
REVENUE

FUNDING: (Thousands of Dollars)
GENERAL FUND : 58.3 29.8 32.7 36.-0 39.6
FEDERAL FUNDS
OTHER (Specify Source)

POSITIONS:
FULL-TIME
PART-TIME y 1 1 “1 1 1
TEMPORARY

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

Not available.

IV. ANALYSIS: Attach a separate page foiv-ariy Ana

Prepared By:/Sacquel yn L. McClintock Phone:465-2790___
Division: Womrkers™ Compensation j m_: Date: March 21. 1983
Approved by Commissioner: Jim Rohi son?A-TrAMAA Date: March 21, 1983
Department: Labor

LEG:A:19

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



FISCAL NOTE

THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE .
"An Act relating to workers®" compensation, and providing for an effective

TITLE:

date." .

AGENCY AFFECTED: Department of Labor

Page 2

Data Control Clerk 1 (permanent .halftime, 6 months first year,

100
.= 300
400
500

Personal Services $ 6.5
Contractual 1.5
Supplies e .1
Equipment 7

eOLher Contractual

Redesign and printing of forms to accomodate
additional questions .

Rewrite and printing of employee and employer
booklets

Composition and printing of benefit schedule
booklet . . .

Printing amendment of Act

Design computer system and write programs
(2 1/2 months x $50/hour)

Operation costs for additional computer pro-
cessing *

TOTAL .

Indicates one-time expense in FY 1984 for a total

of $38.

12 months thereafter)"-

$ 8.8

. 3.5%

12.0*

. 1.0*

22.0*

$58.3



T™MF

113

—r, M"O'-14 " i"i-iLia:

POSITION TITLE

Data Control Qlerk 1
TYPE OF POSITION STAFF MONTHS RP NUMBER
wr i " lomm 4 -- =
CONTINUATION LEVEL | | ADDITION | XX
TYPE OF EXPENDITURE
PERSONAL SERVICES*®
Sa)arflA(Ifi78 x 6 mos x .5)
eeref-i £ JL58.T
Supplemental Benefits .0613
Fixed Benefits JL4D'JtJ.
TOTAL PERSONAL SERVICES
Travel
Contractual
Commodi ties
Equipmont
Other
TOTAL COST
it ttU>dl
RECEIPT CODE FUND INC SOURCE
Fedoral Receipts 1002
C.F. Match
General Funds

I1-A Receipts
Program Receipts
Other

1020

FOR B4M USE ONLY

4A KEY NUMBER

Tarn

RANCE/STEP BARC. UNIT FORM 12=. PACE/LINE 1”4FDAE
9A
PCN NUMBER BRU PRIORITY LOCATION ELECTION DISTRICT
Juneau JL
JUSTIFICATION
710TT
The permanent half-time Data Control Clerk | position will
provide additional clerical support in the Claims Section
to enter ad® maintain data in the Division®s information

agency.Labor-

handling system. This position will
workload caused by the additional data

handle themincreased
input necessary for

the system to monitor the compensation rate using with-

holding and average weekly wage information,
tenance of two processing systems concurrently.

procran, Worker -8rot.pct.lpn

REQUEST FOR
NEW POSITION

COMPONENT,

bph Workers*

Workers*™

Line 11 - Contractual: Space (transfer to DOA)
Indirect (13.17 x 4734)
Line 12 - Commodities: General Office Supplies
Line 13 - Equipment: Desk and Choir
Compensation

Compensation Administration
Rrvised Date

and

the main-

FY 84



CS HP 311
POSITION PAPER

Weekly Workers®™ Compensation (W.C.) benefits are now based on 66 2/3% of an employees
average weekly wage based on gross earnings. As W.C. benefits are not taxable an employee
can receive higher income while off work. This bill would base benefits on 80% of
spendable (or after-tax) income. The Department of Administration supports this
adjustment.

The bill provides for an increase in funeral benefits, the minimum rate of weekly
compensation, and payment for scheduled permanent injuries, such as a loss of limb. There
has been no increase in these benefits since 1975. The Department of Administration
supports these adjustments. The impact on the Division of Risk Management will be
insignificant.

John Haywood

\rector Date
Division of Risk Management

Department of Administration

Commissionerl Date
Department of Administration

7/0502-01-3/BDGSF1



STATE OF ALASKA
FISCAL NOTE

REQUEST

Bill/Resolution No.: C.S. H.B 311

Title: An Act relating to Horkers
Compensation s

Requestor: Furnace and Szymanski

BRU,

EXPENDITURES/REVENUES:  (Thousands of Dollars)

FYy 83 FYy 84 FY
OPERATING

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

COMMODITIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS, ETC 1

100
200
300
400
500
600
700

TOTAL OPERATING 0 0] 0
CAPITAL
REVENUE

FUNDING:  (Thousands of Do" lars)
GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

POSITIONS:
Full-Time
PART-TIME
TEMPORARY

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

o Vo~ » L3
[\ ANALYSIS:~ Aafij)j- a-Separate page for any Analysis
Prepared By: John Haywoocf
Pivision,: Ri,sk Management
Approved by Commissioner: Lisa Rudd 1
Department: ADMINISTRATIS
Distribution:
Original to Legislative Finance
Copy to Office of Management and Budget (for Legislature
Copy to Department (for Governor introduced bills)
Copy to Spon-.or
Copy to Requestor (if different from Sponsor)

7/0502-01/BDGSF1

vision Date: April

FISCAL DETAIL

Agency Affected:
Program Category Affected:
Sponsor:

85

FY 86 FYy 87

0

Phone: 465-2180
Date: May 2, 1983
Date: May 2, 1983

introduced bills)

3/8/83

21,

1983~

Risk Management

Program of Subprogram”) Affected:

Fy 88



Scott Wetzel Services Incorporated

An Allihate ol The Home Grouo Inc
741 Sesame Street + Suile 1A ¢ Anchorage, Alaska 99503
Phone; (907)561-1725

February 8, 1%

The Honorable Richard l|. Eliason
Chairman, Labor & Commerce Committee
Alaska State Senate

State v Alaska

Pouch

Juneau, IAK %]1

RE Alaska Workers' Compensation Act
Section 23.30.155(c)

Dear Sir:

I WOULD LIKI , CALL YOUR ATTENTION TO SECTION 23-30.155(c) OF THE ALASKA
Workers' Comt,nation Act which refers to the excessive penalties which are
BEING ROUTINELY ASSESSED AGANNII bELr NNosab) enbLOYERD ANJ NSOk CMEKHEO
IN THIS STATE FOR FAILUREBE TO FILE REPORTS WITH THE WORKERS' COMPENSATIONA
Division within a 1A day wiME PERIOD-

First of all, 1 call your attention to the fact that the penalty is $100 for
THE FIRST DAY THAT THE REPORT IS LATE AND $25 PER DAY THEREAFTER TO A MAXIMUM
OF $2500 AND THE RECIPIENT OF THESE PENALTIES IS THE STATE OF ALASKA*

Secondly, these penalties in no way, either directly or indirectly, inure to
THE BENEFIT OF THE INJURED WORKER AND DO NOT AFFECT HIS CASE ONE WAY OR THE
other. These reports are filed with the Alaska Department of Workers'

Compensation solely for the purpose of providing them with statistical
information and to keep them currently advised on the actions and status of
the Workers' Compensation claims. | am in agreement that the Board needs this
INFORMATION AND | HAVE NO QUARREL WITH THAT, HOWEVER, | AM IN COMPLETE
DISAGREEMENT THAT WE SHOULD BE SUBJECT TO HUGE FINES FOR FAILING TO FILE A
REPORT WITHIN A TIME FRAME WHICH IS BOTH UNREALISTIC AND UNNECESSAR”.

These penalties are a direct cost to the employer and/or the insurance carrier
WHICH ARE REFLECTED IN THEIR COST OF DOTNG BUSINESS, THIS COST IS EVENTUALLY
PASSED ON TO THE GENERAL PUBLIC AND CONSUMERS, OF COURSE, AND NO ONE BENEFITS
but the State of Alaska.

The portion of this law that seriously concerns me is that there is absolutely
NO allowance for human error and the last individual who was not surject to

HUMAN ERROR ALSO WALKED ON WATER-

| WOULD LIKE TO GIVE YOU A COUPLE OF EXAMPLES THAT HAVE OCCURRED IN OUR OFFICE
TO SHOW YOU HOW RIDICULOUS THIS ENTIRE SITUATION HAS BECOME-

j'louj (Joes
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" The Honorable Walter Furnace
Page Two
February 8, 1983

We received a minor claim on an employee who lost one day of time and his com-
pensation RATE WAS BASED ON THE MINIMUM COMP* RATE AND HIS TOTAL COMPENSATION
PAYMENT FOR THE ONE DAY WAS $9*29- He WAS PAID IN A PROMPT AND TIMELY
MANNER- THE CLAIMS EXAMINER PAID THE OUTSTANDING SMALL MEDICAL BILL AND
CLOSED THE FILE, FAILING THROUGH HUMAN ERROR TO FILE THE REQUIRED TERMINATION
REPORT REQUIRED BY THE STATE WORKERS' COMPENSATION DIVISION-  VERY FORTUNATELY
FOR US, A WEEK OR TWO LATER ANOTHER SMALL MEDICAL BILL CAME INTO OUR OFFICE
WHICH CAUSED US TO PULL THIS FILE FROM OUR CLOSED FILES AND AT THAT POINT IT
WAS NOTICED THAT WE HAD FAILED TO FILE THE TERMINATION REPORT AND THE REPORT
WAS SUBSEQUENTLY FILED AND AS A RESULT WE RECEIVED A PENALTY OF $200 OR $300-
Had it not been for the fact that anothermedical bill came into our office
AND BROUGHT THIS FILE TO OUR ATTENTION,OUR FIRST NOTICE THAT WE HAD FAILED TO
FILE A FINAL REPORT WOULD HVE BEEN A LETTER FROM THE STATE DIVISION OF
Workers' Compensation assessing us a $2500 penalty for a claim that involved
$9-29 TO THE WORKMAN WHICH WAS PAID TO HIM IN A TIMELY FASHION- No ONE WAS
HURT OR DAMAGED IN ANY MANNER- In OTHER WORDS, | WOULD LIKE TO KNOW HOW THE
PUNISHMENT FITS THE CRIME-

WE HAVE AN EVEN MORE BLATANT RECENT CASE WHEREIN THE INJURED WORKER WAS OVER-
PAID ON HIS COMPENSATION CLAIM BECAUSE HE HAD RETURNED TO WORK SEVERAL DAYS
BEFORE WE WERE NOTIFIED- AS A RESULT OF THIS, THE CLAIMS EXAMINER WROTE HIM A
LETTER ASKING FOR REIMBURSEMENT OF THE OVERPAYMENT AND SHE FAILED TO FILE A
REPORT WITH THE STATE ADVISING THEM THAT THE BENEFITS WERE TERMINATED AND THAT
THE CLAIM HAD BEEN OVERPAID- SO NOW WE ARE FACED WITH NOT ONLY HAVING OVER-
PAID THE WORKER BUT PAYING A RATHER LARGE PENALTY TO THE STATE IN ADDITION,
AND AGAIN ON A CLAIM WHERE ABSOLUTELY NOBODY WAS DAMAGED IN ANY WAY BY OUR
FAILURE TO FILE THE REPORT-

YOU WILL NOTE THAT THE LAW STATES, "If THE EMPLOYEE FAILS TO NOTIFY THE BOARD
WITHIN 14 DpAYs, THE BOARD SHALL ASSESS AGAINST THE EMPLOYER A CIVIL PENALTY OF
$1UU PLUS $25 FOR EACH DAY IN EXCESS OF 14 DAYS----"

| HAVE RECEIVED INFORMATION RECENTLY FROM VARIOUS PEOPLE WHO WERE INVOLVED IN
THE FORMATION OF THIS LAW, AND IN FACT EVEN ONE ATTORNEY WHO WAS INSTRUMENTAL
IN DRAFTING THIS LEGISLATION, AND IT WAS THEIR OPINION THAT THIS PENALTY WOULD
NOT BE ROUTINELY ASSESSED BUT WOULD BE USED ONLY IN CASES OF WILFIJLL AND CON-
TINUAL VIOLATIONS OF THE REPORTING REQUIREMENTS- THIS IS CERTAINLY NOT THE
CASE, NOR CAN IT BE, BECAUSE THE LAW CLEARLY STATES, "SHALL ASSESS"™ AND DOES
NOT SAY "MAY ASSESS IN CASES OF WILFULL AND WANTON NEGLECT,” OR WORDS TO THAT
EFFECT-

| WOULD AGAIN LIKE TO REITERATE THAT WE HAVE NO OBJECTION TO FILING THESE RE-
PORTS AND, IN FACT, WE HAVE ALWAYS FILED ALL REPORTS WHICH ARE REQUIRED BY THE
Workers' Compensation Board \nd we will continue to do so with or without the
THREAT OF ANY PENALTY- WE COMPLY WITH THE LAW AS FULLY AS WE POSSIBLY CAN IN
ALL SITUATIONS, BUT BELIEVE IT OR NOT, WE ARE SUBJECT TO AN OCCASIONAL HUMAN
ERROR- | CANNOT BEGIN TO TELL YOU THE EFFECT THAT THIS DISCF/MINATORY PENALTY
PROVISION HAS HAD ON THE MORALE OF THE EMPLOYEES IN NOT Cl LY MY OFFICE PUT
THROUGHOUT OUR INDUSTRY-



The Honorable Walter Furnace
Page Three
February 8, 1983

Picture, if you will, a clerical employee who through a rather insignificant
error on their part has failed to file a report with the state and as a result
HAS COST THEIR EMPLOYER A HUGE SUM OF MONEY, UP TO $2500, AND MUST BRING THIS
TO THE ATTENTION OF THEIR EMPLOYER AMD SUFFER THE CONSEQUENCES* | HAVE HAD
EMPLOYEES COME TO ME |IN TEARS, OFFER THEIR RESIGNATIONS, OFFER TO PAY THE
PENALTY, ETC*, WHICH OF COURSE WE WOULD NEVER CONSIDER DOING, BUT | THIiNK THAT
THIS IS CRUEL, INHUMAN, UNNECESSARY AND UNREALISTIC* I CANNOT BELIEVE THAT
THE BUREAUCRACY HAS INSTITUTED SUCH AN INCREDIBLE MISCARRIAGE OF JUSTICE*

In the last few years many situations have arisen in the Workers' Compensation
Division which have distressed me greatly* | have been involved with workers'
COMPENSATION INSURANCE IN ALASKA FOR MANY, MANY YEARS AND | MUST SAY THAT |
HAVE NEVER SEEN THE MORALE IN OUR INDUSTRY AT THE LOW POINT IT HAS REACHED TO-
DAY*

| WOULD GREATLY APPRECIATE YOUR CONSIDERATION OF THIS ISSUE AND YOUR EFFORTS
TO ARRIVE AT A FAIR AND EQUITABLE SOLUTION TO THE PROBLEM*

Very truly yours,

SCOTT WETZEL SERVICES, INC

Rejmee Murray
Alaska Manage

RVivp

enc* Sec* 23*30*155(c) Ai.aska Workers' Comp* Act



Scott Wetzel s rvtces Incorporated

An Alliiiaieot Tne HomeG'oup Inc
741 Sesame Street +  Suite JA +  Anchorage, Alaska 99503
Phone: (907)561-1725

February 8, 1983

The Honorable Richard |- Eliason
Chairman, Labor & Commerce Committee
Alaska State Senate

State of Alaska

Pouch V

Juneau, AK 99811

RE: Alaska Workers' Compensation Act
Section 23.30.153(c)

Dear Sir:

| WOULD LIKE TO CALL YOUR ATTENTION TOo secTioN 23.30.155(C) oF THE ALASKA
Workers' Compensation Act which refers to the excessive penalties which are
BEING ROUTINELY ASSESSED AGAINST SELF"INSURED EMPLOYERS AND INSURANCE CARRIERS
IN THIS STATE FOR FAILURE TO FILE REPORTS WITH THE WORKERS' COMPENSATION
Division within a 19 day time period.

First of all, | call your attention to the fact that the penalty is $].00 for
THE FIRST DAY THAT THE REPORT IS LATE AND $25 PER DAY THEREAFTER TO A MAXIMUM
OF $2500 AND THE RECIPIENT OF THESE PENALTIES IS THE STATE OF ALASKA-

Secondly, these penalties in no way, either directly or indirectly, inure to
THE BENEFIT OF THE INJURED WORKER AND DO NOT AFFECT HIS CASE ONE WAY OR THE
other. These reports are filed with the Alaska Department of Workers'

Compensation solely for the purpose of providing them with statistical
INFORMATION AND TO KEEP THEM CURRENTLY ADVISED ON THE ACTIONS AND STATUS OF
the Workers' Compensation claims. | am in agreement that the Board needs this
INFORMATION AND | HAVE NO QUARREL WITH THAT, HOWEVER, | AM IN COMPLETE
DISAGREEMENT THAT WE SHOULD BE SUBJECT TO HUGE FINES FOR FAILING TO FILE A
REPORT WITHIN A TIME FRAME WHICH IS BOTH UNREALISTIC AND UNNECESSARY-

These penalties are a direct cost to the employer and/or the insurance carrier
WHICH ARE REFLECTED IN THEIR COST OF DOING BUSINESS, THIS COST IS EVENTUALLY
PASSED ON TO THE GENERAL PUBLIC AND CONSUMERS, OF COURSE, AND NO ONE BENEFITS
but the State of Alaska-

The PORTION OF THIS LAW THAT SERIOUSLY CONCERNS ME IS THAT THERE IS ABSOLUTELY
NO ALLOWANCE FOR HUMAN ERROR AND THE LAST INDIVIDUAL WHO WAS NOT SUBJECT TO
HUMAN ERROR ALSO WALKED ON WATER-

| WOULD LIKE TO GIVE YOU A COUPLE OF EXAMPLES THAT HAVE OCCURRED IN OIIR OFFICE
TO SHOW YOU HOW RIDICULOUS THIS ENTIRE SITUATION HAS RECOME*



The Honorable Walter Furnace
Page Two

February 8, 1985

We received a minor claim on an employee who lost one day of time and HIS COM-

PENSATION RATE WAS BASED ON THE MINIMUM COMP. RATE AND HIS TOTAL COMPENSATION

PAYMENT FOR THE ONE DAY WAS $9*29. He was PAID IN A PROMPT AND TIMELY

MANNER- THE CLAIMS EXAMINER PAID THE OUTSTANDING SMALL MEDICAL RILL AND
CLOSED THE FILE, FAILING THROUGH HUMAN ERROR TO FILE THE REQUIRED TERMINATION

REPORT REQUIRED BY THE STATE WORKERS* COMPENSATION DIVISION- VERY FORTUNATELY

FOR US, A WEEK OR TWO LATER ANOTHER SMALL MEDICAL BILL CAME INTO OUR OFFICE

WHICH CAUSED US TO PUIL THtS FILE FROMOUR CLOSED FILES AND AT THAT

WAS NOTICED THAT WE HAD FAILED TO FILE THE TERMINATION REPORT AND THE REPORT
WAS SUBSEQUENTLY FILED AND AS A RESULT WE RECEIVED A PENALTY ofF $200 or $300-

Had it not been for the fact that another medical rill @ame into our
AND BROUGHT THIS FILE TOOUR ATTENTION, OUR FIRST NOTICE THAT WE HAD FAILED TO
FILE A FINAL REPORT WOULD HVE BEEN A LETTER FROM THE STATE DIVISION OF
Workers' Compensation assessing us a $2500 penalty for a claim that involved

$929 TO THE WORKMAN WHICH WAS PAID TO HIM IN A TIMELY FASHION- NO ONE wAs

HURT OR DAMAGED IN ANY MANNER- In OTHER WORDS, | WOULD LIKE TO KNOW HOW THE

PUNISHMENT FITS THE CRIME-

We HAVE AN EVEN MORE BLATANT RECENT CASE WHEREIN THE INJURED WORKER WAS OVER-
PAID ON HIS COMPENSATION CLAIM BECAUSE HE HAD RETURNED TO WORK SEVERAL DAYS
BEFORE WE WERE NOTIFIED- AS A RESULT OF THIS, THE CLAIMS EXAMINER WROTE HIM A
LETTER ASKING FOR REIMBURSEMENT OF THE OVERPAYMENT AND SHE FAILED TO FILE A
REPORT WITH ThE STATE ADVISING THEM THAT THE RENEFITS WERE TERMINATED AND THAT
THE CLAIM HAD BEEN OVERPAID- SO NOw WE ARE FACED WITH NOT ONLY HAVING OVER-
PAID THE WORKER BUT PAYING A RATHER LARGE PENALTY TO THE STATE IN ADDITION,
AND AGAIN ON A CLAIM WHERE ABSOLUTELY NOBODY WAS DAMAGED IN ANY WAY BY OIIR
FAILURE TO FILE THE REPORT-

YOU WILL NOTE THAT THE LAW STATES, "If THE EMPLOYEE FAILS TO NOTIFY THE BOARD
WITHIN 19 DAYs, THE BOARD SHALL ASSESS AGAINST THE EMPLOYER A CIVIL PFNALTY OF
$100 pLus $25 ForR EACH DAY IN EXCESS OF 19 DAYS "

| HAVE RECEIVED INFORMATION RECENTLY FROM VARIOUS PEOPLE WHO WERE INVOLVED IN
THE FORMATION OF THIS LAW, AND IN FACT EVEN ONE ATTORNEY WHO WAS INSTRUMENTAL
IN DRAFTING THIS LEGISLATION, AND IT WAS THEIR OPINION THAT THIS PENALTY WOULD
NOT BE ROUTINELY ASSESSED RUT WOULD BE USED ONLY IN CASES OF WILFULL AND CON-
TINUAL VIOLATIONS OF THE REPORTING REOUIREMENTS- THIS IS CERTAINLY NOT THE
CASE, NOR CAN IT BE, BECAUSE THE LAW CLEARLY STATES, "SHALL ASSESS"™ AND DOES
NOT SAY "MAY ASSESS IN CASES OF WILFULL AND WANTON NEGLECT,”" OR WORDS TO THAT
EFFECT-

1 WOULD AGAIN LIKE TO REITERATE THAT WE hAVE NO OBJECTION TO FILING THESE RE-
PORTS AND, IN FACT, WE HAVE ALWAYS FILED ALL REPORTS WHICH ARE REQUIRED BY THE
Workers' Compensation Board and we will continue to do so with or without the
THREAT OF ANY PENALTY- We COMPLY WITH THE LAW AS FULLY AS WE POSSIBLY CAN IN
ALL SITUATIONS, BUT BELIEVE IT OR NOT, WE ARE SUBJECT TO AN OCCASIONAL HUMAN
ERROR- | CANNOT BEGIN TO TELL YOU THE EFFECT THAT THIS DISCRIMINATORY PENALTY
PROVISION HAS HAD ON THE MORALE OF THE EMPLOYEES IN NOT ONLY MY OFFICE PUT
THROUGHOUT UUR INDUSTRY-

POINT IT

office
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February 8, 1983

Picture, if you will, a clerical employee who through a rather insignificant
ERROR ON THEIR PART HAS FAILED TO FILE A REPORT WITH THE STATE AND AS A RESULT
HAS COST THEIR EMPLOYER A HUGE SUM OF MONEY, UP TO $2900, AND MUST BRING THIS
TO THE ATTENTION OF THEIR EMPLOYER AND SUFFER THE CONSEQUENCES* | HAVE HAD
EMPLOYEES COME TO ME IN TEARS, OFFER THEIR RESIGNATIONS, OFFER TO PAY THE
PENALTY, ETC*, WHICH OF COURSE WE WOULD NEVER CONSIDER DOING, BUT | THINK THAT
THIS IS CRUEL, INHUMAN, UNNECESSARY AND UNREALISTIC* I CANNOT BELIEVE THAT
THE BUREAUCRACY HAS INSTITUTED SUCH AN INCREDIBLE MISCARRIAGE OF JUSTICE*

In the last few years many situations have arisen in the Workers' Compensation
Division which have distressed me greatly* | have been involved with workers’
compensation insurance in Alaska for many, many years and | must say that |
HAVE NEVER SEEN THE MORALE IN OUR INDUSTRY AT THE LOW POINT IT HAS REACHED TO-
DAY*

1 WOULD GREATLY APPRECIATE YOUR CONSIDERATION OF THIS ISSUE AND YOIIR EFFORTS
TO ARRIVE AT A FAIR AND EQUITABLE SOLUTION TO THE PROBLEM*

Very truly yoijrs,

SCOTT WETZEL SERVICES, INC*

REnee Murray (
Alaska Manager

RMAp

enc* Sec* 23*30*13b(c) Alaska Workers' Comp* Act
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Alaska State Legm;attire

Senate

Pouch V
State Capibl
Juneau, Alaska 99811

Proposed Amendment: Page 10, Line 10, add the following:

AS 23.30.155

©

Upon making the first payment, and upon an increase,
reduction, determination, suspension, resumption, or

a change 1in rate or type of compensation paid, the em—
ployer shall notify the board within 14 days, on a form
prescribed by the board, that payment of compensation
has begun or has been increased, reduced, terminated,
resumed, changed, or suspended, as the case may be. If
the employer fails to notify the board within 14 days,
the board shall assess against the employer a late pen—
alty of 3$100 plus $10 [$25] for each day in excess of
14 days that the employer fails to give notice. Total
penalties under this section may not exceed $1,000

[$2,500] for each failure to file a required report.

Renumber other sections accordingly.
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Scott Wetzel Services Incorporated
An Affiliaip  The Home G'ouo Inc

741 Sesame Sheet < Suite 1A < Anchorage. Alaska 99503

Phone:(907)561-1725

February 8, 1983

\]. Paul House™Awiinistrator
Second Inju™tT und
Workers'Compensation Division
State o f Alaska

R-UJox

Juneau, K o

Dear Paul:

f'IARION iSERRY HAS REFERRED TO ME YOUR MEMO OF 2/2/83 REFERENCE A LATE REPORT
PENALTY ON STEVE SCHOONMAKER AND THE LETTER ATTACHED ASSESSING A $1,575 LATE
REPORT PENALTY-

NARION IS VERY UPSET THAT YOU ARE QUESTIONING HER HONESTY AND INTEGRITY AND
RIGHTFULLY SO- No ONE IN OUR OFFICE IS GOING TO LIE TO YOU AND WE STRONGLY
OBJECT TO BEING ASKED TO PROVIDE AN AFFIDAVIT ON THIS OR ANY OTHER CLAIM-

IN THIS PARTICULAR CASE, THERE IS A VERY SIMPLE EXPLANATION IN THAT TWO FILES
HAVE BEEN SET UP IN YOUR OFFICE, ONE UNDER FILE NUMBER 222819~SCHOONMAKER AND
A SECOND FILE NUMBER 226313"ShOONMAKER- We FEEL CERTAIN THAT |IF YOU CHECK
BOTH FILES YOU WILL FIND THE ELUSIVE REPORT WHICH WILL PROVE TO YOU THAT WE
DID IN FACT FILE IT ON 11/4/82 AS INDICATED-

What this whole situation does illustrate quite pointedly is how ridiculous
AND UNFAIR THIS PENALTY SITUATION IS IN THAT WE COULD HAVE BEEN ASSESSED A
$1,5/5 PENALTY FOR A SIMPLE MISSPELLING OF A UAME-

I AM CONTINUING IN MY EFFORTS TO DO EVERYTHING POSSIBLE TO OBTAIN THE REPEAL
of Section 23-3U-155(c) of the Alaska Workers' Compensation Act, including
CONTACT WITH GOVERNOR SHEFFIELD AND FOR YOUR INFORMATION |'M ATTACHING HERETO
A COPY OF A LETTER WHICH 1 AM CIRCULATING TO THE LEGISLATORS AND WHICH OUT-
LINES My POSITION AND ORJECTION TO THIS VERY UNFAIR AND DISCRIMINATORY
PENALTY*

1HANK YOU FOR CALLING THIS CASE TO MY ATTENTION BECAUSE |IT CERTAINLY DID ADD
FURTHER CREDENCE TO MY ARGUMENT-

Sincerely

SCOLT WLT2LL SbKVICES, INC-

Renee Murray
Alaska Manager

KM/vp
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STATE 0O0c ALASKA
department labor

WORKUPS COMPENSATION DIVISION
P.O. BOX 1149
JUNEAU ALASK A 9901 1
(TO7) 465 2790 DATE J 1/ 31/83

SCOTT WETZEL SERVIC.FS
741 SESAME ST SUITE LA

ANCHOR AGP AK 99503

DEAR INSURER:

AS ?3.30.155(ri REQUIRES YOU TO NOTIFY THF BOARD WITHIN 14 DAYS AFTER
MAKING ETRST PAYMENT OR INCREASING, REDUCING, TERMINATING, SUSPENDING,
RESUMING OR CHANGING COMPENSATION RATES OR TYPES.

YO JR COMPENSATION REPORT Fnp the CASF CAPTIONEn RFLOW REGARDING PAYMENT
MADE 11/04/0?, WAS 60 DAYS OVFRDUE. ACCORDINGLY, f1l,575

LATE PFPOP.T PFNALTY IS DUE. PLEASE SFND YOUR CHECK IN THAT AMOUNT TO
THE SFCOMO INJURY FUND, P.O. BOX 1140, JUNEAU, AK 990 Il

EMPLOVEE: SCMOONMAKEO, STEVE
P O BOY 6R6

K0O1!AK AK 99615
EMPLOYER ALASKA, STATF OF (Ff.GlI

oept of fish and game

P.O. BOX 606 ¢

KOHI AK AK 99615
INJURY DATE: 10/15/9<
AWCB CASE NO: 7?7 70 19
RFE YDUR CLAIM ?767

SECOND INJURY FUND

F3= M NO. 6104R
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Chapter 3

A basic objective of a modem workmen's
compensation program is to provide protection
to workers against loss of income from work-
related injuries and diseases. To achieve this
goal, the program must carefully weigh the
worker's interest in substantial income benefits
against factors such as the loss of incentive for
rehabilitation, which some believe may occur if
income benefits are too high.

A perfect balance of these contending
interests can not be reached by a scientific
formula or any other means. It is possible,
however, to develop general guidelines for in-
come benefits, and much of this chapter s
devoted to that task. These guidelines are used,
together with recommendations advanced earlier
by other organizations, to evaluate the casli
benefits in current workmen's compensation
programs.

We are asked by the Occupational Safety

and Health Act of 1970 to evaluate several
aspects of State workmen's compensation laws,
including the amount and duration of perm-
anent and temporary disability benefits, with
respect to their adequacy and equity. Although
workmen's compensation has many strengths, as
this report will elaborate, surely the current level
of benefits is not among them. Except in a few
States, workmen's compensation benefits are
not adequate. Moreover, the adequacy of cash
benefits in only a few States emphasizes the
inequities when comparisons are made among
States. Inequities also occur within States. In
some, workers with minor impairments receive
relatively more generous benefits than workers
with serious impairments.

Progress in recent years in raising benefit
levels provides encouraging evidence of increased
interest by the States in improving workmen's
compensation. Nonetheless, even the recent
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improvements leave many States with inade-
quate benefits, as this chapter will demonstrate.

AL GENERALISSUES CONCERNING
INCOME BENEFITS

Several general issues must be discussed
hefore the specific categories of henefits—
temporary total, permanent total, permanent
partial, and death-can be evaluated.

Two Types of Benefits  *

As indicated in Chapter 2, a worker must
meet three tests before he is potentially eligible
for income benefits. The worker must (1) ex-
perience an impairment (2) caused by an injury
or disease (3) that is work-related. If these tests
are met, then two types of workmen's compen-
sation cash benefits are possible:

i. Impairment benefits are paid to a
worker with an impairment caused by
a work-related injury or disease, and

ii. Disability benefits are paid when an
employee has impairment anil wage
loss, both due to a work-related injury
or disease.

Impairment benefits are paid wTiether or
not the worker experiences a wage loss. Disahil-
ity benefits are paid only if the worker has an
actual or potential wage loss due to a work-
related impairment.

The exact circumstances governing pay-

ment of impairment benefits and disability
benefits in the present workmen'scompensation
program are described in later sections. In
general, temporary total permanent total, and
death benefits require disability. Impairment
henefits are presently of importance only as a
basis for permanent partial benefits although,
even for this class of benefits, disability is the
primary basis for awards.

Our recommendations for temporary
total, permanent total, and death benefits
assume disability, and we believe that disability
should be the primary basis for permanent
partial benefits.

The Proper Approach for Determining (
Disability Benefits

A number of issues must be resolved in
the design of a workmen's compensation dis-
ability benefit schedule. What is the proper
measure of the worker's economic loss resulting
from a work-related impairment? Shall only
wages be considered, or should fringe benefits be
added? Should consideration be given to the
impact of income taxes? And what proportion
of economic loss should be compensated?

Remuneration or earnings? The value of a
job to a worker cannot be measured simply by
his wage or salary. Table 3.1 documents the
growing importance of supplements relative to
earnings in the employee's total remuneration.
Eamings are defined in this table to include
hasic wages and salaries pjus irregular wage
payments (e.g., payments for overtime) plus pay
for leave time. Even with this inclusive defini-
tion of eamings, remuneration as a percentage of
eamings has increased from 104.2 percent in
1946 to 11 1.4 percentin 1970.

The status of supplements subsequent to a
worker's injury or disease varies with circjf
stances. Some employers continue payments on
behalf of their injured workers for such pro-
grams as health insurance, life insurance, arid
pensions. Moreover, some workers injured on
the job may be eligible for benefits under
supplementary programs, such as the disabhility
retirement option in a pension plan. However, a
disabled worker may lose some supplements,
particularly if he is out of the job for an
extended period. Because workmen'scompensa-
tion benefits usually arc tied solely to earnings,
the program is increasingly deficient in the
protection provided to the remuneration of
American workers.

Total or net remuneration? While work-
men's compensation should protect rcmunc/a-
tion (eamings plus supplements), it is net re-
muneration, not total remuneration that is the
relevant basis for workmen's compensation
henefits. Net remuneration takes account v.f
payroll taxes and job-related expenses incurred
by a worker.

Table 3.2 indicates how taxes take an
increasing share of eamings. In 1946, gross
average weekly eamings were S46.69, and:"
most 98 percent of this income was spendaoie.



TABLE 3.1. Relationship of average annual total remuneration to average annual earnings in all private industries,

1940-70
Remuneration per fuli-tima employee $1352
Earnings per full-time employee $1291
Remuneration as a percentage of earnings 104.7

2450
2360
104.2 1114

Source. Calculated from data in Tables 6.1,6.4, and 6,5 of U.S, Department of Commerce, The National Income and Product Accounts
0 fthe United States. 1929-1965 Statistical Tables: Survey o f Current Business, July 1970 and July 1971,

In this Report, "sremuneration” is used in place of "compensation," as that term is defined in the above publications. "Eamings" and
"Wages and Salaries" are equivalent. The definitions in the Department of Commerce publication arc:

Compensation o f employees is the income accruin? to persons in an emppv'ee status as remuneration for their work. It is the sum

of wages and salaries and supplements to wages and salaries.

Wages and salaries consists of the monetary remuneration of empbyees, inclusive of executives' compensation, commissions, tips,
and bonuses, and of payments in kind which represent income to the recipients.

contri

SuEpIements to wages and salaries consists of employer contributions for sodal insurance and of other labor income. Employer
utions for social insurance comnrises employer payments under the social security, Federal and State unemployment

insurance, railroad retirement and unemployment insurance, government retirement and a few other minor social insui ice programs.
Other labor income comprises emPloyer contributions to private pension, health, unemployment, and welfare funds; compensation

for injuries; directors’ fees; pay of

TABLE 3.2. Relation between gross and spendable
weekly earnings, 1940-70

O ®
1956
Spendable
Year Gross Spendable as pet of
average3 averageb
gross
$ 27.02 $ 26.76 99.0%
46.69 45.55 97.6
81.15 74.16 914
11451 101.17 88.4
141.09 121.70 86.3

a Cross average weekly wa"es for all workers covered by the

unemployment insurance program, U.S. average, from Hand-

book of
1938-1970.

b Spendable average weekly earnings for a married worker and
three dependents. Spendable earnings reflect deductions for
F.ederal income and sodal security taxes. Formulas are
presented in U.S. Department of Labor, bureau of Labor
Statistics, Employment and Eamings February 1972, pp.
13-17.

-mploymei.l Insurance Financial Daia,

In 1970, gross weekly eamings were $141.09,
but only 86 percent was spendable: the balance
went for Federal income taxes and Social
Security deductions. Because workmen's com -
pensation benefits are tied to basic wages and
salaries, and because the benefits are tax-free,
workmen's compensation benefits have tended

he'military reserve;and a few other minor items.

to become more attractive relative to a worker’s
spendable eamings. If weekly benefits were tied
to pre-tax wages, and if the limits on maximum
weekly benefits were raised to the point where
most workers would have all of their pre-tax
wages used in calculating disahility benefits, high
wage workers would receive so much that their
incentive for rehabilitation might be weakened.
Because the income tax is progressive, tax-free
benefits set as a percentage of pre-tax eamings
would tend to approach or even surpass post-tax
eamings for high wage workers.

Dependents’ allowance? Still another fac-
tor must be considered in the design of work-
men's compensation benefits. Many States pay a
dependents’ allowance in addition to the basic
benefit for the disabled worker. From the
employer’'s standpoint, the dependents’ allow-
ance may seem illogical because he pays the
same wage to a worker whether or not that
worker has dependents. On the other hand, from
the employee's standpoint, the dependents’
allowance may seen entirely rational. Because
of the income tax, two workers with the same
pre-tax wages may have different post-tax
wages: the family with more dependents will
have the larger income after taxes. It can be
argued that workmen's compensation benefits
should reflect differences in net remuneration
among workers with different numbers of de-
pendents.

rr*?



A new basis for disability benefits. Con-
ceptually, the idea! workmen's compensation
program would measure a disabled worker's loss
by th-' difference bhetween his net remuneration
hefore the injury or disease with his net remt
eration thereafter. Obvious administrative diffi-
culties make this ideal solution impractical, but
the difficulties do not compel a modem work-
men's compensation program to continue the

tradition of comparing gross weekly wages be-

fore the injury with gross veekly wages after the
injury and of calculating benefits by replacing
the traditional proportion of lost wages.

An administratively feasible procedure
can simultaneously take'into account the differ-
ence between gross and spendable eamings, the
virtues of dependents’ allow jnces, the impact of
the progressive income tax, and the increasing
importance of supplements. This procedure first
determint.3 the worker's gross average weekly
wage prior to disability (which must he deter-
mined now in virtually every State workmen's
compensation program) and the number of his
dependents (which must now be determined in
many States). The gross weekly wage and
dependency data are then inserted into a form-
ula prepared and published by the U.S. Depart-
ment of Labor to determine the w'orker's spend-
able eamings. (See Compendium for the 1972
formulas.) Once spendable eamings are calcu-
lated, workmen's compensation benefits for all
sizes of families can be calculated as a fixed
proportion of spendable weekly eamings. No
further allowances for dependents or tax consid-
erations arc nece,-sary or appropriate.

The method used to determine spendable

weekly eamings is neither complicated nor
impractical. A similar, though more complex,
method is already in use in the Federal Wage

Garnishment Law.

What is the appropriate proportion of
spendable eamings to pay as benefits? Unfor-
tunately, there is no easy answer to that
question. The traditional approach has been to
replace two-thirds of lost wages. This proportion
represented a rough judgment about the adjust-
ments needed to reflect the reduction in the
disabled worker's work-related expenses, and to
provide him an incentive to return to work. As
the proportion of wages replaced is increased,
the worker is assumed to have less incentive to
return to work. 0f course, if the proportion is

too low, a worker may be in such dire circum-
stances that he may be forced to return k™ ark
before he is properly recovered or he may
become so demoralized as to be indefinitely
disabled.

There may be ingenious ways to retain
effective incentives to rehabilitation while in-
creasing the proportion of benefits to lost wages.
For example, it may be possible to replace a
substantial, though incomplete, portion of lost
wages during the period of disability, and then
pay the worker a part of the remaining loss as a
bonus if he returns to work successfully. We
encourage States to consider such inducements
to rehabilitafv'i which could increase the pro-
portion of ocnefits to wage loss above the level
of our recommendations.

Because our preference is for benefits to
be based on spendable eamings, which represent
only a portion of gross eamings, and because
total remuneration is increasingly greater fhan
gross eamings bhecause of the growing im-
portance of supplements, we believe the tradi-
tional proportion (two-thirds of lost wages) is
too low.

R3., A

We recommend that, subject to the State's
maximum weekly benefit, a worker's weekly
benefit he at least 80 percent of his spendahle
weekly eamings.

In Table 3.3, the benefits provided by our
erecommendation are contrasted with those paid
hy the traditional 66 2/3 percent of pre-tax
evages. The average 1972 weekly wage for all
workers is approximately S150.00. The average
family size is about four. For a worker with
three dependents, earning S150.00, spendable
weekly eamings would be S131.91. A benefit
allowing 80 percent of this amount would be
S105.53. In contrast, a henefit of 66 2/3 percent
of the gross weekly wage (S150) would be
$100.00. We believe the extra S$5.53 s an
appropriate adjustment reflecting the increasing
importance of supplements since the 66 2/3
percent allowance was first endorsed.

There are several advantages in our recom-
mendation. As Table 3.3 indicates, this pro-
cedure automatically mirrors the difference in
spendable weekly eamings between a work/"



TABLE 3.3. Workmen's compensation benefits as a percentage of spendable earnings compared with benefits as a
percentage of wages

Gross average Spendable average

Workmen's compensation

weakly wage weekly earning** benefits
80% of average
spendable

Pet of 66.7% uf weekly eamings

UsS. av. $ gross av.

($150) Amount Dependent* wkly wage Dependents

v .ihone Three None Three
D 2 ®3) (4) (5) (6) @)

50 $ 75 $ 65.63 $ 7111 $ 50.00 $ 5250 $ 56.88

EG.G7 100 84.64 92.38 66.67 67.71 73.90
"m0 <150 121.86 131.31 MOO 97.49 105.53
133.33 200 159.99 172.36 133.33 127.99 137.89
1G6.67 250 199.26 214.25 1C3.67 159.41 171.40
200 300 235.68 253.46 200 188.54 202.77

* Calculated by 1972 formula cited in Table 3.2. Table assumes U.S. average weekly wage for 1972 is S150, which is an estimate by the
staff of the National Commission on State Workmens Compensation Laws.

with dependents and a worker with no depend-
ents. For example, the worker earning S150.00 a
week would receive S97.49 a week as a work-
men's compensation benefit if he had no de-
pendents, but would receive 3105.53 if he had
three dependents.

This formula should be wused wuntil the
maximum weekly benefit in a State exceeds 100
percent of the State's average weekly wage.

The General Relationship Detween Workmen's
Compensation and Other Insurance Programs

The system shown in Table 3.3 also has Providing Income Benefits
tiie virtue of assuring that high-wage workers
have an economic incentive to return to work.
For example, the worker without dependents The relationship between workmen'scom -
who cams twice as much (3300.00 per week) as pensation and other private and public insurance
the U.S. average weekly wage would receive programs providing income benefits for disabled
3200.00 if allowed 66 2/3 percent of gross workers has not been a particularly important

eamings, which isequivalent to 85 percent of his
spendable eamings.

A transitional formula. While our recom-
mendation is not particularly complex, com-
pared to other aspects of workmen's compensa-
tion, States will require a transitional period to

revise their laws. A somewhat simpler, though
generally inferior, formula can be used in the
interim.

-R3.2-
We recommend that, subject to the State's

maximum weekly benefit, a worker's weekly
benefit be at least 66 2/3 percent of his gross
weekly wage.

issue because workmen's compensation benefits
generally have been so low. In the event that our
recommendations for benefits are adopted, the
total benefits received from a combination of
workmen's compensation and other programs
could become substantial. For this reason, we
believe the overlap of benefits from several
sources needs examination. If a disabled work-
er's combined benefits are too high relative to
what he might cam, he may see no reason to
return to work. Even more serious is the issue of
equity. The availability and extent of insurance
benefits vary among occupations, industries, and
States. Two workers with similar eamings rec-
ords and similar disabilities may receive mark-
edly dissimilar benefits unless workmen's com -
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pensation and these insurance
coordinated.

Typically, coordination involves reducing
the benefits paid by one program when bhenefits
are also paid by the other program. The issue is,
which program should reduce payments in event
of overlap? There are advantages to not reducing
workmen's compensation benefits such as the
stimulus to safety inherent in having employers
bear the full cost of work-related injuries and

diseases.

programs are

ik J J—

We recommend that, if our recommended bene-
fit increases for workmen's compensation are
adopted, the bhenefits of other public insurance
programs should be coordinated with workmen's
compensation benefits. In general, workmen’'s
compensation should be the primary source of
benefits for work-related injuries and diseases.

(Circumstances justifying exceptions to
this general rule are discussed later in the
chapter.)

Coordination bhetween workmen’'s com-
perr fion and some private insurance programs
finan' -d by employers is also generally appropri-
ate. These programs include, for example, sick
leave plans and disability retirement provisions
of pension plans, but would not include
employer-financed life insurance.

Workmen's compensation will have to be
coordinated with other insurance programs in
order to resolve problems such as the plight of
workers at the dividing line between two pro-
grams who may be denied benefits by both.

The General Relationship Between
Workmen'sCompensation and Programs
Based on Need

Several programs provide benefits to per-
sons in need, including disabled workers, with-
out any requirement that the individual or his
employer contribute to an insurance fund. These
programs include the General Assistance pro-

gram, Aid to the Blind, and Aid to the Perma-.

nently and Totally Disabled. The proposed
Family Assistance Plan, and other versions of an
income maintenance program that have been
given serious attention in recent years, would

provide a basic level of income for all Ain: ™
cans. X

Workmen's compensation has a different
role than these programs. Their task is to protect
families from poverty. Workmen'scompensation
is an insurance program designed to protect
workers and their families against wage loss due
to work-related injuries or diseases. For most
employees, workmen's compensation should
protectincome well above the poverty level.

The difference in these roles explains
why, for most workers, there can be no ade-
quate substitute for a modem workmen's com -
pensation program. To be sure, there are many
full-time workers whose eamings do not take
them out of poverty. Nonetheless, the basic

insurance purpose of workmen's compensation
suggests that the program should not be ex-
pected to remove low-wage workers from pov-
erty if they are so unfortuante as to suffer a
work-related injury or disease. One reason why
our recommendations for benefit levels will not

place considerable stress on high minimum
weekly benefits is that we assume a family
assistance program or other form of income
maintenance program soon will assure a}'
families a sufficient income. o A
-------------------------- R3.4---mmmmmmmmmmm oo

We recommend that workmen's compensation
benefits not be reduced by the amount of any
payments from a welfare program or other
program based on need.

If a family assistance program or other
generally available income support program s
adopted with benefit levels that insure all
families an income above the poverty level, then
this income support program should consider
reducing its allowances in the presence of
workmen'scompensation payments.

B. TEMPORARY TOTAL DISABILITY
BENEFITS

A temporary total wage loss henefit,
usually called a temporary total disability bene-
fit, is paid because a work-related injury or
disease causes a temporary and total loss of
eamings. Our evaluation of this type of benefit
is based on comparisons involving a worker withi
three dependents, a family of average si/.e.



Waiting Period

After a worker is temporarily and totally
disabled, he normally does not receive henefits
the first few days. Virtually every workmen's
compensation statute has a waiting period ex-
pressed in calendar days, for which no benefits
are paid. If the worker is disabled for an
extended operiod, however, benefits for the
initial waiting period are paid retroactively.

The recommended standard published by
the Department of Labor provides a three day
waiting period, with the benefits for the three
days paid if the total period of disability exceeds
14 days. The Model Act specifies a seven day
waiting period, with benefits paid retroactively
for the first seven days if the total period of
disability exceeds 28 days.

Table 3.4 indicates the record of compli-
ance with these recommendations in the various
States during the period 1966-1972. Most States
now meet the Model Act standard, but a
substantial majority do not meet the Depart-
ment of Labor recommendation. The shorter the
waiting period, the more workers with' work-
related injuries and diseases are eligible for
benefits. As the period to qualify for retroactive
benefits shrinks, the average number of weeks of
benefits per case increases.

TABLE 3.4. Jurisdictions in compliance with rccom-
T.eiided standards published by the U.S. Dept, of Labor
and the Model Act for waiting period and period of
disability qualifying for retroactive pay, 1DGG-72

States " ;::;,, Federal
(50) ©) @
Yoar
Model Model Model
USDL
USDL Act USDL Act Act

1066 7 44 2 3 0 2
1972 10 45 3 4 0 2

The rccom mended standard! Publlshed by the U.S. Department
of Labor (USDL) specity 3 dayl waiting period before
benefits begm and 14 days of "disability to qualify for
tetroactive pixments for tlme Iost in the original wailing
period. The Model Act specifies 7 dayi waiting and 28 to
qualify for retroactive benefit!. Both standards refer to
calendar days, not working days.

See Tahle 2.3 for explanatory notes.

The advantage of reducing both the wait-
ing and the qualifying period is that workers will
have a higher proportion of their lost remunera-
tion replaced by benefits. At the same time, the
cost of the program increases, both in benefits
paid and in administrative expenses. Proponents
of the waiting period argue also that a waiting
period is necessary to discourage malingering.

TABLE 3.5. Percentage of disability days compensable
with various combinations of waiting and retroactive
periods

Calendar days to wait
before
benefits begin

Calendar days

of disability

to qualify for
retroactive benefits

0 3 5 7
100% - -
- 98% - —
7 - 35% 94% 93%
14 - 93% 90% 88%
21 - 92% 88% 84%
28 - 91% 86% 83%

Calculated by actuarial techniques of the National Council on
Compensation Insurance.

Table 3.5 indicates the approximate rela-
tionship in cost among various combinations of
waiting periods and retroactive periods. The
table is constructed so that the cost of paying
henefits for all days of lost time isequal to 100
percent. Thus, the Model Act standard (7 days
wait/retroactive after 28 days) would pay bene-
fits for approximately 83 percent of all lost
time, and the Department of Labor standard
would pay for approximately 93 percent of all
lost time.

R3.5

We recommend that tire waiting period .for
benefits be no more than three days and that a
period of no more than 14 days be required to
qualify for retroactive henefits for days lost.

We believe this recommendation repre-
sents a reasonable compromise between the
interests of reducing the number of payments
for truly minor disabilities and of insuring that
even moderately serious injuries will have bene-
fits restored retroactively for the first days lost.
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Proportion of Lost Remuneration
to be Replaced

The Model Act suggests that tern >rarily
and totally disabled workers Jiould ret \ve 55
percent of their average weekly wage in | lefits,
with an additional 2 1/2 percent paid ; each
dependent up to amaximum of five depr dents.
As an alternative formula, the Model /m | uses
the more traditional standard of benefi. sequal
to 66 2/3 percent of the worker's week' wage.
(The worker's benefit is subject to minin. n and
maximum weekly benefits.)

In general, present workmen’ com -
pensation programs do a creditable b of
meeting this standard. In 1972, 32 o ‘'he 50
States meet this 66 2/3 percent standard -nd six

others pay 65 percent. No State pays ! than
60 percent of the worker's wage.

There is a great virtue in re' ring a
worker's benefits to his previous wa; This
approach, in contrast to a system whic would
pay workers a flat amount if they are < abled,

permits workmen's compensation reasc bly to
accomplish its objective of maintaining iconic
with fair regard for the level of eamins before

disability. Also, this means States w 't high

wage levels automatically provide higher  .nefits

for their workers than States with low v §rs.
We have indicated our prcforen for a

formula which bases a worker's beneli on his
spendable eamings before disability.
-R3.G-

Wc recommend that, subject to th State's
maximum weekly benefit, temporary oil dis-
ability benefits be at least 80 pcrcc; of the
worker's spendable weekly earnings. T form-
ula should be used as soon as feasible .. in any
case, as soon as the maximum weekly .'efitin
a State exceeds 100 percent of tl State's
average weekly wage.

We realize that,on an interim ha use of

agenerally inferior formula may be riei :nry.

na.7-
Wt recommend that, subject to th State's
maximum weekly benefit, temporary :rial dis-

ability benefits be at least 66 2/3 perc i of the
worker's gross weekly wage.

In addition to this 66 2/3 percent, a State
may wish to provide a dependents’ allowance.
However, a dependents’ allowance in addition to
the 80 percent of spendable weekly eamings
would be inappropriate.

Maximum Weekly Benefit

The recommendation published by the
Department of Labor provides that the maxi-
mum weekly benefit in a State should be at least
66 2/3 percent of the average weekly wage in
the State. Table 3.6 indicates the extent of full
compliance with this standard since 1940. The
majority of States do not now meet the stand-
ard. Maximum benefits were nearer to the
average wage in 1940 than they have been since
then, although there has been some improve-
ment in recent years.

The data in Table 3.6 need to be inter-
preted with caution. Part of the apparent in-
crease in full compliance between 1966 and
1972 may be a statistical artifact. The evalua-
tions for the years prior to 1972 arc based on
the statutes in effect on December 31 of agiven
year compared to the ‘average weekly wage
during that same year. For 1972, the statutes in
effect as of January | arc compared to the
average wages in the firsthalf of 1971, the latest
data available. If the comparisons were made
between the January 1, 1972, statutes and the
average weekly wage for the entire calendar year
of 1971, it appears likely that three more States
would not fully comply with the recommended
standard.

The sensitivity of the full compliance
results in Table 3.6 to the wage being used
demonstrates how some States find it difficult
to keep benefits in line with rising wages. If a
State conscientiously amends its law to set the
maximum weekly benefit equal to two-thirds of
the average weekly wage for the latest data
available, it usually would find that when the
wage data subsequently became available for the
date when the law was amended, the maximum
would fall short of its target. Recognizing that
the rising trend in wages makes it difficult for
States to have their maximum benefits equal or
exceed the two-thirds standard, Table 3.6 identi-
fics the States which have substantially complied
with the traditional 66 2/3 percent standard by
creating a category where the maximum weekly



TAIILE 3.G. maximum weekly benefits for temporary total disability as a percentage of average weekly wage:
distribution of jurisdictions, 1940-72

Other
States AStates 9 Federal
150)
16) )

Year (19 ) 40 46 S & 7 40 46 56 66 72 40 46 56 66 72

Full compliance
75% or mors 29 32 2 4 1 2 1 1 1

5B.7 to 74.9% 9 1 1 1 6 1 1

Sub'.tnntial comolianca

BtVto 66.6% 7 4 1 1 8 2 2 1
1
Substandard
50 t. 59.9% 4 17 7 16 12 1
Less ban 50% 0 24 39 30 20 1 1

The maximum benefits for 1940 through 1946 arc for December 31 and arc compared to the State’ average weekly wage for the
corresponding y.tar. The 1972 mammums are those in effect on January 1, 1972, and are compared to the State’ average weekly
wage for the firs half of 1971.

Benefits are raln.lited as payments to aworker with three dependents.

Wage data for 4 cvher “States” are not available. Mississippi law did not go into effect until January 1, 1949. Wage data for Puerto
Rico was not available before 1961.

Source of wage dvta: Handbook of Unemployment Insurance Financial Data, 1938-1970, and unpublished data from \tS
Department of Labtir.

See Table 2.3 for explanatory notes.

henefit is at leas* 60 percent of the average It is distressing that as of January 1, 1972, the

maximum

weekly wage in the jurisdiction. Eighteen States
are In “full coinpliaice*’ or “substantial compli-
ance" with the 66 7j3 percent strndard. How -
ever, the maximum veekly benefit in 20 States
is less than 50 percent of the State's average
weekly wage, and in another 12 States, the
maximum weekly benefit is hetween 50 and 60
percent of the State's average weekly wage. The
deficiencies in these Sta'es are due to more than
a temporary lag in lcgisla ive enactment.

Judged by traditional standards, ,i major-
ity of States have maximum weekly benefits
which are inadequate. Moreover, the wid; varia-
tion among the States in the relationship of
maximums to average weekly wages indicates
that the maximum weekly benefits for tempo-
rary total disability are not ccuitable.

Our judgment that the maximum weekly
benefit levels are generally inadequate is rein-
forced by comparing the maximum weekly

benefit in each State asof Januiry !, 1972, wi.h
the 1971 national poverty leve, for a non-fam
family of four persons, which is S79.55 a week,

weekly benefit for temporary total
benefits in more than half of the States did not
reach this poverty level.

Some temporarily disabled workers have
sources of income in addition to workmen's
compensation benefits. After thi first six
months of disability, a worker w' continues to
he incapacitated may be eligible for disability
insurance benefits under the Social Security
program. In California, some workers may rc-
ceive a benefit under the temporary disability
insurance law equal to the difference between
the TDI benefit and the workmen's compen-
sation benefit. More common but available
nationally only to a minority are sick leave or
insurance bhenefits provided by employers to pay
for the waiting period or supplement the weekly
workmen's compensation benefits. The sick pay
plans sometimes replace wages in full, but more-
often pay some flat amount or an amount
proportioned to replace part of eamings.

The extent of such coverage varies by size
of firm (the larger firms tend to offer more
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protection), by industry (public utilities and
manufacturing are more |likely to have such
plans), and by type of worker (salaried workers
are much more likely to enjoy this protection
than wage workers.) Moreover, even among
progressive firms, fewer than half the workers
are covered by sick leave or other plans which
supplement workmen's compensation benefits
for temporarily disabled workers. These private

plans are almost always integrated with pay-

ments by public programs so that duplicate
payments are rare.

Despite such supplementary income, the
conclusion is inescapable that the maximum
weekly benefits for most disabled workers are in
general inadequate and inequitable.

It seems likely that workmen's compensa-

tion beneficiaries prior to injury have on the
average weekly wages lower than the State
average. It is difficult to confirm this assump-
tion, although- it has been observed that the
injured are often the young and inexperienced.
The only available series on wages of injured
workers is published by the National Council on
Compensation Insurance. The Council believes

the average wages for injured workers arc prob-

ably understated by its data because some of the
sources the Council uses do not report the full
wage of high-wage workers.

Weekly benefits for disability often are
reduced by attorney’'s fees. (See Chapter 6) The
data on legal expenses are limited, but it is
evident that the adequacy of benefits is further
undermined by the effect of these fees, which in
almost every State are paid by the worker.

While we recognize that not all of the data
that would be useful to evaluate the adequacy of
henefits are available, nonetheless there, are
enough data to support a finding that the States
arc failing to meet in a responsible fashion the
traditional standard of a maximum weekly
benefit of at least 66 2/3 percent of the average
weekly wage in the State. Moreover, that tradi-
tional maximum is too low.

A statute which provides that a worker's
benefit shall bhe 66 2/3 percent of his wages
subject to the State's maximum v/eekly benefit,
coupled with a maximum weekly benefit which
is 66 2/3 percent of the State's average weekly
wage, means that in fact approximately half of
the workers in a State arc going to receive
henefits that are less than 66 2/3 percent of

their previous wages. It is wrong to restrict the
benefits of such a substantial proportion of the
work force through the operation of the maxi-
mum weekly benefit.

1- --R3.S

We recommend that as of July L, 1973, the
maximum weekly benefit for temporary total
disability be at least 66 2/3 percent of Tie
State’s average weekly wage, and thatasofJuly
1, 1975, the maximum be at least 100 percent
of the State's average weekly wage.

By 1975, the most expensive phase of our
recommendations for maximum benefits will be
over, and the States should then proceed to
increase the protection for woi ;ers with above-
average eamings.

We recommend that as of July 1, 1977, the
maximum weekly benefit for temporary total
disability be at least 133 1/3 percent of the
State's average weekly wage; as of July 1, 1979,
the maximum should be at least 166 2/3 percent
of the State's average weekly wage, and on and
after July 1, 1981, the maximum should be at
least 200 percent of the State's average weekly
wage.

R3.10-

We recommend that, for all maximum weekly
benefits, the maximum be linked to the State's
average weekly wage for the latest available year
as determined by the agency administering the
State employment security program.

Increasing the maximums according to
our recommendations is not only essential to
make benefits equitable and adequate, it is

administratively and economically feasible.
Thirteen States now have provisions which
automatically increase the maximum weekly

benefit for temporary total benefits as their
average weekly wage increases.

Figure 3.1 indicates the approximate cost
of moving to these successive increments of
maximum weekly benefits when the maximums
are coupled with the Model Act standard of a
minimum weekly benefit, equal to 20 percent of
the State's average weekly wage and a weekly



disability benefit equal to 66 2/3 percent of the
worker'sweekly wage.

FIGURE 3.1. Additional cost of increasing maximum
weekly benefits in workmen's compensation

21%
o to 0 t0
66t.07% 100% 133.3% 16&.7% 2000

Increase in maximum weekly benefit (expressed
as percentage of State's average weekly wage)
Calculated by staff of National Commission on State Workmen's
Compensation Laws with actuarial techniques of the National
Council on Compensation Insurance. Calculations assume
that a worker's benefit is 66.67% of his weekly wage, subject
to a minimum weekly benefit equal to 20% of the State's
average weekly wage and to the maximum weekly benefits
shown in the figure.

C. PERMANENTTOTAL DISABILITY
BENEFITS

Only about 10 percent of all workmen's
compensation claims (including claims paying
medical benefits only) involve impairments seri-
ous enough to qualify the workers for perma-
nent total disability or permanent partial bene-
fits. Only about 1,000 workers each year receive
permanent total disability awards.

Although numerically less important than
tire claims involving temporary total disability
benefits or medical care only, the claims involv-
ing workers with permanent impairments pre-
sent the most difficult challenges. These cases
are the most expensive in terms of benefits paid
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and services provided. In addition, the claimants
present the greatest potential for rehabhilita-
tion—a potential which too often is unappreci-
ated and unfulfilled.

One reason for the insufficient attention
to.rehabilitation is the tendency to view work-
men's compensation primarily in terms of pay-
ment of cash benefits. In some States virtually
all that happens is that a worker is injured,
inspected, and indemnified. Such a policy is
unsatisfactory and inhumane, and in Chapters 4
and 6 we spell out procedures which should
insure that workers with serious impairments
will receive needed medical and rehabilitation
seryices under the close supervision and careful
attention of the State workmen's compensation
agency. We stress these restorative aspects of a
modem workmen's compensation program be-
cause we do not wish our discussion of cash
henefits for serious impairments to divert atten-
tion from our goal of an integrated and compre-
hensive set of services for workers with serious
impairments.

Legal Definition

Permanent total disability benefits should
be paid to a worker who experiences a work-
related injury or disease which leads to a
permanent impairment that makes it impossible

for him to engage in any substantial gainful
activity for aprolonged period. If aworker earns
income subsequent to his injury, he may be
eligible for the permanent partial disability
benefits described later in this chapter.

Our recommendations for improvements
in the level and extent of permanent total
disability benefits assume that the improvements
will be applied only to those who truly are
permanently and totally disabled. A few jurisdic-
tions, however, use definitions of permanent
total disability which permit such awards to
impaired workers who retain substantial wage
garning capacity.

*R311-

We recommend that the definition of permanent
total disability used in most States be retained.
However, in those few States which permit tire
payment of permanent total disability benefits
to workers who retain substantial earning capac-
ity, we recommend that our benefit proposals be
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applicable only to those cases which meet the
test of permanent total disability used in most
States.

Proportion of Lost Remuneration
to be Replaced

The traditional benefit for permanent
total disability replaces two-thirds of the work-
er's wages, subject to minimum and maximum
weekly benefits. The Model Act’'s alternative
formula encompasses this traditional view. The
Model Act also provides amethod for automati-
cally increasing the benefits of a totally disabled
worker as the average weekly wage in the State
increases. (See Section 21 of the Model Act)

Most Stages specify an adequate percent-
age of lost wages to be replaced for a totally
disabled worker, although only five now provide
for automatic increases in benefits as the State’s
average weekly wage increases.

R3.12-

We recommend that, subject to the State's
maximum weekly benefit, permanent total dis-
ability benefits be at least 66 2/3 percent of the
worker's gross weekly wage.

After a transition period, our
formula (R.3.13) should be used.

preferred

*R3.13-

Wc¢ recommend that, subje.t to the State's
maximum weekly benefit, permanent total dis-
ability benefits be at least 80 percent of the
worker's spendable weekly eamings. This form-
ula should be used as soon as feasible or, in any
case, as soon as the maximum weekly benefit in
die State exceeds 100 percent of the State’s
average weekly wage.

A dependents’ allowance may be appro-
priate in addition to the benefits based on gross
weekly wages, but isnot appropriate in addition
to the benefits based on spendable eamings.

Protection against erosion in the value of
die benefits must be provided for claimants with
long-term disability cases.

R3.14

We recommend that I'leneficiaries in permanent
total disability cases have their
creased through tune in the same proportion as
increases in the State's average weekly wage.

Maximum Weekly Benefit

Like maximum temporary total benefits,
the maximum weekly benefits for permanent
total disability are seriously deficient in certain
States. Table 3.7 indicates the relationship of
the maximum benefits for permanent total
disability to average wages in the various juris-
dictions in 1972.

TABLE 3.7 Maximum weekly benefits ;or permanent
total disability as a percentage of average weekly wages:
distribution of jurisdictions, 1972

Percentage States ;)tg:zrs Federal
(50! (6)* )
75% or more 4 NA 1
66.7/74.9% 6 NA .
60/66.6% 4 NA 0
507/59.9% 11 NA 0
Less than 50% 25 . 2 1

« Average wage data not available for four "States."
See Table 2.3 for explanatory notes.

The maximum weekly benefits in most
States are inadequate, and the considerable
variation among the States in the relationship of
die maximums to the State average weekly wage
indicates considerable inequity.

-R3.J5-

We recommend that as of July 1, 1973, the
maximum weekly benefit for permanent total
disability be at least 66 2/3 percent of the
State's ave, age weekly wage, and that as of July
I, 1975, the maximum be at least 100 percent
of the State's average weekly wage.

M316

We recommend that as of July 1, 1977, the
maximum weekly benefit for permanent total
disability be at least 133 1/3 percent of die

benefits in-

* -



State's average weekly wage; as of July 1, 1979,
the maximum should be at least 166 2/3 percent
of the State's average weekly wage; and on and
after July 1, 1981, the maximum should be at
least 200 percent of the State's average weekly
wage.

These maximums should be linked to the
State's average weekly wage as defined in recom-
mendation 3.10.

Duration of Permanent Total
Benefits

Permanent total benefits should be paid
for the entire period of disability or for life,
according to the recommendation published by
the Department of Labor and the Model Act.
There should be no limits of time or total dollar
amount on permanent total benefits.

Table 3.8 indicates the extent of compli-
ance with these recommendations. I> is dis-
tressing to note that 19 States in 1972 did not
meet the standard. In 15 States, a totally
disabled worker can receive benefits for a
maximum period of less than 10 years. In 11
States, often the same States with maximurli
limits on duration, the most a totally disabled
worker can receive in benefits is less than
525,000. This amount is less than the average
American worker earns in four years of full-time
work.

TABLE 3.8. Jurisdictions with compensation for
permanent total disability payable for life or period
of disability

Other
Stater Federal
Year "Sta’cr"
50

(50) @ @)
1946 16 0 1
1960 26 1 1
1966 30 2 \
1972 31 3

See Table 2.3 for explanatory noiei.

These limitations on permanent total
benefits are inexcusable in amodem workmen's
compensation program. The worker with a
permanent total disability presents acompelling
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need for long-term support from workmen's
compensation.

-R3.17-

We recommend that total disability benefits be
paid for the duration of the worker's disability,
or for life, without any limitations as to dollar
amount or time.

This recommendation is primarily relevant
for permanent total disability benefits, but also
is applicable to temporary total disability bene-
fits, which are of limited duration oramount in
some States.

Relationship of Permanent Total
Benefits to Other Programs

A permanently and totally disabled
worker who is receiving workmen's compensa-
tion benefits often is eligible for payments from
other programs. The most important additional
public benefit is provided under the Social
Security program (0OASDHI). Although it isnot
known how many workmen's compensation
beneficiaries arc eligible for benefits wunder
Social Security, a rough idea can be gleaned
from awards data. In recent years there have
been about 1,000 permanent total and 35,000
major permanent partial disability awards
annually under workmen's compensation. In
1968 about 11,000 workers receiving permanent
disability benefits from Social Security had
these benefits reduced because they were receiv-
ing workmen's compensation benefits. It is
estimated that perhaps another 2,000 to 4,090
were receiving both benefits, but were not
subject to the offset because their combined
workmen's compensation and Social Security
benefits were less than 80 percent of their
former wage. It thus appears likely that most
seriously disabled workers receiving workmen's
compensation benefits are not receiving Social
Security benefits.

Private supplements also arc available to
some workers. Perhaps three-fourths of the 30
million American workers in private industry
covered by retirement plans may receive bhenefits
if they become disabled. However, vesting limi-
tations and age and service requirements limit
the number of these workers who arc eligible.
This form of protection, like other private

_ -.tu=dv v- ~vii



industrial sector, size of
firm, union status, and other factors. Most
manufacturing workers, but only about one-
third of retail-trade workers, have pension plans
with disability benefits.

Another type of benefit available for
permanent total disability in private industry is
group long-term disability insurance. This plan
has few eligibility restrictions but is offered
mainly to salaried workers. (A recent survey of
leading firms showed more than half of salaried
workers but little more than a fourth of hourly
workers are covered by long-term-disabilitv
plans.)

supplements, varies by

In the aggregate, supplements to work-
men's compensation permanent total disability
benefits are probably substantial, but their
availability differs greatly among and within
firms. Supplements are more prevalent in large
than in small firms, and in unionized than in
nonumonized firms. Reliance on supplements
may only exaggerate the inequity of the treat-
ment of permanently and totally disabled
workers.

Because of the numerous possible sources

of benefits for permanently and totally disabled
workers and the substantial inequities which can

occur if the benefits we have recommended for
workmen’'s compensation arc duplicated by
benefits from other programs, we believe that

coordination is necessary. Coordination is essen-
tial also hecause the general availability of
programs for totally >'sabled workers in addi-
tion to workmen's compensation may have
undercut the sense of urgency concerning the
need for increases in workmen's compensation
benefits. Unfortu “**dy, many workers have
probably suffered as a consequence of the lack
of urgency because. 'rr them, workmen's com-
pensation was the s”le or primary source of
protection when they became totally disabled.
Only if workmen's compensation is coordinated
with other programs can there be assurance that
the substantial workmen's compensation
fits necessary to protect those workers who rely
on the program for primary protection will not
provide unnecessary support to other workers
with multiple sources of protection.

The most obvious need for coordination
involves tire disability insurance program of
Social Security and workmen's compensation.

hene-

R3.1B

We recommend that, provided our other recom-
mendations for permanently total disability
benefits are adopted by the States, the Disability
Insurance program of Social Security continue
to reduce payments for those workers receiving
workmen'scompensation benefits.

We believe also that it is appropriate to
integrate workmen'scompensation benefits with
other benefits provided by an employer. As in
the past, we believe that employers and other
interested parties, such asunions, should be free
to develop provisions which either supplement
workmen's compensation benefits or reduce
retirement or disability benefits paid for by the
employer in the presence cf workmen'scompen-
sation benefits.

D. PERMANENT PARTIAL BENEFIT!

A worker who experiences an impairment
because of a work-related injury or disease, but
who is not totally disabled, may be cligiLie for
permanent partial benefits. Permanent partial
cases are the most expensive portion of the
workmen's compensation program: cash bene-
fits and medical care in permanent partial cases

account for more than- SC percent of all
payments.
Permanent partial benefits are also the

most controversial and complex aspect of work-
men's compensation. We v :c impressed during
our hearings and meetings vnat for no other class
of benefits arc there more variations among the
States or more divergence bhetween statutes and
practices.

One element in the variations is the
relative importance of cash benefits for minor
permanent partial cases. Such benefits represent
less than 10 percent of all payments in four
States, but represent more than 30 percent in
our others. (Tahle 3.9)

The imbalance in the importance of per-
manent partial benefits among the States s
accentuated by the apparent paradox that some
States with an wunusually high proportion of
total benefits paid for permanent partial benefits
also have unusually low maximum weekly bene-
fits for the category. New Jersey expends over
35 percent of all benefit payments on minor



TABLE 3.9  Distribution of 44 States and tl'ie District
of Columbia according to cash benafits paid for minor
permanent partial impairments as a percentage of their
total outlays for workmen's compensation benefits, 1970

Indemnity Number of States
Less iiian 10% 5
10/14.9% 9
15/19.9% 1
20/24.9% 10
25/29.9% G

30% or morn
4

permanent partial cases even though its maxi-
mum weekly benefit for permanent partial (S40)
is far below the maximum for other classes of
benefits (S101).

A possible explanation of these imbal-
ances is that the evaluation of the extent of
disability in permanent partial cases permits
considerable discretion for decision makers, in-
cluding agency adjudicators and courts. In some
States, officials apparently have stretched the
rules out of sympathy for claimants with perma-
nent partial injuries. Occasionally, because the
statutory benefits were so low, every effort was
made to pay those benefits freely by, for
"'xample, evaluating the extent of impairment
liberally. However, because of the frequency of
minor injuries, the cumulative amount of
payments was substantial.

For these and possibly other reasons, the
total cost and the* imbalance of permanent
partial benefits tend to undermine the entire
workmen's compensation program. Employers,
disturbed by what they consider excessive pay-
ments for minor injuries, have refused to
support general increases in benefits. Labor
spokesmen oppose surrender of the substantial
awards for minor injuries bhecause they fear that
any general benefit increases given in exchange
would soon be eroded by the passage of time
and the assault of inflation. The result of this
stand-off has too often been the permanent
impairment of reform efforts other than incon-
sequential or bizarre statutory amendments,
such as New Jersey's differentiation between
maximum benefits for permanent partial claims
and maximums for other classes of benefits.

We believe the States must break the
log-jam barring general reform posed by the

imbalances of permanent partial benefits.
Workers with truly serious injuries suffer, while
employers bear the costs of extravagant awards
forminor injuries.

A bold and substantial reform of perma-
nent partial benefits is necessary. Indeed, there
is no more pressing and fundamental issue
confronting workmen's compensation. Nonethe-
less, we have concluded that the issue is so
intractable that we would do a disservice to
make precise recommendations for the restruc-
turing of permanent partial benefits on the basis
of the time for analysis that was available to us.

R3.19

We recommend that each State undertake a
thorough examination of permanent partial
henefits and that the Federal government spon-
sor a comprehensive review of present and
potential approaches to permanent partial
benefits.

We offer below some suggestions which
should be considered in the State and Federal
reviews of the topic. In Chapter 7, we describe
the Federal vehicle we believe is appropriate for
the review, which we believe will require more
time for analysis than was available to this
Commission.

Two Bases for Permanent Partial
Benefits

There are two possible bases for perma-
nent partial benefits. Benefits can be paid solely
because of a work-related impairment. Benefits
can he paid because the worker has a disability
which resulted from a work-related impairment.
The disability can be measured by actual wage
loss or by loss in wage-earning capacity.

Workmen's compensation benefits now
are usually justified as payments because of
disability. Nonetheless, payments solely because
of impairment are of some importance. In
practice, there are several approaches to perma-
nent partial benefits which combine the impair-
ment and disability bases in different ways. The
same statute may contain more than one of the
approaches.

Benefits based solely on extent of impair-
ment. Some statutes incorporate a schedule of
benefits for a specific list of impairments, and
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the benefits are paid whether or not there is a
disability. Moreover, the benefits are the exclu-
sive remedy for workers with these impairments
(except, in most States, for the temporary total
disability benefits paid during the healing
period), even if the worker's wage loss far
exceeds the scheduled benefits. The Model Act
incorporates this approach for certain impair-
ments, such as the loss of a foot (which, on the

assumption that the whole man is rated at 400
weeks, results in 112 weeks of benefits in
addition to healing period benefits).

It could be argued that the main purpose
of such a schedule is to provide benefits for
disability, and that impairment is used as the
basis for benefits because impairment and dis-
ability are closely related. The validity of this
argument is questionable bhecause tlnre is no
exact relationship between the degree of impair-
ment and the extent of wage loss. Some workers
with only minor permanent impairments have
substantial wage losses. The concert pianist who
loses a part of one finger is the classic example.
Other workers may suffer serious impairments
and experience only limited disability. A lawyer
might, for example, lose an arm without perma-
nent loss of earning capacity.

Despite the doubtful validity of using
impairment ratings to predict the extent of
disability, there is an obvious advantage to the
use of schedules. They provide a convenient
method to determine, on the basis of one
evaluation, the benefits that are considered
appropriate as acushion for possible future wage

loss or, if no wage loss is suffered, for the
impairment itself.
Benefits based solely on extent of dis-

ability. Some statutes provide that, for perma-

nent impairments which arc not specifically
named in the statute, the worker's exclusive
remedy (again, with the exception in some

States of healing period benefits) are benefits
paid only if there is disability. The Model Act
provides that for those disabilities which result
from injuries not listed in the schedule, the
weekly benefit is 55 percent of the loss in
wage-earning capacity, payahble during the period
of disability (subject to minimum and maximum
weekly benefits and dependents’ allowances).

Benefits based on both disability and
impairments; predetermined formula
used. Another approach is to base permanent

partial awards on a formula that
factors relating to impairment and to disability,
For example, California uses an impairment
rating as a starting point for its permanent
partial awards, but then modifies the rating to
take account of the worker's age and previous
occupation. The California approach, while
recognizing the difference between impairment
and disability, still represents only a rough
estimate of the effect of a specific permanent
impairment on the actual wage loss of a partic-
ular worker.

Benefits based on both disability and
impairment; flexible formula used. Some
statutes use impairment ratings as the basis for
determining the initial duration of permanent
partial benefits, but also provide additional
benefits if the actual disability extends bheyond
this initial period. The Model Act, for example,
specifies the number of weeks of benefits for
certain serious impairments, such as 240 weeks
for the total loss of an arm. Benefits, however,
may be paid beyond the prescribed period
provided the disability continues. Michigan and
New York have adopted this Model Act
approach for certain impairments.

Benefits based on disability or impair-
rnent. In Florida, a worker with a nonschcduled
permanent impairment receives benefits .based
on impairment or disability. After evaluating the
extent of impairment a disability rating is
prepared, based on the impairment rating and
other information relevant to the worker'searn-
ing capacity. Benefits are based on the more
generous of the two ratings.

Dual benefits. Another approach, used in
Massachusetts, is to separate benefits for impair-
ment from benefits for disability. A worker may
he eligible for both.

Suggestions for Restructuring
Permanent Partial Benefits

The considerable differences among the

States in the benefits awarded for similar impaij-

ments cannot be justified. We offer the follov-
ing suggestions as a starting point for further
investigations of the area. We are not endorsing
all of these suggestions, though we believe they
warrant serious consideration.

Explicitly separate
ability benefits. As indicated

in Chapter I, we

impairment and Jis-

considers s

\



that the primary basis for workmen’'s
compensation benefits should be the worker’s
loss of wages. We also believe that limited
payments for permanent impairments are appro-
priate. A major difficulty with present perma-
nent partial benefit provisions is that most seem
to use one formula which bases benefits on both
the impairment and disability bases. Combining
both bases into one formula appears unwork-
able.

helieve

Consideration should be given to the use
of two types of benefits:

permanent partial impairment benefits,
paid to a worker solely because of a work-
related impairment

permanent partial disability benefits, paid
to a worker because he has both a work-
related impairment and a resultant disability.

A worker might be eligible for both types
of benefits. The impairment benefits would be
hased on the worker'simpairment relative to the
whole man. If, forexample, the whole man were
defined as 400 weeks, and the disability evalua-
tion unit of the workmen’'s compensation
agency (described in Chapters 4 and 6) deter-
mined that a worker was 50 percent impaired,
then he would be eligible for 200 weeks of
benefits.

Impairment benefits are justified because
of losses an impaired worker experiences that
arc unrelated to lost remuneration. The impair-
ment may, for example, have lifetime effects on

the personality and normal activities of the
worker. Since impairment benefits have no
relationship to wage loss, there would he no

necessity to link the value of the weekly benefits
to the worker's own weekly wage; the weekly
henefit could be the same amount for all
workers in the State.

In contrast, the disability benefits could
be based on actual wage loss or loss in wage
garning capacity. In most States, permanent
partial benefit awards are bhased on estimates of
the future loss in wages caused by the impair-
ment. In some States, such as Michigan, the
worker can be paid benefits on the' basis of
actual wage loss as it develops over an extended
period. While the Michigan approach has some
costs, primarily the added administrative ex-
penses of keeping a case open for a long time,
these burdens arc not insupportable. The
method has the substantial merit of matchin
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loss of wages,
guesses about

benefits to a worker's actual
rather than basing benefits on
future v/age loss.

Remove schedules from the statutes. Al-
most every workmen's compensation statute
contains a schedule which stipulates the bhenefits
to be paid for the listed impairments. These
schedules in some cases may provide a short-cut
to the determination of the benefits to bhe paid,
but that isnot an adequate justification for their
use. Present schedules include only a small
proportion of all medically identifiable perma-
nent impaimr 's. Also, some schedules have
not been rev s for many years, despite con-
siderable progress in the understanding of the
relationship between specificrinjuries and extent
of functional impairment. A basis for a rational
evaluation of injury or disease is the recently
published American Medical Association's
Guides to the Evaluation of Permanent Impair-
ment, Use of the AM A publication instead of
statutory scheduling appears desirable.

It must be stressed, however, that the
AMA guides are relevant for evaluation of
impairment, not disability; and disability should
be the primary basis for awarding permanent
partial benefits. Use of the AMA guides to help
establish the impairment rating, and then use of
the impairment rating in conjunction with other
information, such as the worker's age, educa-
tion, and previous experience, to establish the
extent of disahility seems most appropriate. It is
hard to see how any statutory schedule could
substitute effectively for this process.

Modify existing schedules. We are skepti-
cal of the validity of many statutory schedules,
partially because of the substantial inconsist-
encies in benefits paid for identical impairments.
A loss of a foot entitles a worker to an award of
$6,000 or less in five States: at the other
extreme, in five others, the loss of a foot may
mean S15,000 or more. (Table 3.10)

[f it is believed desirable to retain a
schedule for permanent partial benefits, either in
a statute or in administrative regulation, then we
offer these suggestions. The States should review
their schedules on the basis of the AMA guides,
recognizing that impairment and disability are
distinctive concepts. One way to reflect the
distinction would be to follow the California
policy of modifying impairment ratings by
factors relevant to earning capacity. Another
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TABLE 3.10 Specified maximum amounts of benefits
provided for loss of arm, foot, and eye in various
jurisdictions, 1972

Arm at States “gtt:tzrs,, Federal
2
shoulder (50) ©)* )
Over $25,000 6 1 1
20,000-24,999 1 1 1
15,000-19,999 14 1 a
10,000-14,399 22 2 0
Under 10,000 7 0 0
Foot
Over $20,000 2 1 i
15,000-19,999 0 0
10,000-14,999 14 2 i
6,000-9,999 25 2 0
Under 6,000 5 0 0
Eye*
Over $20,000 1 1 1
15,000-19,999 o 0 0
10,000-14,999 8 2 1
6,000-9,999 27 1 0
Under 6,000 10 0 0

¥ No set amount in Puerto Rico.

See Table 2.3 for explanatory notes.
way to give additional emphasis to disability as a
basis for permanent partial awards would be to
adopt the Model Act provision which permits
benefits beyond the scheduled period when the
disability persists.

Reallocate resources. As indicated, per-

manent partial benefits in some States appear to
take a disproportionate share of total benefits.
Moreover, permanent partial benefits for minor
impairments in some States seem to be excessive

compared to benefits for more serious impair-

ments. In some States, payments are made even
though there are no impairments. At the same

time, the maximum weekly benefits for perma-

nent partial benefits are so low in many States

that seriously disabled workers are penalized.
Drastic reform may be necessary in some

States to shift benefits to workers with the most

£3£2¢&

serious impairments. A possible strategy would
he to increase the maximum weekly benefits at
the rate we have recommended for other classes
of benefits, while simultaneously proscribing
permanent partial payments unless the worker
experiences a permanent impairment of at least
10 percent of the whole body oran actual wage
loss of at least 10 percent of the pre-disability
wage.

Healing period benefits. Most workers
with permanent partial impairments experience
a brief initial period of total disability. Tempo-
rary total benefits are awarded for this healing
period. After wage-earning capacity returns,
eligibility for permanent partial benefits is deter-

mined. In most States, permanent partial bene-

fits are paid in addition to the healing period
benefits, but in a few States, benefits paid for
the healing period are subtracted from the
permanent partial awards. This practice is ques-
tionable since the permanent partial awards
generally are designed to estimate future wage
loss, whereas healing period benefits are paid
hecause of wages already lost at the time of the
evaluation.

Relationship to Other Programs

Many workers with permanent partial
disability receive benefits from two or more
programs, including workmen's compensation.
About 25,000 beneficiaries with retirement or
disability awards-under Social Security in 1968
also were receiving workmen's compensation
benefits. Although itisnot known what number
were receiving permanent partial benefits, these
benefits are the most likely to be involved in the
overlap as there arc only about 1,000 permanent
total disability awards annually.

The most common private supplement to
workmen's compensation for certain types of
permanent partial disability comes from acci-
dental death and dismemberment insurance. A
majority of companies with at least 100 employ-
ees offer these benefits, but not all plans pay
benefits for work-related disability.

Some with permanent partial disability
awards may subsequently become eligible also
for veterans' pensions or for aid to the perma-
nently and totally disabled under the public
assistance system.The overlap of these programs
is probably small: any duplicate payments are
hardly excessive.

(.



