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T h e  N E R C  study c la im s that based on trad itional p lanning c r ite r ia , additional interties are 

needed between K e n a i and A nchorag e , H ea ly  and F a irb a n k s , and even A nchorage and H e a ly . 

Th ese  trad itional p lanning  c r ite r ia  appear to require that generation sources be connected to loads 
by m u ltip le  transm ission  paths.

D oes this p lanning  ru le  a lso  mean that C opper V a lle y  E le c tr ic  needs tw o m ore expensive 

interties from  the So lom on G u lch  hydro pro ject to V a ld e z  and G len n a llen? A  response to the 

q uestion-beyond  ap p ly ing  a transm ission p lanning ru le-o f-thu m b -m u st in vo lve  a balancing o f 

the cost o f duplicate transm ission  paths against the im proved re lia b ility  and other benefits the 

lines w ould  b ring . T h is  is  e xactly  the type o f an a lys is  that w as done in the A E A -R e c o n  study 

and the U t i l it y - D F I  study. P o w e r outage reductions w ere estimated and then quantified in terms 

o f the ir d o lla r va lue to consum ers.

B e s id e s  m e n tio n in g  a t ra d e o ff  b etw een  e c o n o m ics  an d  r e l ia b i l i t y ,  the N E R C  stu d y  

e n t ir e ly  fa ile d  to a d d re ss  in  q u a n t ita t iv e  te rm s  th e  m ag n itu d e  an d  v a lu e  o f  th e  r e l ia b i l i t y  

im p ro v e m e n t th a t th e  n e w  in te r t ie s  w i l l  b r in g . T h e  authors d id not state whether they 

thought that the U t i l it y - D F I  2 6  m inute outage reduction estim ate was high o r lo w . T h e y  did not 

state w hether they thought that $54  m illio n  was too h igh o r too low  a va luation o f that 26  minute 

reduction .

It  is ve ry  lik e ly  that the cost/benefit tradeoff w e ighs in favo r o f build ing  duplicate 

transm ission  paths in  the Lo w e r-4 8 . T h e  pow er flo w s  on the Lo w er-4 8  transm ission  paths are 

hundreds and som etim es thousands o f megawatts (M W ) . F ig u res  in  the U t il it y - D F I study 

ind icate that pow er flo w s  on the existing  Ken a i-A nch orag e  path w il l  on ly  average about 26  M W  

afte r B rad ley  L a k e  com es on lin e , i f  R a ilb e lt generation units a re  op tim ally  coordinated. I f  the 

R a ilb e lt  u tilitie s  do not im plem ent generation coord ination strategies, the flo w  could be 

substantia lly  less. T h e  reason pow er f lo w  w il l  be so low  is because most o f B rad ley  L a k e ’ s 42 

M W  o f average p o w er output w il l  supp ly the K en a i P en in su la ’ s average load o f 54  M W . 

W ithout B rad ley  L a k e , m uch o f K e n a i’ s load has been served from  A nchorage v ia  the existing 

Ken a i-A n ch o rag e  lin e . Po w er flo w  on the H e a ly-Fa irb an ks path w il l  average about 70 M W . 

T h e  p o w er flo w  on the lines from  the Solom on G u lch  hydro  pro ject average less than 5 M W .

D u p lic a te  t ra n s m is s io n  p ath s a re  m u ch  m o re  d i f f ic u l t  to c o s t - ju s t ify  w ith  p o w e r 

f lo w s  o f  2 6  - 7 0  M W  co m p are d  to  th e  h u n d re d s  o f  m e g aw atts  f lo w in g  on L o w e r-4 8  

tra n s m is s io n  l in e s . T h e  consequences o f pow er flo w  interruption are not nearly  as severe w ith 

sm all pow er flo w s . Because o f these d ifferences between the Lo w er-4 8  and A la sk a , I  question 

the application  o f transm ission  p lanning rules-of-thum b in  the A laskan  environm ent.
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Will Reliability Get Worse in the Railbelt Without N e w  Transmission Lines?

T h e  A E A -R e c o n  study and the U t il ity - D F I study ind icate that re lia b ility  on the Kenai 

peninsu la w il l  be im proved w hen B rad ley  La k e  com es on lin e  in  the next ye a r . M uch  o f the



K e n a i e lectrica l load w il l  be served from  B rad ley  La k e  instead o f the less re liab le  K ena i- 

A nchorage transm ission lin e . A fte r  B ra d le y ’ s com pletion , A nchorage w il l  spend part o f the year 

im porting  pow er from  the K en a i pen insu la . A  fa ilu re  o f the ex isting  transm ission  lin e  w h ile  

A nchorage is  im porting energy m ay cause a lim ited  outage in  A nchorage . T h e  A E A -R e c o n  study 

and the U t il it y - D F I study estimated the e ffect to be an  increase o f about 12 m inutes per custom er 

per year o f pow er outages. In  m y rev iew  o f the U t i l it y - D F I  study, I  argued that even this low  

estim ate w as overstated because the an a lys is  d id not acknow ledge the sm all pow er flo w s  im ported 

by A nchorage . R e la tive  to the 5 hours o f outages per custom er per year in  the A nchorage area , 

these re lia b ility  im pacts are not trem endous.

In  conclusion , I  believe that the current A E A - F e a s ib i l it y  study tends to exaggerate the issue 

o f the proposed in terties’ im pact on R a ilb e lt pow er re lia b ility . T h e  above d iscussion  provides 

a m ore rational perspective on the re lia b ility  issue .

S in ce re ly  yo u rs ,
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A la n  M itch e ll 

U t il ity  A n a lyst



A n a l y s i s  N o r t h

911 West 8th Avenue, Suite 204
Alaska's Utility Consumer Advocate

— - ■ ■ ^ ^ — — a —  — i—

Anchorage, Alaska 99501 907-272-3425

February 25, 1991

Representative Kay Brown 
Alaska State Legislature 
P.O. Box V 
Juneau, AK 99811

Dear Representative Brown:

In response to your request for a summary of the potential impacts of implementing 
aggressive electrical conservation programs in the Railbelt, I have prepared the attached table. 
The figures in the tabic are derived from the "Analysis of Electrical End Use Efficiency 
Programs for the Alaskan Railbelt". I wrote that report while employed by the Institute of Social 
and Economic Research (ISER), University of Alaska, Anchorage. The report was part of the 
Alaska Energy Authority Railbelt Intertie Reconnaissance Study completed in 1989.

The report addresses the potential impact of offering financial rebates for the implementa­
tion of a number of different electrical conservation measures in Railbelt residential and 
commercial buildings. Such rebates would be targeted at cost-effective energy conservation 
measures that consumers might normally bypass because of poor information, lack of capital, or 
other market failures. An example includes the use of energy-efficient fluorescent lamps and 
ballasts' in commercial lighting fixtures. Conservation rebates similar to these have been 
implemented by numerous electric utilities in the lower 48, including New England Electric 
System, Boston Edison, and Pacific Gas and Electric.

'Hie first column of the table, Peak Demand Reduction, MW  (megawatts), indicates the. 
amount that the Railbelt peak electrical demand will be reduced by implementation of the 
programs. The next column, Equivalent Generation Capacity, MW, equals 1.3 times the Peak 
Demand Reduction. In order to reliably supply 1 MW of peak demand, about 1.3 megawatts 
of generation (power plant) capacity is required because generation capacity is not 100% reliable. 
This column therefore represents how much generation capacity is potentially avoided by the 
implementation of the conservation programs. The third column, Energy Savings, MWlt 
(mcgawalt-hours), gives the annual energy savings from the conservation programs. Reducing 
electrical demand by 1 MW continuously for the entire year results in an energy savings of 8,766 
mcgawatt-hours, because there are 8,766 hours in a year. However, the electrical demand

'A fluorescent lamp ballast is the device that starts and provides proper operating conditions 
for fluorescent lamps.



Page 2

February 25, 1991

reductions caused by conservation programs typically vary across the hours of the year. A  

conservation measure that reduces d e m a n d  by 1 M W  during the peak d e m a n d  period of the year 

typically saves only 4,500 megawatt-hours over the course of the year.

T h e  last column, P r o g r m  Budgetary Cost, indicates the annual expenditures required to 

fund the conservation programs. This includes the cost of the rebates and the genera! cost of 

administering the conservation programs. T h e  costs are expressed in nominal or actual dollars 

so include the effects of general price Inflation. That is one reason w h y  the dollar figures rise 

in later program years. T h e  present value of program costs is about $66 million; i.e., an 

appropriation equal to $66 million would fund the programs over their 2 0  year life if that 

appropriation could be invested at an interest rate 4 . 5 %  m o r e  than inflation. T h e  programs could 

be reduced in scope for funding levels less than $66 million.

T h e  table shows that the conservation programs are expected to reduce the need for 

generation capacity in the year 201 0  by 73 megawatts and reduce annual energy generation by 

260,000 megawatl-hours. This energy savings amounts to approximately 7 %  of the expected 

Railbelt electrical load in the year 2010. Savings in all other years are less. For comparison 

purposes, the Bradley Lake hydroelectric project will be able to provide 120 M W  of peak 

generation capacity and produce 370,000 megawatt-hours of electricity. T h e  proposed Healy 

Clean Coal plant will provide 50 megawarts of generation capacity and also about 370,000 

megawatt-hours of electricity.

M y  wor k  at I S K R  involved estimating the costs of the conservation programs and the M W  

and M W h  savings from the programs. Decision Focus Inc. determined h o w  m u c h  generation 

costs would be reduced by those M W  and M W h  savings. T h e y  then compared the generation cost 

savings to the costs of the conservation programs. A s  well as the program budgetary costs 

described above, D F I ’s benefit/cost analysis included the costs paid by consumers (the rebates 

are not assumed to pay 1 0 0 %  of the conservation costs). Their analysis concluded that 8 of the 

9 conservation programs analyzed were cost-effective, and those programs are expected to deliver 

$1.31 of benefits for each $1 of cost. T h e  best 3 programs in that package of 8 programs 

produced $1.65 of benefit per $1 of cost. T h e  next five programs had a benefit-to-cost ratio of

1.12.

P Ie*se  ca ll i f  you  have any questions concern ing  this in form ation .

unnrt

Alan Mitchell
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I m p a c t  o f  E l e c t r i c a l  E n d  U s e  

E f f i c i e n c y  P r o g r a m s  f o r  t h e  

A l a s k a n  R a i l b e l t

I

Year

Pe a k  

D e m a n d  

Reduction, M W

Equivalent 

Generation 

Capacity, M W

Energy

Savings

M W h

P r o g r a m  

Budgetary C o  

N o m i n a l  $

1991 4.5 5.9 20,240 $4,464,000

1992 9.6 12.5 42,610 $4,791,000

1993 15.1 19.7 66,720 $5,712,000

1994 20.8 27.0 91,640 $5,957,000

1995 26.2 34.0 115,600 $6,046,000

1996 29.1 37.8 129,150 $6,679,000

1997 32.2 41.8 143,630 $7,408,000

1998 35.7 46.4 159,740 $8,841,000

1999 38.8 50.4 174,440 $9,055,000

2000 41.1 53.5 186,330 $9,196,000

2001 42.4 55.1 193,230 $7,735,000

2002 44.2 57.4 202,100 $9,737,000

2003 46.0 59.7 210,450 $9,958,000

2004 47.9 62.3 219,780 $11,395,000

2005 49.7 64.6 228,410 $11,114,000

2006 51.4 66.8 236,630 $10,965,000

2007 53.3 69.3 245,370 $11,917,000

2008 55.0 71.4 253,400 $12,038,000

2009 55.7 72.4 257,330 $12,769,000

2010 56.2 73.0 260,000 $14,943,000

2011 51.6 67.1 240,030 $0

2012 47.2 61.4 220,860 $0

2013 43.2 56.2 203,250 $0

2014 38.5 50.0 182,290 $0

2015 33.5 43.6 160,290 $0

2016 30.3 39.4 145,350 $0

2017 27.4 35.7 132,030 $0

2018 24.7 32.1 119,380 $0

2019 22.0 28.6 106,940 $0

2020 19.7 25.5 95,140 $0

2021 17.7 23.0 85,610 $0

2022 15.5 20.1 75,070 $0

2023 13.4 17.4 64,950 $0
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I m p a c t  o f  E l e c t r i c a l  E n d  U s e  

E f f i c i e n c y  P r o g r a m s  f o r  t h e  

A l a s k a n  R a i l b e l t

Peak Lquivalcnt Energy Program
Demand Generation Savings Budgetary Cost

Year Reduction, MW Capacity, MW MWh Nominal $

2024 11.0 14.3 53,970 $0
2025 8.6 11.2 42,460 $0
2026 6.4 8.3 32,110 $0
2027 4.6 6.0 22,960 $0
2028 2.6 3.4 13,320 $0
2029 1.5 1.9 7,900 SO
2030 0,8 1.0 4,400 $0
2031 0.6 0.8 3,200 SO
2032 0.4 0.5 2,200 $0
2033 0.2 0.3 1,100 $0
2034 0.2 0.3 900 $0
2035 0.1 0.1 700 SO
2036 0.1 0.1 500 $0
2037 0.1 0.1 400 $0
2038 0.0 0.0 300 $0
2039 0.0 C.O 100 $0
2040 0.0 0.0 0 $0



EXISTKA.WK1
Planned Reconstruction Expenditures for Existing 115 kV KA Line

Discount Rate = 4 ,0 %

Present 
Value = $30.22 million

1991
3K St: =: st sa

2.735
1992 1.795
1993 1.300
1994 2.750
1995 2.750
1996 2.750
1997 2.700
1998 2.700
1999 2.650
2000 2.600
2001 2.575
2002 2.575
2003 2.550
2004 2.550
2005 2.550
2006 2.550
2007 2.500

'S' p r  .

V
A', K ’A c S \ c \ \



CHUGACH ELECTRIC ASSOCIATION, INC. 
Anchorage, Alaska

S e p t e m b e r  5 ,  1 9 8 9

TO: G e r a l d  M a c k e y ,  P l a n n i n g  E n g i n e e r

FROM: L e e  D. T h i b e ^ c ,  D i r e c t o r ,  O p e r a t i o n s

SUBJECT: M a i n t e n a n c e  -  115KV K e n a i - A n c h o r a g e  L i n e

R e f e r e n c e  l e t t e r  d a t e d  A u g u s t  2 3 ,  I S 8 9 ,  r e q u e s t i n g  i n f o r m a t i o n
f o r  i n c l u s i o n  i n  t h e  P h a s e  I  r e p o r t .

S c h e d u l e d  M a i n t e n a n c e  o f  E x i s t i n g  1 1 5  K V  K e n a i - A i i c h o r a g e  L i n e

A. What i s  t h e  e s t i m a t e d  d u r a t i o n  o f  t h e  a n n u a l  m a i n t e n a n c e  
p e r i o d ?

I n s p e c t i o n  a n d  m a i n t e n a n c e  o f  t h e  115KV l i n e  i n  t h e  p a s t ,  h a s  
b e e n  m i n i m a l  a n d  i n c l u d e d  m o n t h l y  h e l i c o p t e r  s u r v e i l l a n c e ,  
r i g h t - o f - w a y  t r i m m i n g  a n d  m i n o r  m a i n t e n a n c e  t o  c o r r e c t  
p r o b l e m s  d i s c o v e r e d  d u r i n g  i n s p e c t i o n .  The  m a i n t e n a n c e  
d u r a t i o n  h a s  b e e n  a p p r o x i m a t e l y  tw o  w e e k s  i n  t h e  s u m m e r ,  a n d  
two w e e k s  i n  t h e  w i n t e r .  A v a l a n c h e  a n d  s e v e r e  w e a t h e r  s t o r m s  
h a v e  n e c e s s i t a t e d  e m e r g e n c y  r e p a i r s  i n  a d d i t i o n  t o  a n n u a l  
m a i n t e n a n c e .  T h e s e  t y p e s  o f  s t o r m s  n o r m a l l y  o c c u r  f ro m  
O c t o b e r  t h r o u g h  M a r c h .

I s  i t  e x p e c t e d  t o  c h a n g e  i n  t h e  f u t u r e ?

W i th  t h e  i n c r e a s i n g  i m p o r t a n c e  a n d  e m p h a s i s  o f  t h i s  l i n e  a s  a 
m a j o r  t r a n s m i s s i o n  l i n k ,  C h u g a c h  h a s  t h e  p e r f o r m e d  t h e  
f o l l o w i n g  t a s k s  t o  e x a m i n e  t h e  o v e r a l l  c o n d i t i o n  o f  t h i s  
l i n e .

I n  1 9 8 8 ,  C h u g a c h  c o m p l e t e d  a s t r u c t u r e - b y - s t r u c t u r e  g r o u n d  
i n s p e c t i o n  o f  t h e  l i n e .  T h i s  i n s p e c t i o n  n o t e d  s e v e r a l  
d i s c r e p a n c i e s  w i t h  b r o k e n  i n s u l a t o r s ,  c r o s s  b r a c e s  a n d  
d a m a g e d  o r  l o s e  h a r d w a r e .  T h e  o v e r a l l  c o n d i t i o n  o f  p o l e 3 an d  
c r o s s  a r m s  v a r i e d  f r o m  50% t o  70% a s  g o o d ,  w i t h  t h e  a v e r a g e  
c o n d i t i o n  a t  60%. T h e  p e r c e n t a g e s  a r e  b a a e d  o n  100%
c o r r e s p o n d i n g  t o  a 30 y e a r  l i f e .  T h i s  Vfould m ean  t h a t  t h e
l i n e  i s  p h y s i c a l l y  c a p a b l e  o f  o p e r a t i n g  f o r  a n o t h e r  15 t o  20
y e a r s  u n d e r  n o r m a l  c o n d i t i o n s .  C e r t a i n  s e c t i o n s  o f  l i n e  by  
G i r d w o o d ,  K e r n  P o i n t  a n d  F r e n c h i e  C r e e k  h a v e  s i g n i f i c a n t  
p r o b l e m s  w i t h  wood  d e c a y  a n d  e x t r e m e  w e a t h e r i n g .  T h e s e  
s e c t i o n s  o f  l i n e  s h o u l d  b e  r e p l a c e d  i n  t h e  n e a r  t e r m ,  i . e . ,
t h r e e  t o  f i v e  y e a r s . )
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I n  1 9 8 8 ,  C h u g a c h  c o n t r a c t e d  w i t h  A l a s k a  M o u n t a i n  S a f e t y  t o  
e v a l u a t e  a v a l a n c h e  p r o b l e m s  a l o n g  t h e  115KV t r a n s m i s s i o n  
c o r r i d o r .  O v e r a l l ,  t h e  l i n e  f r o m  A n c h o r a g e  t o  Q u a r t z  C r e e k  
p a s s e s  t h r o u g h  18 a r e a s  w h e r e  a v a l a n c h e s  a f f e c t  t h e  l i n e ,  i n  
a l l ,  90 s t r u c t u r e s  a n d  177 s p a n s  a r e  e x p o s e d  t o  r i s k .  Of 
t h e s e  s t r u c t u r e s ,  19 a r e  e x p o s e d  t o  h i g h  h a z a r d ,  49 t o  
m o d e r a t e  h a z a r d  a n d  22 t o  low  h a z a r d .  Of t h e  s p a n s ,  39 a r e  
r a t e d  a s  h i g h  h a z a r d ,  a n d  78 a s  lo w  h a z a r d .  A p p r o x i m a t e l y  
28% o f  t h e s e  e x p e c t e d  a v a l a n c h e  e n c o u n t e r s  a r e  l i k e l y  t o  
o c c u r  f a i r l y  f r e q u e n t l y ,  w h i l e  72% w i l l  o c c u r  more
i n f r e q u e n t l y .

C h u g a c h  h a s  i n c o r p o r a t e d  b u d g e t e d  f u n d s  a n d  w o rk  p l a n  
p r o j e c t s  t o  a d d r e s s  t h e  m a i n t e n a n c e  a n d  a v a l a n c h e  p r o b l e m s  
o v e r  t h e  n e x t  few  y e a r s .  B e low  i s  a  l i s t i n g  o f  t h e s e
p r o j e c t s .

1 .  115KV L i n e  R e p a i r  -  I n i t i a t e d  d u e  t o  i n s p e c t i o n  r e p o r t s .

1 9 8 9  B u d g e t e d  F u n d s :  $ 2 6 0 , 2 0 0
T h i s  p r o j e c t  i n c l u d e s  r e p l a c e m e n t  o f  b r o k e n  i n s u l a t o r s ,  
c r o s s  b r a c e s  a n d  w o r n  h a r d w a r e ,  a l o n g  w i t h  t h e  t i g h t e n i n g  
o f  down g u y s  arid r e p l a c e m e n t  o f  a n c h o r s  o n  a p p r o x i m a t e l y  
70 s t r u c t u r e s .

2 .  115KV L i n e  R e p a i r  -  C o n t i n u e d  1 9 9 0  e f f o r t .

P r o p o s e d  1 9 9 0  B u d g e t e d  F u n d s :  $ 2 8 9 , 3 2 2
C o n t i n u e d  m i n o r  m a i n t e n a n c e  o n  a p p r o x i m a t e l y  70 
s t r u c t u r e s .

3 .  115KV T r a n s m i s s i o n  L i n e  C l e a r i n g  1 9 8 9 :  $ 1 3 0 , 0 0 0

4 .  115KV T r a n s m i s s i o n  L i n e  C l e a r i n g  P r o p o s e d  1 9 9 0 :  $ 1 1 2 , 4 6 0

T h e s e  m a i n t e n a n c e  p r o j e c t s  c o v e r  o n l y  m i n o r  m a i n t e n a n c e ,  
i . e . ,  i n s u l a t o r  a n d  h a r d w a r e  r e p l a c e m e n t ,  c r o s s  b r a c e s ,  
g u y  a n d  a n c h o r  m i l n t e n a n c e  e t c e t e r a .  A m a j o r i t y  o f  t h i s  
t y p e  o f  m a i n t e n a n c e  c a n  b e  p e r f o r m e d  w i t h  t h e  l i n e  
e n e r g i z e d .  M a j o r  m a i n t e n a n c e  r e q u i r e d ,  i . e . ,  c r o s s  arm 
c h a n g e o u t  o r  p o l e  c h a n g e o u t ,  w o u l d  r e q u i r e  an  o u t a g e '  on  
t h e  e f f e c t e d  s e c t i o n  o f  l i n e .



M a i n t e n a n c e  -  1 1 5 K V  K e n a i - A n c h o r a g e  L i n e
S e p t e m b e r  5 ,  1 9 8 9
P a g e  t h r e e

5 .  A v a l a n c h e  M i t i g a t i o n  1 9 89  -  B i r d  F l a t s :  $ 4 5 0 , 0 0 0

6 .  A v a l a n c h e  M i t i g a t i o n  1989  -  P e t e r s o n  C r e e k :  $ 4 3 0 , 0 0 0

7 .  A v a l a n c h e  M i t i g a t i o n  1 9 9 0  -  S u m m it  L a k e :  $ 1 , 3 5 0 , 0 0 0

A l t h o u g h  a v a l a n c h e  m i t i g a t i o n  p r o j e c t s  w i l l  n o t  e l i m i n a t e  
t h o  p o s s i b i l i t y  o f  a v a l a n c h e  d a m a g e ,  t h e y  d o  
s i g n i f i c a n t l y  r e d u c e  t h e  c h a n c e s  o f  s u c h  a n d  p r o v i d e  a 
m e a n s  f o r  t i m e l y  r e s t o r a t i o n .

A v a l a n c h e s  h a v e  c a u s e d  s e v e r a l  o u t a g e s  o n  t h e  115KV l i n e .  
R e p a i r  c o a t s  i n  1988  e x c e e d e d  $ 4 0 0 , 0 0 0 .  T h e  p h y s i c a l  
t i m e  t o  d o  r e p a i r s  i n  i n c l e m e n t  w e a t h e r  c a n  t a k e  s e v e r a l  
d a y s  o r  w e e k s ,  d e p e n d i n g  o n  t h e  l o c a t i o n  a n d  a m o u n t  o f  
d a m a g e .  O t h e r  f a c t o r s  s u c h  a s  a v a l a n c h e  d a n g e r  t o  c r e w s  
c a n  p o s t p o n e  r e p a i r s  u n t i l  s l o p e s  a r e  s t a b i l i z e d .

E x t e n d e d  o u t a g e s  w i l l  b e  r e q u i r e d  t o  p e r f o r m  m a j o r  
m a i n t e n a n c e  o n  t h i s  l i n e  o v e r  t h e  n e x t  15  y e a r s .  F o r  
e v e r y  s t r u c t u r e  r e p l a c e m e n t  r e q u i r e d ,  y o u  c a n  e s t i m a t e  a 
tw o  d a y  o u t a g e .  I f  c o n d u c t o r  r e p l a c e m e n t  i s  n e c e s s a r y  o n  
p o r t i o n s  o f  t h e  l i n e ,  a m in im um  o f  a  o n e  w e e k  o u t a g e  i s  
r e q u i r e d .  W i t h  87 0  s t r u c t u r e s ,  a n d  o v e r  80 m i l e s  o f  
l i n e ,  j u s t  a 1% r e p l a c e m e n t  w o u l d  r e q u i r e  a 25 d a y
o u t a g e .

B. W ould  m a i n t e n a n c e  t a k e  p l a c e  d u r i n g  t h e  o f f - p e a k  s e a s o n  
(au iam er)  o r  i s  w i n t e r  m a i n t e n a n c e  r e q u i r e d ?

S c h e d u l e d  m a i n t e n a n c e  i s  p e r f o r m e d  d u r i n g  t h e  o f f - p e a k  
( sum m er )  s e a s o n  a n d  d u r i n g  t h e  w i n t e r .  F o r e s t  S e r v i c e
r e s t r i c t i o n s ,  a9  w e l l  a s  a c c e s s  p r o b l e m s  d u e  t o  t i d a l  w a t e r  
a n d  m a r s h  l a n d ,  p r e v e n t  summ er  c o n s t r u c t i o n .

M a i n t e n a n c e  p e r i o d s  w i l l  i n c r e a s e  o v e r  t h e  n e x t  few  y e a r s  t o  
a c c e l e r a t e  p l a n n e d  m a i n t e n a n c e .  T h e  s c h e d u l e d  d u r a t i o n  o f  
m a i n t e n a n c e  i n  1 9 8 9 ,  i s  12 w e e k s ,  f o l l o w e d  b y  16 w e e k s  i n
1 9 9 0 .  I t  s h o u l d  b e  n o t e d  t h a t  t h i s  t y p e  o f  m i n o r  m a i n t e n a n c e
d o e s  n o t  e x t e n d  t h e  t o t a l  l i f e  o f  t h i s  l i n e ,  b u t  r e d u c e s  t h e  
c h a n c e s  o f  p r e m a t u r e  f a i l u r e s .

C. W ould  t h e  l i n e  b e  e n e r g i z e d  o r  d e - e n e r g i z e d  d u r i n g  
m a i n t e n a n c e ?

M i n o r  m a i n t e n a n c e  u s  o u t l i n e d  c a n  b e  p e r f o r m e d  w h i l e  t h e  l i n e  
i s  e n e r g i z e d .  I t  s h o u l d  b e  n o t e d  t h a t  i n s u l a t o r  c h a n g e o u t s  
c a n n o t  b e  p e r f o r m e d  h o t  d u r i n g  i n c l e m e n t  w e a t h e r  o r  w e t  
c o n d i t i o n s ,
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M a j o r  m a i n t e n a n c e  s u c h  a s  p o l e  o r  c r o s s  a rm  r e p l a c e m e n t s ,  
w o u l d  r e q u i r e  a  l i n e  o u t a g e .  L i v e  l i n e  m a i n t e n a n c e  o n  h i g h  
v o l t a g e  t r a n s m i s s i o n  l i n e s  i s  n o t  common i n  A l a s k a .  
J o u r n e y m e n  L i n e m a n  m u s t  b e  t r a i n e d  i n  t h i s  a r e a  a n d  s p e c i a l  
t o o l s  w o u l d  h a v e  t o  b e  p u r c h a s e d  t o  p e r f o r m  t h e s e  t a s k s .  A 
m a j o r i t y  o f  t h e  s t r u c t u r e  l o c a t i o n s  h a v e  d i f f i c u l t  a c c e s s  
w h e r e  s p e c i a l t y  e q u i p m e n t  c o u l d  n o t  b e  u t i l i z e d .  I t  i s  
e s t i m a t e d  t h a t  l a b o r  c o s t s  w o u l d  t r i p l e  i f  t h e  w o rk  c o u l d  b e  
d o n e  e n e r g i z e d .

D. How w o u l d  a s e c o n d  K e n a i - A n c h o r a g e  l i n e  c h a n g e  t h e  a n s w e r s  t o  
q u e s t i o n s  A, B a n d  C?

I f  a s e c o n d  K e n a i - A n c h o r a g e  l i n e  w e r e  b u i l t ,  wo w o u l d  n o t  b e  
l o o k i n g  a t  l o n g  t e r m  s o l u t i o n s  Cor a v a l a n c h e  m i t i g a t i o n .  As 
l o n g  a s  s e r v i c e  w as  a v a i l a b l e  t o  o u r  r e t a i l  a n d  w h o l e s a l e  
c u s t o m e r s ,  wo c o u l d  s c h e d u l e  r e p a i r s  a t  o u r  c o n v e n i e n c e ,  
e l i m i n a t i n g  e x p e n s i v e  e m e r g e n c y  r e s t o r a t i o n  c o s t s .

L i n e  o u t a g e s  c o u l d  b e  s c h e d u l e d  summ er  o r  w i n t e r  t o  p e r f o r m  
r e q u i r e d  m a i n t e n a n c e  w i t h o u t  l o s s  o f  w h o l e s a l e  s a l e s  a n d  
i n c r e a s e s  i n  g e n e r a t i o n  e x p e n s e s .

M a i n t e n a n c e  r e p a i r s  c o u l d  b e  e x p e n s e d  o v e r  a l o n g e r  p e r i o d  o f  
t i m e  I f  t h i s  l i n e  was  n o t  t h e  o n l y  t i e  t o  t h e  K e n a i  
P e n i n s u l a .  A t p r e s e n t ,  i n c r e a s e d  g e n e r a t i o n  e x p e n s e s  c a u s e d  
by  s y s t e m  s e p a r a t i o n  e x c e e d  a c c e l e r a t e d  m a i n t e n a n c e  e x p e n s e s .

E .  F o r  a n y  c h a n g e s  i d e n t i f i e d  i n  a n s w e r  2D, p l e a s e  p r o v i d e  
e s t i m a t e d  c o s t  c h a n g e s .

P l e a s e  r e f e r  t o  t h e  a t t a c h e d  s p r e a d s h e e t .

L D T /c lg  
P h a s e  1

A t t a c h m e n t

c c :  w / a t t a c h m e n t
0 .  B j o r n s t a d  
T .  L o v u s
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• 1 i i 1 projects s ; •it?. Day i ’»rK Gay
PROJECT : m o t  ; YEA? : MINOR sajc-p : 00?AO: ; 00:AGE

! DESCRIPTION MAINTENANCE ' MAINTENANCE 1 "SLHHLP. . “ H NT:?.
::tstS3;st:

TC-TA*. Sl.OjO.iti !
i 1969 i 12.HI: 11.031,i 16 1 1 15

, 1 
■JIM PLATS AVALANCHE MTIOAIKS S4?C.Cij ,

i ,
I i S455.00! ■

1
16 I

• KKS LIN: PAS: AVaIANCH: MITIGATI- K . C* V; .0 ' 4 • * %' . 1 • 325.003 6 •
.PETE'SCN CREEK AVAL A VI Hi KiTLOACMh1 3410.266 ; it 5lK.2fC , i & » •
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.:sii£c?::s mohla.v.’E S2LO.CJ . 5220.0:' • t
Misssss::::::. xiTSSrj;;s

r.TAL Si.’H.i'v. ; 1391 . 3.::'. 5i.SU I a 2

*■;<*«:? LAKE AVAL AN' Hi HI ?!*. AL!-.*V il.ZLS.LM S:.Li:.;v0 ; 42 .
;t * ;  vpi-vi . * dp ec* i|A*ra» 3..iii!).003 SI.2.1.3 . .<:• ;
:N;: ?.r:.S MAINTENANCE t I1 2

.:A.5*E;i:.h L̂.HT-SAN.: SKc.LiL 52 * v . '.'CC .
• • • m m m m 1

•

; $i.??5.0':?
3 . " ‘ ‘ l i t , . .................

• *• * * 1 • I ?;i *7.715 4

;C.!?:*'-:V ; $!.5/j.vJ: : Si.SM.M V-
imecti ls haxewsce s'S.evfi s??,.*.: ■ \, 2

.LEttE'fldi >IA:M'NA!.:E . 3213.000 , . JiiS.OW .

S:.?ij.*oo .*»•• n . j s i  jg.un. :•?; ? ;
i »

.P»EK:s:5 j i .lk .o;;* . ; s..wo.ooo. :•«
:ssfs'.?:*:s “aist 'aav: . >120.100 • 5 ;
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• • i<
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•Wfr fiy • iitk Cay 
OUTAGE CALCT.ATiCS: 2 cayt pe: sc:jccj:i re-p!

, days pet line tile rercndiCtor

•• s.Mer'ltnisr * P*per.i?n: or. ?*ora?':c locations
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C*< aa« I S t t r

MWK5 : AHI .NT ! YEAP : OOR HAW : OUTAGE I OUTAGE C.TAC-I .
! DESCRIPTION HAINTENANOf ’ KAINTiNAHCE I '*MHSP. . “ OT:?. TOTAL

total si.OfO.26J : 1965 :
i

?:»0 PLATS AVALANCHE HlTIOAIICN ' S45C.CJJ i i
• PCkiA LINE PASS AVALANCHE .TTIGATI'R . $?5.53: i
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i •
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. INSPECT: K HA:n ! : ! ‘ V . !  J i tO .C - . i  i S2ZO.C:> • ;
::::::::::

i • >:•

* '<,-0 INI' LINE
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ixlttcx:;

•2 u \ ' e l . 0 3 % . 16 1 
1

i  • •
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M , h ' »  ,

S 43 v . 2 c 6
i 1

it

is!*::::
U M V 25.42\ 4 i

T.TAL C; ’!• if,. :• I i ■ > 1 • J 1>51 . i .L :\ 9:.2LA a;
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•EL'ST'JLT ?. pPAr.MA • E PILES S..2M.0v; S: . 2. :. 0 > *5

1 ŝ c*. :«u «1
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-  - .  »  ‘ M w . a a a a a . a a * *  • ■ - a  * .. a  a  a  . a a a a a p . *  ■ •  — a a a a a » a a a « a *  » • « »  « • • • • •  • • • • • • • • • •  * •  • > • • • • • ••  •  •  •  •  •  •  i  ■  a *  a  . « • • > # •  : . : a . r i l « | S . a a a . a a a : « «  a « # * a a S a . a . a « «

. si .’oi.ov i??;• • v.u\- 4 ; -

: : Si M W *  V
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,:srrK?::u hais-esai-ce szl.'.ooc- . , siis.jw
, '.riu:;;;;:: :::::::::: :::: istr:: i:
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t ’ !
■ cp-ec ?■? -:l: s i .w .cw  . . $..&bo.ooo. :■<
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:  i • x ? i :  x j s ;  j  j :  * * u  ;  1 : : :
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•EPLA.E 5 *r.i> ' Si.7iu.0u0 . v.0.* ■ . t 6 .  (A. VO. OS '« 1 5 i  •
;:?LA;E * HLLES Si.TjJ/..'; \ ' t y ".OS. P3.CS 65 :

• • • #
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» • «*
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REPLACE 5 HUES : S2.55C.CO0 ; l> r :l : l . c \ i 9 6 .  CS AC * i '•« i ;»
• REFLATE 5 HUES 3 2.5 50. ir.' 2Cvt « . ? ! 9 i . C S , 75 1

* • 4 • • *

REPLACE 5 SELES . 32.5fC.680 1 2(07 • 3.os: lOC.Cv 70 ' 16 • •

•Vf*. E l y  •  6 i t *  Cay 
OUTAGE CALC:.".A?:C,V: J cr/f per strjccj?e replace*^: 
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** S . i i e r ' N i n t e r  -  P *p ? r . : > r r  or  e * o ; r » p r : c  l oca i i o r - . *
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A L A S K A  S T A T E - O W N E D  B U I L D I N G S

Summary by Agency

REPLACEMENT VALUE/ AVG BLDG
AGENCY SQ FT VALUE SQ FT AGE COUNT

$(000) $

DCED 17,840 $3,606,921 $202.18 20.74 14
DFG 518,785 97,820,611 $188.56 15.08 303
DHSS 520,368 185,734,806 $356.93 18.43 31
DMVA 281,631 50,726,961 $180.12 23.83 45
DNR 308,858 35,379,399 $114.55 28.45 88
DOA 469,057 106,557,589 $227.17 20.98 10
DOC 1,027,020 329,811,734 $321.13 12.34 66
DOE 322,276 51,074,833 $158.48 36.27 32
DOT 3,133,784 468,221,391 $149.41 22.77 572
DPS 186,064 27,985,749 $150.41 14.82 43
UA 4,640,635 769,221,862 $165.76 17.86 365

11,426,318 1 $2,126,141,856 $186.07 19.65 1,569

N O T E S :  S e e  A p p e n d i x  A  f o r  fu l l  a g e n c y  n a m e s .  
I n t e r n a t i o n a l  a i r p o r t  f a c i l i t i e s  n o t  i n c l u d e d .

5



S T A T E - O W N E D  B U I L D I N G S

S t a t e w i d e  T o t a l  - 1 , 5 6 9  B u i l d i n g s

UA

CCEO 0.9* 
H

36DOT

DPS 2.7* 
A3

i S t a t e  o f  A l a s k a  o w n s  o v e r  1 ,569  b u i l d i n g s .  O f  t h e s e ,  6 0%  a r e  
i n t a i n e d  b y  o n l y  t w o  a g e n c i e s  -  t h e  D e p a r t m e n t  o f  T r a n s p o r t a t i o n  a n d

b l ic  F a c i l i t i e s  a n d  t h e  U n i v e r s i t y  o f  A l a s k a .
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L O C A T I O N  O F  S T A T E  B U I L D I N G S

D i s t r i b u t i o n  b y  E l e c t i o n  D i s t r i c t

ELECTION MAJOR AREA BLDG REPLACEMENT
DISTRICT CITIES/TOWNS (SF) COUNT VALUE

I KETCHIKAN/WRANGELL 318,657 82 $76,305,622
2 HAINES/YAKUTAT 153,644 78 24,205,902
3 SITKA 384,397 36 64,907,129
4 JUNEAU 1,371,159 78 220,822,763
5 KENAI/SOLDOTN A 381,407 83 67,992,235
6 CORDOVA/SEWARD/VALDEZ 725,672 124 178,022.213
7 ANCHORAGE 2,498,331 117 524,642,274
12 ANCHORAGE 33,110 6 2,238,592
13 ELMENDORF 24,148 7 4,462,992
15 CHUGIAK/EAGL.E RIVER 228,157 40 48,228.048
16 PALMER/WASILLA 670,190 127 89,040,992
17 TOK/GLENNALLEN/DELTA JUNCTIO 197,445 95 26,283,859
19 LIVENGOOD 18,478 12 2,491,380
20 FAIRBANKS 745,125 62 155,202,990
21 FAIRBANKS 2,559,632 161 454.068,170
22 KOTZEBUE 156,356 72 33,031,447
23 NOME 236,688 77 38,834,141
24 GALENA/MCGRATH 219,581 121 31,450,073
25 BETHEL 137,72? 56 33,544,038
26 COLD BAY/DILLINGHAM 225,848 94 27,036,254
27 KODIAK 140,570 41 23,330,692

TOTALS 11,426,318 1,569 52,126,141,856

T h e  S t a t e  o w n s  b u i l d i n g s  in  2 5 6  d i f f e r e n t  c o m m u n i t i e s  a n d  l o c a l i t i e s  
t h r o u g h o u t  A l a s k a ,  w i t h  o v e r  o n e - t h i r d  l o c a t e d  in  r u r a l  a r e a s .
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S Q U A R E  F O O T A G E  O W N E D  B Y  A G E N C Y

S t a t e w i d e  T o t a l  1 1 , 4 2 6 , 3 1 8  g r o s s  s q u a r e  f e e t

OOT *  27.
3,133,794 SF

OPS 1 3* 
IBfi.eW SF

DFG J.5X 
318.785 SF

•4, 010,635 SF

« Excludes International a irp orts

T h e  s t a t e  o w n s  o v e r  11 .4  m i l l i o n  s q u a r e  f e e t  o f  b u i l d i n g  s p a c e  a n d ,  o f  th is  
a m o u n t ,  t h e  U n i v e r s i t y  o f  A l a s k a  o p e r a t e s  a n d  m a i n t a i n s  a l m o s t  4 1 %  o f  t h e  
to t a l .

8
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F A C I L I T Y  A G E  

A V E R A G E  A G E  B Y  A G E N C Y

A v e r a g e  a g e  s t a t e w i d e  - 1 9 . 7  Y e a r s

I

I

I 

I 

I
I O v e r  4 1 %  o f  t h e  s t a t e ’s 11 .4  m i l l i o n  s q u a r e  f e e t  o f  b u i l d i n g  s p a c e  is 20  y e a r s
I o ld ,  t h e  a g e  b y  w h i c h  m a j o r  b u i l d i n g  c o m p o n e n t s  r e q u i r e  r e p l a c e m e n t  i f  s a f e

a n d  b e n e f i c i a l  u s e  o f  t h e  b u i l d i n g s  is t o  c o n t i n u e .

1
9
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I R E P L A C E M E N T  V A L U E  O F  S T A T E  B U I L D I N G S

| S t a t e w i d e  T o t a l  - $ 2 , 1 2 6 , 1 4 2 , 0 0 0

I

cxnr/PF 22. cx 
MOB, 321.0

i

O K  4 6* 
*37,821.0

I

T h e  r e p l a c e m e n t  v a l u e  o f  s t a t e - o w n e d  b u i l d i n g s  is o v e r  $ 2 .1  b i l l ion ,  
u n i v e r s i t y  o f  A l a s k a  fac i l i t i e s  r e p r e s e n t  3 6 %  o f  t h i s  t o t a l  v a l u e .

10
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H I S T O R Y  O F  C O N S T R U C T I O N

3 ,0 0 0 . 0  r

2,800.0 -

2,000.0 r

1,800.0 f-

1.C00.0 (-

Thousand Square Feet

2,784.7

800

0.0

,0 [*330.1 I

2.078.0

To 1940 40/48 48/80 80/88 68/10 80/88 68/70 70/78 78/80 80/88 88/90

Five Year Period*

Million Square Feet

1940 1948 I960 1968 1980 1968 1970 1978 <980

Cummulative Spac* Constructed

1988 1990
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FISCAL NOTE

STATE OF ALASKA
1991 LEG ISLAT IVE SESSION

Revision Date: ________________________
jjl l0: P r e s i d e n t s  and o t h e r  c h i e f

e x e c u t i v e  o f f i c e r s  o f  banks
Sponsor:
Requestor:

Rep. Moyer

B ILL  NO. S B  231

Department Affected: Commerce & Economic Dev.
BRU: B a nk ing .  S e c u r i t i e s  & C o r p o r a t i o n s  __
Component: Banki ng_____________________________

COMPONENT SERIAL NO. 1

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

REVENUE 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER
TOTAL 0 0 0 0 0 . . . Q

POSITIONS:

FULL-TIME 0 0 0 0 0 0
PART-TIME
TEMPORARY

Estimate of current year impact:.

Division: B a nk ing ,  S e c u r i t i e s  A C o r p o r a t i o n s  Date: 3/27/91

G lenn  A. OldsApproved by Commissioner:
Agency: D e p a r tm e n t  o f  Commerc e  & Economic DeveL /pate :  . 3/27/91

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).
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REPRESENTATIVETOM M O Y E R ___________

D istrict 19 •  119 N . C ushman St ., S uue 203 • Fairbanks, A K  99701 • (907) 456-8161
In te rn a t io n a l T ra d e  &  Tourism ; C h a ir  •  S ta te  A ffa irs . V ic e  C h a ir  •  R e s o u rc e s , M e m b e r

M E M O R A N D U M

To: R e p r e s e n t a t i v e  David  F inkels tein
L a b o r  a n d  C o m m e r c e  C h a i r

F ro m :  R e p r e s e n t a t i v e  T o m  Moye

M a rc h  2 5 ,  1991

Re :  H B 2 3 1 , re la t ing  to  b a n k  p r e s i d e n t s

With th i s  m e m o ,  I w o u ld  like to  r e q u e s t  t h e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e  to  
hold  a  h e a r i n g  o n  HB231 a t  y o u r  ea r l i e s t  c o n v e n i e n c e .

T h e  bill is d e s i g n e d  to  clarify co n fus ion  in c u r r e n t  s t a t u t e s  a b o u t  w h e t h e r  a  b a n k  
p r e s i d e n t  o r  o t h e r  c h i e f  e x e c u t i v e  off icers m u s t  b e  e l e c t e d  in a  s h a r e h o l d e r  
e lec t ion .  A s  i n d i c a t e d  in t h e  a t t a c h e d  le tter  f ro m  Willis Kirkpatr ick, d i r e c to r  of t h e  
Division of B a n k in g ,  S e c u r i t i e s  a n d  C o rp o ra t io n s ,  t h e  in te n t  of t h e  l eg i s l a tu re  is 
t h a t  s u c h  off ice rs  s h o u l d  b e  e l e c t e d  by thei r  b o a r d s  a n d  n o t  in s h a r e h o l d e r  
e l e c t i o n s .  T h i s  bill w o u ld  e l im in a te  t h e  co n fu s io n .

I h a v e  d i s c u s s e d  t h e  leg is lat ion  with Mr. Kirkpatr ick a n d  h e  is s u p p o r t i v e  of it.

I a m  h a p p y  to  tes t i fy  a t  y o u r  c o n v e n i e n c e  o r  s u p p l y  ad d i t io n a l  in fo rm at ion  if 
n e c e s s a r y .

A laska State Lecisu\ture • P.O. Box V • Juneau, AK 99811 • (907) 465-4930
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WALTER J. HICKEL, GOVERNOR

D E P A R T M E N T  O F  C O M M E R C E  &  
E C O N O M I C  D E V E L O P M E N T

D IV IS IO N  O F  B A N K IN G . S E C U R IT IE S  & C O R P O R A T IO N S

P .O . BO X  D
JUN EA U . A LA SKA  9 9 6 0 1 -0 8 0 0  
Bann ing & Secun tio a  1 907 ) 4 6 5 -2 6 2 1  
C o rp o ra tion  S a o n on  1907 ) 455-25 3 0  
A N CH O RA G E
C o rp o ra tio n  In fo rm a tion  (GO7) 5 6 3 -2 1 6 1

February 21, 1991

Mr. Gary Roth 

President and CEO 
Denali State Bank 
P.O. Box 74568 
Fairbanks, AK 99707-4568

Dear Mr. Roth:

You nave asked if a bank president must be elected director by the 

shareholders. Alaska Statute 06.05.435 requires ‘directors to be * 
elected bythe..shareholderr anAfATaska>:Statute:06‘.'05.437 . r e quires 1 
banK’'ffre5ldMvt• to: be‘"elected by: the board~of directors arid mustfa\so 
oa A - director.. Although there 1s confusion 1n statutory language, 1 til 

is-cleajt-.thqrLeglsiature did not Intend that the_p_resident .stand, for "‘I 
s n ^ J i a L a a ^  "*

Research of legislative history and laws has revealed the following:

AS 06.05.300. General Corporate Powers. Upon filing the 

Articles of Incorporation, a bank becomes a legal corporation 
and may (1) - (4) . . .  (5) elect directors who may appoint 
officers when necessary or convenient.

AS 06.05.435. Directors, (a) . . . (b) In the first Instance, 
the director shall be elected at a meeting held before the bank 
is authorized to do business by the department and thereafter 
at the annual meeting of the stockholders held each year.

Ai, tH5^-437X a)— presi dedt^of-a^nlcujrilbOien. chi ef 

of' cerr resjansi&U-f oil the.' management of-thV-bank- must* be-a-- -' 
ro* r of-the board of directors. This provision was a result 
of .1 amendment 1h Am. Sec. 29, Ch. 169, SLA 1978. It was the 

only change made by that amendment. In review of legislative 
h 1 story, ,

Johrtri.T'R&1 ddr,-7Prea1 dent of the.-Sjiflate, 1 rr>-#H1 ch..Governor W  
Hammond-wrote: :^^t!3iEai'amendl_AS-fl6i (J5I437( a)-i n ordac. to . 

pns»iiide;.thy?posstbntty'~that*raTrem>1ayee might be given th<bw 
t l d t e n t ^ b b ~ F ' f f a v e  no1 vofJe-1n Tfii^overal 1-management. ,



Mr. Gary Roth -2- February 21, 1991

It’Lls'LC.learly; ev1 dent that there was no .intent, t o . r eq ujxej&9_&r_esi—  
dent .off a^birik.ut o . solictt^sfiarehol ders \_votes, SQcteia^pra&tlca^woVflxt 
ieopardlze£E&¥rafi.ilrty’-'of"the.president to1.bejbjectlveJ_OUs1 ness., 
decisions:!. This matter could be handled In the Articles of Incorpora­
tion. aTT)6.05.345(a)(5) requires the Articles of Incorporation to 

specify the number of directors. At that section of the articles, it 
could be stated that there shall be X number of directors elected by 
shareholders and that on appointment of officers, the pres1dent/CE0 
becomes an additional director Dy virtue of AS 06.05.437(a).

I have been advised that while Intent of the Legislature 1s apparent, 

construction of law is confusing. Tteri'dlvision will..take"no action If. 
the president does not stand for shareholder election.. We urge, 
however, that” you propose an amendment to the banking’code to address 
this confusion. We will also draft corrective legislation for 
consideration for the second session of the current Legislature.

I hope this will answer the question of a bank president having to oe 
elected by the shareholders.

'
/ W1ll1s F. 

Director

WFK/TLL/mst2294m
022091a
cc: Anchorage Field Office
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SB 231: "An Act relating to the presidents and other chief
executive officers of banks.'

The department strongly supports passage of SB 231. This legislation will clear 
up confusion created by an amendment in AM, Sec. 29, Ch. 169, SLA 1978, 
wmch intended to give the president a voice in overall management via board 
membership. This 1978 amendment has inadvertently created a question as to 
whether or not a president of a bank has to be elected by shareholders as a 
board member because of his appointment as president (head of management) of 
the bank.
Mr. Kirkpatrick, Director of the Division of Banking, Securities and 
Corporations, has taken a position that it would be unwise for the management 
head of a bank to solicit votes to maintain his position. It could appear that 
there would be some pressure of influence by those who seated him. 
Mr. Kirkpatrick’s policy letter dated February 21, 1991 concerning this subject 
is attached.

7 & ? * * * * / 
Glenn A. Olds, Commissioner
Date: ~  /  ____________
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WALTER J. HICK EL, G O V E R N O R

D E P A R T M E N T  O F  C O M M E R C E  &  /
E C O N O M I C  D E V E L O P M E N T  /

P .O . BO X  D
JUN EA U , ALA SKA  9 9 8 0 1 -0 8 0 0  
B ank in g  & Secu rit ie s  (9 0 7 )  4 8 5 -2 5 2 1  
C o rp o ra tio n  S e c tio n  (9 0 7 )  4 6 5 - 2 5 3 0  
A N C H O RA G E
C o rp o ra tio n  In fo rm a tion  (9 0 7 ) 5 6 3 -2 1 6 1

D IV IS IO N  O F  B A N K IN G . S E C U R IT IE S  & C O R P O R A T IO N S

DATE: April 23, 1991

TO: Honorable Tom Moyer
House of Representatives

FROM: Willis F. Kirkpatrick, Director
Division of Banking, Securities and Corporations 
Department of Commerce and Economic Development

SUBJECT: Representative Kevin Parnell's Concerns of HB 231

The purpose of HB 231 as you stated 1s to correct the dichotomy inadver­
tently created by an amendment to the banking code in 1978 (Sec. 29,

Ch. 169, SLA 1978). This amendment provided that " . . .  the president 
of a bank or other chief officer responsible for the management of the 
bank must be a member of the board of directors." When Governor Hammond 
transmitted the proposed amendments in 1978 to Senator Rader, President 
of the Senate, he wrote "Sec. 29 amends AS 06.05.437(a) in order to pre­
clude the possibility that an employee might be given the title of presi­

dent but have no voice in the overall management of the bank." (Emphasis 
added.) It is apparent that the intent is to give the employee who is 
hired as a chief officer (CEO) a vote (voice) on +he board.

In the administration of the Alaska Ban.. we recognize that in

corporate powers and structure shareholder * ... the board of directors 
who in turn appoint (elect) the officers of the bank. It Is not the 
focal point that management (CEO) has a voice on the board and is suc­
cessful in a shareholders' election but rather than whether he is suc­
cessful in safe and sound bank management, If the CEO is elected by the 
shareholders and is not a good manager, can he be removed by the board 
action "at any time" as is provided by AS 06.05.437(a).

It 1s clear that HB 231 offers a simple solution to a confusing situation 
created by an ambiguous amendment to the Alaska Banking Code In 1978. 
While exempting the CEO from shareholder election provisions, the law 

retains the requirements of oath of office and qualifying shares as for 
ether directors.

We applaud your effort in trying to correct this inadvertent dichotorny.

WFK/sh9273M
042391b

O0-H14LH



DIVISION OF LEGAL SERVICES
L E G ISLA TIV E  A F F A I R S  A G E N C Y  

S T A T E  O F  ALA SKA
P.O. Box Y, Juneau, Alaska VOS 11 
(007) 465-3867 or 465-2450 
F A X  (007) 465-2020

Deliveries to: 240 Main Street
Court Plaza, Room 500

Mail Stop 3101

M  E  M  O  R  A  N  P  U M A p r il  22 , 1991

S U B J E C T :

T O :

F R O M :

E ffe c t  o f  H B  231 on A S  06 .05 .435  (W o rk  O rd e r  N o . 7 -L S 1 0 3 7 )

R e p re se n ta t iv e  D a v id  F in k e ls te in

C h a ir , H o u se  L a b o r  &  C o m m e rce  C o m m itte e

A ttn : C l i f f

T h e re s a  L .  B a n n is te r  

Le g is la t ive  C o u n se l

Y o u  h ave  aske d  w h e th e r the new  language ("am en d m en t") co n ta in ed  in lines 9-10 o f 

H B  231 , "A n  A c t  re la tin g  to the p re s id en ts  and  o th e r ch ie f execu tive  o ff ice rs  o f 

b anks" e lim in a te s  ce rta in  p ro v is io n s  o f  A S  06 .05 .435  fo r the ch ie f execu tive  o ff ic e r  

( " C E O " )  o f  a b a n k  and  the o th e r d ire c to rs  o f  the b ank . In  d e te rm in in g  w h ich  

p ro v is io n s  to ad d ress  in th is m em o , I  have  ta lke d  w ith  yo u r s ta ff  and  I  have e xam in e d  

R e p re s e n ta t iv e  P a rn e ll ’s no tations o n  H B  231.

T h e  am e n d m en t read s : "but is not su b ject to the e lectio n  req u irem en ts  u n d e r 

A S  0 6 .0 5 .4 3 5 ". T h e  fu ll sen tence  co n ta in in g  the am end m ent read s as fo llo w s:

"U p o n  e lec tio n  to the p o sitio n  bv the board  o f  d irec to rs , the [ T H E ]  

p re s id en t o f  a b an k  o r o th e r c h ie f o ff ice r  resp o nsib le  fo r the m anage­

m en t o f the b an k  b ecom es [ M U S T  B E ]  a m em b er o f  the board  o f 

d ire c to rs , but is not su b je ct to the e lectio n  req u ire m en ts  under 

A S  0 6 .05 .435  fo r d ire c to rs ."

F ir s t  o f  a ll , the am en d m en t c le a r ly  a p p lie s  ju s t  to the C E O  and  does not ap p ly  to  the 

o th e r d ire c to rs . T h e  am end m en t o n ly  sta tes that the C E O  is not sub ject to  the 

e lec tio n  re q u ire m e n ts  fo r d ire c to rs . S e co n d , the n ew  language ap p lie s  o n ly  to 

e lec tio n  re q u ire m e n ts , not to o th e r re q u ire m e n ts .



In  A S  06 .05 .435(a)-^ , the am en d m en t has the e ffe c t o f  saying the C E O  is not to be 

e lec ted  by the sto ckh o ld e rs . T h e  rest o f the d ire c to rs  a re  still to be e le c te d  by the 

s to ck h o ld e rs  and ho ld  o ff ice  fo r one y e a r an d  u n til th e ir  successors a re  e le c te d  and  

h ave  q u a lif ie d . T h e  a m e n d m e n t does not change the rest o f the su b se c t io n . T h e  

re q u ire m e n t rem ains th a t a m a jo rity  o f  the b o ard  o f d irecto rs m ust be b o n a  fid e  

re s id en ts  o f  the state .

In  A S  0 6 .0 5 .4 3 5 (b )^ , the am end m en t has the e ffe ct o f rem oving the C E O  fro m  the 

e le c tio n  req u irem en ts  o f  the sectio n . T h e  am e n d m en t does not ch an g e  a n y  o f  these  

e le c t io n  req u irem en ts  in  the sub section  fo r the o th e r d irecto rs .

In  A S  0 6 .0 5 .4 3 5 (c )- , th e  am end m ent does not change any o f the p ro v is io n s , s in ce  

the sub sectio n  does not ad d ress  the e lectio n  o f  d ire c to rs . E a c h  d ire c to r , in c lu d in g  th e  

C E O ,  m ust satisfy the ca p ita l s to ck  o w n e rsh ip  req u irem en ts  o f the su b se c t io n .

I f  I can  be o f  fu rth e r a ss is tan ce , p lease  adv ise .

T L B :p l

91-284 .p lm

Representative David Finkelstein
April 22, 1991
Page 2

-^AS 06.05.435(a) reads as follows:

(a) The affairs o f every bank incorporated under this chapter shall be managed by 
not less than five directors, nor more than 25, who shall be elected by the 
stockholders and hold office for one year and until their successors arc elected and 
have qualified. A  majority o f the board o f directors shall be bona fide residents o f  
the state and a majority constitutes a quorum for the transaction o f business.

^AS 06.05.435(b) reads as follows:

(b) In the first instance the directors shall be elected at a meeting held before the 
bank is authorized to do business by the department and thereafter at the annual 
meeting o f the stockholders held each year. If no election is held at that time, it may 
be held at an adjourned meeting or at a subsequent meeting called for that purpose, 
notice o f which shall be given as provided in the bylaws.

^AS 06.05.435(c) reads as follows:

(c) Each director o f  a bank shall own in the director’s own right free o f  any 
encumbrance capital stock o f the bank in an amount equal to at least SI,000 in par 
value.



m  P e n ^ L I  S T A T S  B A I 1 K
    -----
119 N. Cushman Street • (907 )456-1400 • FAX (907) 456-2140 • P.O. Box 74568 • Fairbanks, Alaska 99707-4568

A p r i l  8 ,  1 9 9 1

R e p r e s e n t a t i v e  Tom M o y e r
A l a s k a  S t a t e  H o u s e  o f  R e p r e s e n t a t i v e s
P .O .  Box V
S t a t e  C a p i t a l
J u n e a u ,  A l a s k a  9 9 8 1 1

RE: HB231

D e a r  R e p r e s e n t a t i v e  M o y e r :

Thank  y o u  f o r  y o u r  i n t r o d u c t i o n  a n d  s u p p o r t  o f  H o u s e  B i l l  2 3 1 .
The  p u r p o s e  o f  t h i s  b i l l  i s  t o  c l a r i f y  t h e  e l e c t i o n  o f  a  S t a t e  
Bank P r e s i d e n t  t o  t h e  p o s i t i o n  on  t h e  B o a r d  o f  D i r e c t o r s .

A . S .  0 6 . 0 5 . 4 3 7 ( a )  s t a t e s  " t h e  P r e s i d e n t  o f  a  b a n k  o r  o t h e r  C h i e f  
O f f i c e r  r e s p o n s i b l e  f o r  t h e  m a n a g e m e n t  o f  t h e  b a n k  m u s t  b e  a
member o f  t h e  B o a r d  o f  D i r e c t o r s . "  W i t h  t h i s  s t a t u t e  i n  m i n d ,  I ,
a s  P r e s i d e n t  a n d  C h i e f  E x e c u t i v e  O f f i c e r ,  s t o o d  f o r  r e - e l e c t i o n  
by  t h e  s h a r e h o l d e r s  a t  o u r  f i r s t  t h r e e  a n n u a l  m e e t i n g s .  T h i s
p o s e d  n o  p r o b l e m  a s  t h e  p r o p o s e d  s l a t e  o f  D i r e c t o r s  f o r  t h e  Bank
was  u n a n i m o u s l y  e l e c t e d  t h e  f i r s t  t h r e e  y e a r s .  H o w e v e r ,  a t  t h e  
f o u r t h  a n n u a l  s h a r e h o l d e r s  m e e t i n g ,  a n o m i n e e  f o r  D i r e c t o r  was  
n o m i n a t e d  f r o m  t h e  f l o o r .  T h u s  a  r u n  o f f  e l e c t i o n  was  r e q u i r e d .  
A t  t h i s  p o i n t  i n  t i m e  we b e c a m e  u n c e r t a i n  a s  t o  w h e t h e r  t h e  
P r e s i d e n t  o r  C h i e f  O f f i c e r  o f  t h e  Bank h a d  t o  s t a n d  f o r  e l e c t i o n  
t o  t h e  B o a r d  o f  D i r e c t o r s  b e c a u s e  o f  t h e  s t a t u t o r y  r e q u i r e m e n t .



Representative Moyer
April 8, 1991
Page 2

To s o l v e  t h e  i m m e d i a t e  q u e s t i o n  b e f o r e  t h e  b o d y ,  I  s t o o d  f o r  r e -  
e l e c t i o n  a n d  w as  e l e c t e d .  H o w e v e r ,  i n  s o  d o i n g ,  I  h a d  t o  s o l i c i t  
t h e  s u p p o r t  o f  s e v e r a l  s h a r e h o l d e r s  a t  t h e  m e e t i n g  t o  a s s u r e  t h i s  
r e - e l e c t i o n .  A t  o u r  n e x t  D i r e c t o r s  m e e t i n g ,  i t  w a s  t h e  u n a n i m o u s  
c o n s e n s u s  o f  o u r  B o a r d  o f  D i r e c t o r s  t h a t  t h e  P r e s i d e n t  s h o u l d  n o t  
h a v e  t o  s o l i c i t  s u c h  p o l i t i c a l  f a v o r s  f r o m  t h e  s h a r e h o l d e r s  a s  i t  
c o u l d  c o m p r o m i s e  t h e  m a n a g e m e n t  o f  t h e  B a n k .  A r e q u e s t  w as  made 
t o  t h e  D i v i s i o n  o f  B a n k i n g ,  S e c u r i t i e s  a n d  C o r p o r a t i o n s  t o  
c l a r i f y  t h i s  i s s u e .  W i l l i s  K i r k p a t r i c k  r e s p o n d e d  t o  t h e  
u n d e r s i g n e d  o n  F e b r u a r y  2 1 ,  .1991 i n d i c a t i n g  t h a t  r e s e a r c h  i n t o  
t h e  m a t t e r  by  h i s  d e p a r t m e n t  i n d i c a t e d  t h a t  " i t  w a s  c l e a r l y  
e v i d e n t  t h a t  t h e r e  w as  no  i n t e n t  t o  r e q u i r e  t h e  P r e s i d e n t  o f  a 
Bank t o  s o l i c i t  s h a r e h o l d e r  v o t e s . "  He a l s o  s t a t e d ,  " a l t h o u g h  
t h e r e  i s  c o n f u s i o n  i n  s t a t u t o r y  l a n g u a g e ,  i t  i s  c l e a r  t h e  
l e g i s l a t u r e  d i d  n o t  i n t e n d  t h a t  t h e  P r e s i d e n t  s t a n d  f o r  
s h a r e h o l d e r  e l e c t i o n . "  He a l s o  r e f e r s  t o  o t h e r  l e g i s l a t i v e  
r e s e a r c h  w h i c h  i n d i c a t e s  t h a t  a v a c a n t  b o a r d  s e a t  s h o u l d  b e  
w i t h h e l d  a t  t h e  s h a r e h o l d e r  e l e c t i o n  w h i c h  w i l l  l a t e r  b e  f i l l e d  
by  t h e  B o a r d  o f  D i r e c t o r s  a n n u a l l y  a s  t h e y  e l e c t  o f f i c e r s  o f  t h e  
B a n k ,  i n c l u d i n g  t h e  P r e s i d e n t  o r  C h i e f  E x e c u t i v e  O f f i c e r .  He 
s t a t e s  " t h i s  w o u l d  t h e n  p r e c l u d e  t h e  p o s s i b i l i t y  t h a t  a n  e m p l o y e e  
m i g h t  b e  g i v e n  t h e  t i t l e  o f  P r e s i d e n t  b u t  h a v e  n o  v o i c e  i n  t h e  
o v e r a l l  m a n a g e m e n t  o f  t h e  B a n k . "

S t a t e  s t a t u t e s  r e q u i r e  t h a t  a l l  o f f i c e r s  o f  a  b a n k  b e  r e - e l e c t e d  
a n n u a l l y  b y  t h e  B o a r d  o f  D i r e c t o r s .  T h i s  t h e n  w o u l d  a c c o m p l i s h  
t h e  p l a c i n g  o f  t h e  P r e s i d e n t  on  t h e  B o a r d  o f  D i r e c t o r s  o f  t h e  
Bank  i n  c o m p l i a n c e  w i t h  s t a t u t e .  HB231 p r o p e r l y  a d d r e s s e s  t h i s  
s c e n a r i o  a n d  we a p p r e c i a t e  y o u r  i n v o l v e m e n t .  T h a n k  y o u .

P r e s i d e n t  a n d  C h i e f  E x e c u t i v e  O f f i c e r  

G R / a j
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MICA

SECTION BY SECTION ANALYSIS

"An A c t  r e l a t i n g  t o  d i s s o l u t i o n  o f  t h e  M e d i c a l  I n d e m n i t y  
C o r p o r a t i o n  o f  A l a s k a  (M IC A )? r e e n a c t m e n t  o f  i n d e m n i t y  c l a u s e  
a n d  p r e m i u m  t a x  o f f s e t  c l a u s e . "

Due t o  t h e  s a l e  o f  MICA o n  J a n u a r y  1 , 1 9 9 1 ,  t h e  n e e d  f o r  a n  
i s u r a n c e  m e c h a n i s m  u n d e r  s t a t e  s t a t u t e  f o r  m e d i c a l  p r o v i d e r s  
i s n o n e x i s t e n t .  T h e  m a r e k t  h a s  p u r c h a s e d  t h e  MICA b u s i n e s s  a n d  
w i l l  b e  p r o v i d i n g  c o v e r a g e  t o  t h e  f o r m e r  i n s u r e d s  o f  MICA.

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

S e c t i o n  1 .

S u b j e c t :  I n d e m n i f i c a t i o n  o f  p e r s o n s  a f f i l i a t e d  w i t h  MICA.

C h a n g e :  T h i s  s e c t i o n  i s  t o  r e m a i n  i n  s t a t u t e  a f t e r  t h e
d i s s o l u t i o n  o f  MICA.

R e a s o n :  To p r o t e c t  p e r s o n s  a c t i n g  f o r  t h e  c o r p o r a t i o n  w h i l e
t h e  c o r p o r a t i o n  w a s  i n  o p e r a t i o n .

S e c t i o n  2 .

S u b j e c t :  P r e m i u m  t a x  o f f s e t  b y  e n t i t y  p u r c h a s i n g  t h e  MICA
b u s i n e s s .

C h a n g e :  T h i s  s e c t i o n  i s  t o  r e m a i n  i n  s t a t u t e  a f t e r  t h e
d i s s o l u t i o n  o f  MICA t o  c o n t i n u e  t h e  p r e m i u m  t a x  
o f f s e t  p r o v i s i o n s  f o r  c l a i m s  p a i d  i n  e x c e s s  o f  t h e  
r e s e r v e s  t r a n s f e r e d .

S e c t i o n  3 .

S u b j e c t :  S t a t u t e s  f o r  c r e a t i o n  a n d  o p e r a t i o n  o f  MICA.

C h a n g e :  R e p e a l  a l l  r e m a i n i n g  s e c t i o n s  o f  AS 2 1 . 8 8  a n d
r e l a t e d  s e c t i o n s .

R e a s o n :  D i s s o l u t i o n  i s  r e q u e s t e d  d u e  t o  s a l e  o f  MICA
b u s i n e s s  a n d  i m p r o v e m e n t  i n  t h e  a v a i l a b i l i t y  o f  
l i a b i l i t y  i n s u r a n c e  f o r  m e d i c a l  s e r v i c e  p r o v i d e r s .
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The department is in favor of this legislation. Due to the sale of the Medical 
Indemnity Corporation of Alaska (MICA) on January 1, 1991, the need for an 
insurance mechanism under state statute for medical providers is nonexistent. 
The market that haspurchased MICA business will be providing coverage to the 
former insureds of MICA.
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"jV/I [ P  \  Medical Indemnity 
JL*LJL Corporation of Alaska
ALEUT PLAZA
4 0 0 0  O L D  SE W A R D  HWY.. S U IT E  2 0 0  
A N CH O RA G E . A LA SK A  9 9 5 0 3  
(9 0 7 )5 6 3 - 3 4 1 4

D A T E : O ctober 22 , 1990

T O : A l l  M IC A  P o lic y h o ld e r

F R O M : Ron  K e lle r , M .D .
C ha irm an  o f  the Board  o f G overnors 
M ed ica l Indem nity Corporation o f A la sk a

R E : Announcem ent o f quarterly meeting &  notice o f potential purchase o ffer for M IC A

On N ovem b er 2nd , M IC A 's  B o ard  o f  G o vern o rs w i l l  ho ld  o u r reg u la r quarterly  m eeting in  A nchorag e  at the 
C larion  Hotel beginning at 9 a .m .

I am sending you this q u ick  memo to let you know  some good n ew s: It's lik e ly  that w e w il l  be rece iv ing  a formal
o ffe r to purchase M IC A , and w e 'll deal w ith  that issue at the m eeting . Po licyho ld ers are . n a tu ra lly , invited to
attend. B u t w e a lso  in v ite  yo u —if  you 've got questions about these developm ents--to g ive  M IC A  Execu tive  
D irecto r M ary  P ie rce  a c a ll at 563-3414 . S h e 'll be glad to an sw er any questions and f i l l  you in on the recent 
events since we last contacted you.

Let me g ive  you a q u ick  run dow n. A s  you'll re ca ll, M IC A 's  tax exem pt status was challenged by the IR S : and as 
a result M IC A  cannot continue to operate the w ay it has been operating since it was established in 1976. The three 
choices for M IC A  are to:

• Merge into the state bureaucracy.
• Sp in  o ff  to become a totally private m utual insurance com pany.
• H ave its assets &  liab ilities purchased by a private carrie r.

O f these options, the M IC A  Board has unanim ously chosen to pursue a purchase.

W e have every ind ication that a physician owned m utual, ve ry  c lo se ly  aligned p h ilosoph ica lly  w ith  M IC A  w ill be 
making us an o ffer. T h is  firm  has indicated they are w illin g  to meet the tough conditions that the M IC A  Board has 
placed on any sale . Th o se  conditions are:

• A  5-year guarantee that a ll current policyholders who are otherw ise acceptable underw riting  risks 
w il l receive continued coverage.

• No cancellation  o f existing  policyho lders w ithout an A laska-based  appeal process.
• N o geographical d iscrim ination  in  underw riting  terms &  benefits.
• Continuation o f  current rating c lassifica tion s, w ith  a specia l category for fam ily  practice docs 

doing obstetrics.
• Purchaser w il l keep an A la sk a  o ffice  w ith  both c la im s adjusting and r isk  management sta ff, plus 

provide an 800 to ll-free phone number.
• Certain po licyho lder benefits w ill continue, such as the current D D R  (free ta il); ava ilab ility  o f tail 

po lic ies for purchase; po licyho lder inception date w ith  M IC A  used to determine benefits based on 
length o f  coverage; and insureds w il l s till have to g ive written consent to settle any c la im .

A s  you can see. the M IC A  Board 's top p rio rity  is safeguard ing  your interests. W e 'll be contacting you 
again once a fo rm al o ffe r is  m ade, and after our m eeting on N ov . 2nd. M eanw h ile , please feel free to ca ll M ary at 
563-3414 to get questions answered or to find out m ore about w here M IC A  is  going.

T h a n k s .



l y f T i ^  \  Medical I itrlciimlf y 
jL»^JL JwV_yjfJL Corporation of Alaska

A LE U T PLA Z A
4 0 0 0  O LD  SEW A RD  H U T .. S U IT E  8 0 3  
A N CH O RA G E , A LA SKA  9 9 5 0 3  
(9 0 7 )5 6 3 - 3 4 1 4

TO: William Brock
Reger Holmes, Esq.
Susan Mason, Esq.

FROM: Mary Pierce

DATE: May 8, 1990

RE: Tax Issue History

The final tax issue history is enclosed for your files. I don't plan on 
distributing this other than to the three of you at this time. Thanks 
for you help on this, it may prove to be a good reference in the 
future.

MP/tmb



T A X  I S S U E  H I S T O R Y

1 9 8 8

Sometime in early 1988 as MICA was working with Ernst & Whinney 
on our reserve issue Tom Koecher advised Mary Pierce, Executive
Director, that their office felt there may be a question regarding
MICA's tax status due to the change in the 1986 tax law. He said 
they were looking into it and would get back to us.

March 12 - Executive Committee Meeting. Tom Koecher, Orie
Orien of Anchorage and Dave Wilson (Seattle) all of 
Ernst & Whinney were at the meeting to discuss 
reserve increases. They told the Executive 
Committee about the tax status question and that 
their tax advisor would be attending the next
Executive Committee meeting.

March 18 - Executive Committee Meeting. Koecher, Orien and
Shelby Stastny explained question of tax status to 
committee. They explained two prong test to be tax 
exempt.

1) Income must accrue to the State 
and

2) Must have a public purpose or "essential 
governmental function."

The Executive Committee asked them to investigate 
the question and report back. Brock, Pierce and 
Koecher would meet with Director Roller on March 
25th to advise him of tax exempt status question.

Stastny reported to Executive Committee that initial 
informal discussion with IRS suggested we would 
not receive a favorable ruling. Suggested we file 
tax returns and pursue formal tax ruling request. 
Cost to do research and ruling request est. $10 - 
15,000.

Engagement letter from Stastny outlining course of 
action on request for tax ruling and cost.

Board votes to submit formal ruling request to IRS. 
Estimated cost from E & W is $20,000.

April 26

May 6 

May 13

1



June 30 

July 15

July 24

August 4 

August 5

August 11-

August 23 

August 24

June 17 Paul Roller, Director Division of Insurance and 
Deputy Director, Jim Jordan present at Board 
meeting. A draft tax ruling request given to 
Executive Committee. Stastny asked Arliss 
Sturgulewski to do some legislative research to help 
answer legislative intent questions. Letter to be 
finalized soon.

Memo from Maureen Weeks to Sturgulewski stating 
she had researched the records of the 1976 session 
and there was not any specific testimony to create 
for-the-good-of-the-public issue.

Stastny reports to the Executive Committee that 
ruling request not sent yet. He is waiting for final 
information from legislative research. MICA has 
provided all pertinent back-up from 1975 
Governor's Medical Malpractice Insurance 
Commission and all other historical data.

At Quarterly meeting of the Board, Director Paul 
Roller tells Board he has spoken to several 
legislators. They are anxious to help us clear up 
any misunderstandings about legislative intent and 
would like our proposed changes by September.

Stastny sends some ideas for proposed legislative 
changes that may help us win our case to Roger 
Holmes, Brock and Pierce.

Stastny's research has uncovered three companies 
very similar to MICA who requested rulings. Sent 
to Holmes and Pierce. All three received 
unfavorable rulings.

- Holmes proposes legislative changes. He believes 
that these changes will make it clear that our 
earnings belong to the state.

David Bickerstaff gives us estimate that rates will 
need to increase 15-17% for 1989 to cover taxes.

MICA sends revenue ruling request to IRS.

2



September 7 

September 16

September 16 
thru 30

November 4

Special Executive Committee meeting on tax status 
with entire Board of Governors. Koecher and 
Stastny present.
They explain problem and that Holmes’ proposed 
legislation could resolve it by making it clear 
MICA's earnings belong to the state.
The Board votes to forward Holmes' legislation to 
Governor and legislature.

- Roller (Director) agrees to hand carry the letter to 
the Governor. The letter explains our dilemma to 
the Governor and asks if he might sponsor 
legislative changes.

- Roller also suggest we purchase an insurance 
company with net losses to offset car taxes.

- Brock receives letter from Stastny advising him 
that MICA can’t use net losses of an acquired 
corporation (insurance company) to offset income.

Executive Committee Meeting. E & W tells 
committee ruling request filed on 8-24-88 and we 
will have a response within 90 days. Unfortunately 
a rate filing must be made by November 1 and a 
15% increase is needed to just cover 1989 taxes. 
Executive Committee votes to file 1-1-89 rate based 
on pure premium and to then retroactively charge 
an amount needed for taxes later in year if we don’t 
receive legislative fix.

- Holmes and Pierce meet with Senator Kelly and 
Representative Cotten to personally advise them of 
our problem and show them proposed legislation.

- Board has Quarterly meeting. Jim Jordan reports to 
Board that although the Governor has not released 
his legislative priorities the informal message is 
that he will sponsor our legislation.

A plan of action to get information to legislators 
while we are waiting for official response from the 
Governor is proposed. The Legislative Committee 
will register as lobbyists for this purpose.

3



N o vem b er 22

November 11

N o vem b er 25

D ecem ber 1

D ecem ber 8

- A  letter is  sent to the p o licyh o ld e rs  e xp la in in g  1989 

ra tin g  s tru c tu re .

- T o m  K e l le y  the agent at the IR S  has s e v e ra l 
questions reg ard ing  M IC A  that he asks o f S ta s tn y . 

W e respond w ith  a le tter to K e l le y .

- A  d ra ft le tte r is  com posed to have board m em bers 

send to le g is la to rs . T h is  is  sent to the B o a rd  

m em bers a long  w ith :

a ) a fact sheet
b ) a copy of the letter sent to policyholders on the rates 
c ) a spread sheet of our financials for the last 5 y e a rs .

P ie rc e  se n d s  le t t e r  to  S e n a to r  K e l l y  and  

R e p re se n ta tive  C o tte n .

T h e  L e g is la t iv e  C o m m ittee  meets to d ev ise  p lan  to 

d is tr ib u te  in fo rm a t io n  to le g is la to rs  s in c e  to h  
G o ve rn o r w o u ld  not sponsor le g is la t io n  b ecau se  a )  

he could  not in vestig a te  a ll p o ss ib ilit ie s  in  a t im e ly  
m an n er and  b ) he d id  not fe e l that the state  
should  be in  the in su ran ce  business.

A  specia l Board  m eeting is  ca lle d .

C h a irm an  B ro c k  had m et w ith  D ire c to r R o lle r  and 
Stan G a r lin g to n . R o lle r  sa id  it  w as rea so n ab le  to 

assum e that le g is la t io n  w i l l  pass and the G o v e rn o r  

w i l l  not oppose o r veto  b i l l .  Board  votes to approve 

10 .5%  in crease  fo r  h o sp ita ls  and 12 .6%  in c re a se  fo r 
p h ys ic ian s  to be taken fo r  taxes i f  it  is  determ ined  

w e w ere l ia b le .

C h a irm an  B ro c k  rep orted  w e have been asked  to 
meet w ith  the IR S  in  W ash ing ton , D .C . A ls o  S tastn y  

reported the tax  accoun tan ts in  W ash ing to n  ad v ised  
us w e m ay be re lie v e d  re tro a c t iv e ly  o f ta x e s . W e  

had p re v io u s ly  been to ld  th is w asn 't p o ss ib le . T h e  
IR S 's  s in g le  question  w as "do our p ro fits  in u re  to 
the state ." T h e  B o ard  d iscussed  i f  that co u ld  m ean 

few er le g is la t iv e  ch an g es .



D ecem ber 14

D ecem ber 10 
thru 16

D ecem b er 20

December 30

F in a l ly ,  it  w as  d iscu sse d  i f  M IC A  sh o u ld  even  
p ro p o se  le g is la t io n  c o n s id e r in g  th e re  w a s  a )  a 

q u e stio n  o f  o u r tax  l ia b i l i t y  b )  r e lu c ta n c e  o f
G o v e rn o r  to sp o n so r le g is la t io n  and  c )  w h e th e r 

M IC A  w anted  to le g is la t iv e ly  b ind  i t s e l f  c lo se r  to 
the state . E o a rd  agreed to m eet a fte r B ro c k  meets 

w ith  IR S .

D ire c to r R o lle r  a lso  approved o f us h ir in g  a lo b b y ist 
to fo rw ard  le g is la t io n .

E x e c u t iv e  C o m m itte e  a p p ro v e s  B r o c k  to go to

W ash ington , D .C .

- B ro c k , S tastny , P h il R o ya lty  and K e n  T ra c y  from  E  & 
W  in  W a sh in g to n , D .C . m et w ith  T o m  K e l le y  and 

K e l le y 's  b o ss , M au ra  S u l l iv a n  and an o th er person
A lv in  B ro w n  fro m  the in su ra n c e  se c t io n . B ro c k  

hopes to at least fin d  out w h at k in d  o f le g is la t iv e  
c h a n g e s  w o u ld  be n e e d e d  to m a in ta in  ta x

exem p tio n . IR S  not sym p ath e tic  and w i l l  not g ive  
in fo rm atio n  on le g is la t io n . E  &  W  exp ects  w e w ill  

h ave  ru lin g  by Ja n u a ry  1 9 8 9 . W e  w i l l  p ro v id e  

ad d itio n a l in fo rm atio n  requested  by I R S .  E  &  W

fe e ls  a fa v o ra b le  o p in io n  fro m  A la s k a  A tto rn e y  
G e n e ra l re g a rd in g  sta te  " o w n e r s h ip "  c o u ld  be 

h e lp fu l .

- T h e  le g is la t iv e  d ra fte r is  contacted  by H o lm es thru 
Sen ato r K e l ly 's  o ff ic e  to an tic ip a te  in fo rm atio n  from  
B ro c k 's  m eeting  in  D .C . D ra fte r  la te r  in fo rm ed  to 
hold  o f f  on that le g is la t io n  by  H o lm e s as re su lt o f 

D ecem b er 14th m eeting w ith  I .R .S .

- B ro c k  spoke to J im  Jordan about o b ta in ing  the A G 's  
o p in io n . J im  w i l l  d iscu ss w ith  P a u l R o lle r  and get 

back to us.

- D ire c to r  R o lle r  prepares request fo r  A G 's  op in ion  on 
d isp o s it io n  o f M IC A 's  assets i f  M IC A  w ere  to be 

d is s o lv e d .
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1 9  8 9

Fe b ru a ry  10

Fe b ru a ry  22 

Fe b ru a ry  28

M arch  7 

M arch  8 

M arch  8-22 -

January 11

February 8

March 17 -

L e tte r  fro m  S ta s tn y  to IR S  e x p la in in g  how  unique 

w e are , u n lik e  p re v io u s  a d ve rse  ru lin g  case s .

J e f f re y  B u s h , D e p u ty  C o m m is s io n e r  o f C o m m e rce , 
fo rw a rd s  D ire c to r  R o lle r 's  re q u e st fo r o p in io n  to 

A G 's  o ffice .

B o a rd  m eeting  in  w h ic h  C h a irm a n  B ro c k  in fo rm s 
board we s t il l  have no ru lin g . B ro c k  te lls board that 

P ie rc e  w i l l  be p reparing  a su m m ary  o f issu es  and 

w i l l  fo rw a rd .

M em o fro m  P ie rc e  to B o a rd  o u tlin in g  a l l  o f  our 

ch o ices i f  tax ru lin g  is fa vo ra b le  fir. u n fa v o ra b le .

S ta s tn y  c a lls  IR S  to get w o rd  on ru lin g . H e  is  
in fo rm e d  b y  K e l le y  th a t a lth o u g h  K e l le y  is  

fa v o ra b le  h is  b o ss is n 't .  T h is  c o u ld  m ean 
arb itratio n  w ith in  IR S .  H o lm e s ad v ises M IC A  to get 

tax  a tto rn e y .

B ru c e  G agnon and Sue  M aso n  o f  A tk in so n , C o n w a y  
&  G ag n o n  m eet w ith  B r o c k ,  H o lm e s , C ra b tre e , 
K o e ch e r , S ta s tn y  and P ie rc e . A d v is e  us to take an 

ag g ress ive  approach  w ith  IR S .

E n g a g e m e n t le t te r  f ro m  A tk in s o n , C o n w a y  and 

G ag n o n . A d v is e  M IC A  that w e  should  propose a 
re so lu tio n  to h ave  the le g is la tu re  c le a r  up question  

about M IC A  being an in te g ra l part o f the state.

W e  ta lk  to R o lle r  and then D e p u ty  C o m m iss io n e r 
J e f f  B u sh  and ad v ise  them  w e w an t to do reso lu tio n .

W e  co n tact C o tte n  in  H o u se  and S tu rg u le w sk i in  

Senate  to see i f  they m ig h t sp o nso r reso lu tio n .

E x e c u t iv e  C o m m ittee  m eets and is  in fo rm ed  about 
need fo r tax  a tto rn ey . T h e y  app rove  co n tract w ith  

A tk in so n , C o n w a y  and G ag n o n . T h e y  w ill  a sk  Board  
to app rove .
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M a rc h

March

M a rch

M a rch

A p r il

A p r i l

A p r i l

April

2 0  - B r o c k , P ie r c e  and M aso n  m eet in  Ju n e au  w ith
J e f f r e y  W . B u s h , D e p u ty  C o m m is s io n e r  o f  the 
D e p a r t m e n t  o f  C o m m e rc e  a n d  E c o n o m ic  

D e v e lo p m e n t , and  la te r  w ith  C o t te n 's  a id e , 
reg ard in g  p ro posed  le g is la t iv e  re so lu tio n .

2 2  - M IC A  sends "B a ck g ro u n d  S u m m ary" on tax  issu e  to

C o tte n .

H o u se  J o in t  R e s o lu t io n  4 0 , c o -sp o n so re d  by 

G ruenberg  and C o tten , is  in troduced .

B ro c k  sends a le tte r to R o n  C la rk e  in  G o ve rn o r's  
o f f ic e  re g a rd in g  d is c u s s io n  w ith  J e f f  B u s h  on 
re so lu t io n  e n c lo s in g  co p y  o f p roposed  le g is la t iv e  

r e s o lu t io n .

26  - G a g n o n , P h i l  R o y a lt y  &  K e n  T r a c y  ( E  &  W ,
W a sh in g to n , D .C . )  have co n fe re n ce  c a l l  w ith  T o m  

K e l ly  at I R S  and lea rn  that a p/oposed ad verse  
ru lin g  is  n o w  be ing  re v ie w e d  by M au ra  S u ll iv a n . 

K e l ly  sa y s  that the ru lin g  w ou ld  be based on the 

M a ry la n d  S a v in g s  Sh are  case .

28  - M aso n  w r ite s  to A G ’s o f f ic e  and o u tlin e s  fac to rs
su p p o rt in g  c o n c lu s io n  that M IC A 's  a sse ts  w o u ld  
reve rt to the state upon d isso lu tio n .

I - S e n a te  J o in t  R e s o lu t io n  4 1 , sp o n so re d  by

S tu rg u le w s k i is  in tro d u ced .

13 - A . G . co u ld n 't reach  an op in io n  that w as h e lp fu l to
M IC A  so req uest fo r an op in ion  w as abandoned.

18 - E x e c u t iv e  C o m m itte e  h a s  jo in t  m e e tin g  w ith
U n d e rw r it in g . T h e y  are  in fo rm e d  that re so lu tio n  

has been fo rw a rd e d  and w e  expect it  to p ass . In 

the m ean tim e  G ag no n  and M ason ad v ise  us not to 
im p le m e n t m id -y e a r  p re m iu m  in c re a se  because we 

w o u ld  be ad m itt in g  l ia b i l i t y .

15 - M a so n  h a s  te le p h o n e  d is c u s s io n  w ith  D e p u ty
C o m m iss io n e r  B u s h  re g a rd in g  d is tr ib u tio n  o f Jo in t 

L e g is la t iv e  R e so lu t io n .
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A p r i l  26 

A p r i l  28

M a y  5 

M a y  8

May 12

M a so n  has te le p h o n e  d is c u s s io n  w ith  S h a r i  
K o c h m a n , A ss is ta n t  to B o b  E v a n s  in  the G o ve rn o r's  
O ff ic e , regard ing  Jo in t  L e g is la t iv e  R eso lu tio n .

Q u a rte r ly  Bo ard  m eeting  and board advised  w e s t il l  

have  not heard from  the IR S .

B o a rd  to ld  that ta x  a tto rn eys w i l l  be w o rk ing  w ith  
the G o v e rn o r  to d ra ft an ap p ro p ria te  letter to our 

C o n g re ss io n a l d e leg atio n . W e  are hopefu l that the 
co n g re ss io n a l d e leg a tio n  can  a s s is t  us to co n su lt  
w ith  som eone o f a h ig h e r stature in  the IR S .  W e 

aren ’t getting an yw h ere  at le v e l w e are at.

R o lle r  and Jo rd an  attend the m eeting  but o n ly  fo r 

th e ir  rep o rt.

B o a rd  in c re a se s  budget to c o v e r  le g a l and aud it 
counse l expenses on our tax  issu e .

Board  votes not to take rate  in creases fo r taxes.

T h e  B o a rd  has a le n g th y  d isc u ss io n  that the tax 

issu e  has been m ore  co m p lica te d  than an tic ip a ted . 
S in c e  th is  tax  l ia b i l i t y  is  sh o w n  on our f in a n c ia l 
sta tem en ts it  w i l l  co n tin u e  to accu m u la te . T h e  

Bo ard  fee ls  that w e  need a long term  so lution .

C h a irm a n  B ro c k  p o in ts ou t that i f  w e re c e iv e  an 

a d v e rse  ru lin g  w e  can  l it ig a te . H o w e v e r , that 
lit ig a tio n  w ou ld  take tim e and be co s t ly  and our tax 

l ia b i l it y  w o u ld  contin ue  to accu m u la te .

L e g is la t iv e  C o m m itte e  m eets and is  in fo rm ed  that 

the re so lu tio n  shou ld  p ass .

Senate Jo in t  R eso lu tio n  41 passes the House.

B ro c k  sends Ron C la rk e  a d ra ft o f a proposed letter 
fro m  the G o v e rn o r to the C o n g re ss io n a l delegation 
e n c lo s in g  cop ies o f  Senate  Jo in t  R e so lu tio n  41 and 
"B a ck g ro u n d  S u m m a ry " .

Senate  Jo in t  R e so lu tio n  41 transm itted  to G o ve rn o r 
fro m  L e g is la tu re .

8



May 25 P ie rce  ta lks to C la rk e  to co n firm  letters w i l l  be sent 
so o n .

June

Ju n e

June

June

Ju n e

Ju n e

2 - G o v e r n o r  C o w p e r  s e n d s  le t te rs  to Y o u n g ,

M u rk o w sk i and S teven s , en c lo sing  Senate J R  41 and 
requesting they a ss ist M IC A  on tax issue.

C o w p er sends copy o f le tte rs to h is  specia l ass istan t, 

Jo hn  K a tz  in  W ash in g to n , D .C . o ff ice  to ask h im  to 
a s s is t .

12 - P h il  R o y a lty  ( E  &  W ) d iscu ssed  M IC A  w ith  T o m

K e lle y  o f IR S  and learned  that a d ec is ion  had been 
m ade to issue  an ad verse  ru lin g ; M aura S u ll iv a n  is 

no longer in vo lv e d  and B i l l  Coppersm ith is  K e lle y 's  
new  su p e rv iso r, and M IC A  w i l l  have an opportun ity  

to meet w ith  h im  before the ru ling  is  issued . K e l le y  
says that the b asis  fo r the d ec is io n  is that M IC A  is  

in su rin g  p r iv a t e  in te re sts . R o y a lty  requests co p ies 
o f Jo in t  L e g is la t iv e  R e so lu t io n  and o f G o v e rn o r ’s 

letters to the C o n g re ss io n a l delegation .

13 - B ob  E v a n s  o f  the G o ve rn o r's  O ff ic e  te lls  M ason he
has d iscussed  the s itu a tio n  w ith  Jo hn  K a tz  and that 
M IC A  should contact K a tz .

16-21 - T h e  G o ve rn o r signs L e g is la t iv e  R e so lve  #38 . C o p y
o f it  and le tte rs  G o v e rn o r  sent to co n g re ss io n a l 

d e le g a tio n  sen t fro m  M a so n  to R o y a lty . A s k  

R o ya lty  to g ive  to IR S .

19 - M ason  and G ag n o n  d is c u ss  s itu a tio n  by te lephone

w ith  John  K a tz , w ho  o ffe rs  the ass istance  o f  E r ic  

O stro vsky  in  h is  o ff ice .

21 - S p e c ia l Bo ard  m eeting . H o lm e s , M ason and S tastn y
in attendance to d iscu ss  tax  issue  w ith  the B o a rd . 
S ta s tn y  and M aso n  a d v is e  B o a rd  to w ith d ra w  

revenue ru lin g  request u n t il w e can  meet w ith  the 
IR S  and a d v ise  them  o f  the L e g is la t iv e  R e s o lv e . 

B oard  g ive s  them  au th o rity  to p u ll request i f  they 
deem  n e c e s sa ry .
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Ju n e  22 

Ju n e  27 

J u ly  18 

J u ly  19

J u ly  21 

J u ly  26

A u g u st 8

M ason  ta lk s  by te lephone to O s tro v s k y  reg a rd in g  
p o s s ib le  m e e t in g  w it h  I R S  to  in c lu d e  

rep resen tatives fro m  K a tz 's  o ff ice  and from  S te ve n s ’ 
o ff ic e  and reg ard ing  p o ss ib le  federa l le g is la t io n .

C h u ck  K o n ig sb e rg  from  Senato r S te ve n s ’ o ff ic e  c a lls  

to o ffe r  us h e lp  to m eet w ith  IR S  a tto rn eys and 

w ith  O f f ic e  o f  T a x  P o l ic y  in  the T r e a s u r y  

D e p a rtm e n t .

M aso n  re c e iv e s  le tte r  fro m  P ie rc e  a d v is in g  that 
K o n ig s b e rg  is  se ttin g  up a m e e tin g  w ith  the 
D epartm ent o f the T re a su ry  fo r the w eek  o f  A ug ust 

7 .

R o y a lty  sends co p y  o f L e g is la t iv e  R e s o lv e  #38 to 
IR S .  He te lls  them w e w i l l  be m eeting  w ith  the 
Departm ent o f the T re a su ry  in  A u g u st. H e  asks that 
i f  they d eterm ine  before then that we shou ld  have 

an adverse  ru lin g  to ad v ise  us so w e can p u ll the 

r e q u e s t .

M IC A  m eets w ith  R o lle r  to a d v ise  h im  o f our 

p ro g re s s .

K o n ig sb e rg  sen d s le tte r  to fo llo w in g  fo r  8 -8-89  
m eeting  w ith  D ep artm ent o f  the T re a s u ry : B ro c k ,
M aso n , P ie rc e , R o y a lty  and partner D ave  B ie re n so n  
from  E  &  W , and E r ic  O s tro v sk y  fro m  the A la sk a  

State O ff ice  in  W ash ington , D .C .

M e e t in g  w it h  D e p a r tm e n t  o f  T r e a s u r y  in  
W ash ing to n , D .C . A ttend ees: B ro c k , P ie rce , M ason ,

K o n ig sb e rg , R o y a lty , w ith  K a y  G o u w an s ra th e r than 
E r ic  O s tro v sk y  fro m  G o ve rn o r's  o f f ic e . T h is  group 

m eets at S e n a to r  S te v e n s ' o f f ic e  p r io r  to the 
m eeting  at the T re a s u ry  D e o artm en t, to be b rie fed  

on w hat k in d  o f  questions we m ight be asked .

T re a s u ry  m eetin g  ch a ire d  by D an a  T r ie r ,  D ep u ty  
A ss is ta n t fo r T a x  P o lic y , T re a su ry  D epartm ent. H is  

a ss is ta n ts  E v e ly n  B ro d y  and C a th ly n  F a r ro w  are 
a lso  p resen t and B i l l  C o p p e rsm ith , T o m  K e l le y 's  

su p erv iso r from  the IR S ,  is  a lso  there.
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A u g u st 9

A u g u st 17 

A u g u st 18

August 22

M r. T r ie r  seem s fa v o ra b ly  d isposed  tow ard  M IC A . 

T h e y  are fea rfu l i f  they a llo w e d  M IC A  to rem ain  tax  
exem p t that they  w i l l  c re a te  a " s lip p e ry  s lo p e "  

w h ich  w o u ld  a llo w  others to s tru c tu re  th e m se lves  
l ik e  us. W e  try  to c o n v in c e  them  that w e are 
un ique . W e  end w ith  the agreem ent that w e  w i l l  
su b m it su p p lem en ta l in fo rm a tio n  reg a rd in g  M IC A ’s 

h isto ry  and cu rren t business to the IR S .

T h e  sam e co re  g roup m eets  a g a in  in  S e n a to r  
S tevens' o f f ic e , th is  tim e w ith  O s tro v sk y  from  the 

G o v e rn o r 's  O f f ic e  ra th e r  than  G o u w a n s . O u r  
purpose is  to prepare fo r a m eeting w ith  the Senate 
F in a n c e  C o m m itte e  a id es to e v a lu a te  i f  se e k in g  

federa l le g is la t iv e  re lie f  is  an option .

W e meet w ith  R ic k  G ra fm e y e r , a m in o rity  a ide fo r 

F in a n c e , and a id e s ; S co tt M c C lo u d , a sp e c ia lis t  in  
insurance  tax issu e s , and M e l Th o m as a sp e c ia lis t in  
tax issues from  the Jo in t Com m ittee  on T a xa t io n .

W e are not encouraged  by them  to seek  fe d e ra l 
le g is la t io n  a fte r  w e  a d v is e  them  o f  our p lig h t . 

T h e re  is  a thought that a p ro v is io n  d ea lin g  w ith  
M IC A ’s tax exem ption  co u ld  be attached to a R u ra l 
H ealth  C are  b ill  and K o n ig sb e rg  sa id  he w i l l  ta lk  to 

Senato r S te ve n s about that p o s s ib ility .

P ie rc e  sen d s m em o to B o a rd  o f  G o v e rn o rs  

sum m ariz ing  m eetings in  W ash in g to n , D .C .

A  S u p p lem en ta l S u b m iss io n  to the IR S  is  sent to 
P h il R o y a lty .

A  th an k-yo u  le tte r  is  sen t to D an a  T r ie r  fro m  

K o n ig sb e rg .

S en ato r S te ve n s  sends a th ank-yo u  le tte r to T r ie r  
w ith  M IC A 's  Sup p lem enta l S u b m iss io n  attached and 
a co p y  o f a le tte r from  R o y a lty  e xp la in in g  w h y  the 
M ary lan d  S a v in g  Share  In s . C o rp . v . U .S .  case is  

d iffe ren t fro m  M IC A .
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August 28 -

Septem ber 15

Sep tem b er 20

Sep tem b er 21

Septem ber 26

K o n ig sb e rg  is  in  A n ch o ra g e  and G ag n o n , M a so n , 

K a th y  C rab tree  and P ie rc e  m eet w ith  h im . W e 
d is c u ss  u n lik e ly  p o s s ib ility  that w e  w o u ld  w in  a 
co u rt case against the IR S .  K o n ig sb e rg  says he w i l l  
w o rk  on fe d e ra l le g is la t io n  but fe e ls  that o u r 

chances this yea r are e x tre m e ly  s l im . C o n sen su s is 

that i f  lit ig a tio n  is  n e ce ssa ry , it  w o u ld  be better to 

obtain  adverse  ru lin g  than to w ith d ra w  the request.

- M a so n  in  a tten d an ce  at E x e c u t iv e  C o m m itte e  
m e e tin g . E x e c u t iv e  C o m m itte e  w o rr ie d  ab o u t 

m ounting tax assessm ent. T h e y  vote to get revenue 
ru lin g  w hether favo rab le  o r not.

Th e re  is  d iscussion  of lit ig a tin g  in U .S .  D is t r ic t  C o u rt 

(m u st pay tax f irs t ) or in  U .S .  T a x  C ourt (m u st w a it 

fo r IR S  to assess d e fic ie n c y ) .

- K o n ig sb e rg  in fo rm s  M a so n  that he is e x p lo r in g  
p o s s ib ility  o f federa l le g is la t io n  and is  d ra ft in g  a 

p ro p o sa l. H e  a lso  rep o rts  that he has spo ken  by 

telephone to D ana  T r ie r . T r ie r  says that the IR S  is 
co n s id e rin g  entering  in to  a c lo s in g  ag reem ent w ith  

M IC A ,  w h ich  is  b a s ic a lly  a se ttlem en t ag reem ent 
that can e lim in a te  past and fu ture  tax l ia b i l it y  fo r  a 

sp e c if ie d  num b er o f y e a rs  (a u th o rize d  by  In te rn a l 

Revenue Code 7121 ).

- M aso n  has c o n fe re n c e  c a l l  w ith  R o y a lt y ,  T o m  

M e y e re r  ( E  &  W ) and K o n ig s b e rg  to d is c u s s  

ra m ifica t io n s  o f c lo s in g  agreem ent.

- K o n ig sb e rg  asks P ie rce  fo r  in fo rm a tio n  so he can 

d ra ft federa l le g is la t io n . P ie rce  fa x e s  h im : - date 
G o v e rn o r  s ig n e d  b i l l ,  5 - 2 8 ,7 6 ; date  le g is la t io n  
e f f e c t i v e ,  5 - 2 9 ,7 6 ,  a lth o u g h  c o u ld n 't  w r it e  
in su ra n ce  u n t il 6 -2 8 -7 6 .

C o p y  o f o r ig in a l statute  and cu rre n t statu te  sent 
w ith  m ajo r d iffe ren ce  between o ld  and new  being :
a) Exclusive and mandatory dropped
b) Occurrence changed to claims-made
c) Joint Underwriting Authority (JU A ) concept dropped.
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O cto b er 6 - K o n ig sb e rg  fa x e s  M aso n  f ir s t  d ra f t  o f  p roposed
fe d e ra l le g is la t io n , and M a so n  and  G a g n o n  fa x  
K o n ig sb e rg  re v is io n s  a fte r d iscu ss in g  w ith  R o y a lty .

C o n fe re n c e  c a l l :  M a s o n , C ra b t re e , K o n ig s b e rg ,

R o y a lt y , M e y e re r , C o p p e rsm ith , J im  M a l lo y ,  and 
Pe te  S c o t t , A c t in g  C h ie f  C o u n s e l o f  the I R S .  

D iscu sse d  p o ss ib le  c lo s in g  ag reem ent and agreed to 

m eeting in  W ash ing to n  on O ctober 16.

O cto b er 10 - M ason sends n o tice  o f m eeting  w ith  D ep artm ent o f
T re a s u ry  and IR S  on 1 0 -1 6 -8 9 . W e  h ave  been 

a d v ise d  by K o n ig s b e rg  that I R S  m a y  w a n t to 
propose a c lo s in g  ag reem ent. W e  are  in fo rm e d  that 

th is is  to be treated as v e ry  c o n fid e n t ia l.

M ason sends P ie rc e  a d ra ft  w ith  a re v ie w  by she 

and G agnon o f potential fed e ra l le g is la t io n  proposed 

by K o n ig sb e rg .

O cto b er 16 - M eeting  w ith  IR S  and D e p a rtm e n t o f  T re a s u ry  in

W a sh in g to n , D .C .  C o re  group o f  M a so n , P ie rc e , 

K o n ig sb e rg , R o y a lty  and T o m  M e y e re r  o f E  &  Y  

(n e w  p la y e r ) and E r ic  O s t ro v s k y  fro m  G o v e rn o r 's  

O ff ic e  m eet in  S e n a to r S te v e n s ' o f f ic e  to d iscu ss  
c lo s in g  ag reem ent co n ce p t. P ie rc e  in fo rm s  group 

that M IC A 's  E x e c u t iv e  C o m m itte e  has been p o lled  
and are v e ry  in terested  in  th is  co n cep t.

M eeting  at the IR S  ch a ire d  by P e te  S c o tt , A c t in g  

C h ie f  C o u n se l o f the I R S ,  J im  M a llo y ,  A s s is ta n t  
C o u n se l fo r  F in a n c ia l In s t itu t io n s  (S e c t io n  115 co 's 

under h is ju r is d ic t io n )  and B i l l  C o p p ersm ith  a ll from  

IR S .  D ana T r ie r  and E v e ly n  B ro d y  are  there again 
rep resen tin g  O f f ic e  o f T a x  P o l ic y  in  the T re a s u ry  

D e p a rtm e n t .

S co tt sa y s  w e  have  v e ry  sy m p a th e tic  case . T h e y  

b e l ie v e  a c lo s in g  a g re e m e n t  w o u ld  be in  
everyb o d y 's  best in te rest. W e  d iscu ss  w h at to do to 
rem a in  tax  e xem p t and M IC A 's  u n iq u e  s tru c tu re  
again . T h e y  a sk  M IC A  to subm it c lo s in g  agreem ent. 

S c o tt  su g g e sts  the fo l lo w in g  p a ra m e te rs  fo r  an 
ag re e m e n t: past tax  l ia b i l i t y  e lim in a te d ; M IC A

agrees to try  to ch an g e  s tru c tu re  w ith in  sp e c if ie d

13



October

O cto b er

O cto b er

O cto b er

O cto b er

p e rio d ; M IC A  becom es taxab le  at end o f specified  

period  i f  no change in  s tru c tu re ; M IC A  m ust take 
in te r im  steps tow ard  p hasin g  out o r b ifu rca tin g ; i f  
M IC A  becom es part o f s ta te , p ro b lem  d isap p ears . 
In  response to a d irec t question , Sco tt says that, i f  a 

ru lin g  is  issu ed , it  w i l l  be ad verse .

23-24  - M aso n  sends d ra ft c lo s in g  ag reem ent and co p y  o f
fe d e ra l reg u la tio n s  co v e rin g  c lo s in g  agreem ents to
P ie rc e . C lo s in g  agreem ent proposes e lim in a tio n  o f

a n y  p a st ta x  l ia b i l i t y  and fu tu re  ta x  l ia b i l i t y  
th ro u g h  1 9 9 4  w ith  p a r t ia l  o r f u l l  t a x a b i l i t y  

beg inn ing  in  1995 , un less M IC A  has been made an 
in te g ra l p a rt o f the state.

24  - P ie rc e  sends m em o to B o ard  o f  G o ve rn o rs  ou tlin ing

c lo s in g  ag reem ent co n ce p t and the advantages to

M IC A .  T w o  m a jo r advantages are r e l ie f  from  past 
ta x  l ia b i l i t y  and being  tax-e xe m p t fo r som e future  

p e r io d .

25 - B r o c k  and P ie rc e  m eet w ith  J im  Jo rd a n , A c t in g
D ire c to r  o f  D iv is io n  o f  In su ran ce  and d iscuss deta ils 

o f  c lo s in g  ag reem ent. Jo rd an  to d iscu ss  w ith  h is 
boss M e r c u r l ie f f  w h o  w i l l  d is c u ss  w ith  G o ve rn o r's  
o f f ic e . Jo rd an  app ro ves co n cep t and d ra ft c lo s in g  

a g re e m e n t , d o e sn 't  a n t ic ip a te  p ro b le m s  fro m  

anyon e  e lse  in A d m in is tra t io n .

26 - E x e c u t iv e  C o m m ittee  and F in a n c e  C om m ittee  have

jo in t  m e e tin g . M aso n  and H o lm e s  in  attendance . 

M aso n  e x p la in s  th is  is  a b in d in g  agreem ent and 
o ther d e ta ils  o f c lo s in g  agreem ent.

27 - Q u a rte r ly  B o a rd  m eeting  w ith  G ag n o n , M ason and

O rie n  in  attendance .

T h e  B o a rd  d is c u s se s  the c lo s in g  agreem ent and 

au th o rize s  the d ra ft . G ag no n  and M ason fee l that 

s ta te  sh o u ld  a lso  ap p ro ve  based  on the state 's 
in vo lv e m e n t in M IC A  by statute .

T h e  B o a rd  g ives the E x e c u t iv e  Com m ittee  the pow er 

to f in a liz e  th is agreem ent w ith  B ro c k .

14



October 30 -

Novemoer 2

N o vem b er 10 

N o vem b er 30

N o v e m b e r 30 

thru 
F e b ru a ry  5 -

Ja n u a ry  2 -

i

February 5 -

Gagnon and M ason m eet w ith  Jo rdan . H e agrees to 

be a s ig no r on c lo s in g  agreem ent w ith  B ro c k .

C lo s in g  A g re e m e n t h an d -d e live re d  to Pete S co tt by 
R o y a lt y .

M ason  sends le tte r to P ie rc e  w ith  a co p y  o f  co v e r 

le tte r  to c lo s in g  ag re e m e n t that R o y a lty  g ave  to 
S co tt . Sh e  a lso  states she had a d iscu ss io n  w ith  

K o n ig sb e rg  and in fo rm s  P ie rc e  that the P re s id e n t 
has n o m in a te d  a n e w  C h ie f  C o u n se l to re p la c e  
A c t in g  Pete  S c o tt . T h e  Sen ate  m ay c o n firm  that 
re p la c e m e n t b e fo re  T h a n k s g iv in g . P ie rc e  v e ry  

co n ce rn e d  b e ca u se  n e w  C h ie f  C o u n se l m a y  not 

agree to c lo s in g  ag reem ent betw een IR S  and M IC A  

and we w o u ld  have to start the process aga in .

L e tte r  fro m  S en a to r S te ve n s to Pete S co tt, attach ing  
c lo s in g  ag reem ent and req uesting  h is  a tten tio n .

- P ie rc e  c a l ls  R o y a lt y  re q u e stin g  h is  a ss is tan ce  w ith  

IR S  in  ap p ro v in g  c lo s in g  agreem ent.

- E x e c u t iv e  C o m m itte e  m e e tin g  in  w h ic h  P ie rc e  

in fo rm s them  that w e  have  no w ord  on agreem ent.

1 9 9 0

V a r io u s  p h o n e  c a l l s  am o n g  P ie r c e ,  R o y a l t y ,  
K o n ig sb e rg  and  M a so n  req u e stin g  in fo rm a tio n  on 

status o f c lo s in g  ag reem ent.

P ie rc e  m eets w ith  Jo rd a n  and d is c u sse s  c lo s in g  

ag reem ent and  M IC A 's  f in a n c ia l s ta b ility . Jo rdan  

says  state sh o u ld  co n ce rn  i t s e lf  w ith  M IC A  stay ing  
strong  f in a n c ia l ly  b e cau se  he fe e ls  a re s tru c tu rin g  
and ind ep end ence  are  im m in e n t. Jo rd an  sa y s  w i l l  

s ta y  as A c t in g  D ire c to r  u n t il n ew  A d m in is tra t io n  

(end o f y e a r ) .

L e t te r  to S c o t t  fro m  R o y a lt y  re fe re n c in g  S co tt's  
re ce n t c o n v e rsa t io n  w ith  M e y e re r  and req u e stin g  
reso lu tio n  o f  c lo s in g  ag reem ent.
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February 16

F e b ru a ry  20

F e b ru a ry  23

F e b ru a ry  28

M a rch  2

L e tte r  to K o n ig sb e rg  fro m  P ie rc e  e xp la in in g  c ru c ia l 
d ead lin e s  w ith  C o n v e n tio n  S ta tem en t, N A IC ,  A .M . 

B e s t , e tc . th a t are  a d v e rs e ly  a f fe c t in g  M IC A 's  
f in a n c ia l  re p u ta tio n  and s ta b i l i t y  b ecau se  o f  the 

un reso lved  tax  issu e .

R o y a lty  c a lls  P ie rc e  and M aso n  to in fo rm  them  that 

S c o tt  has m et w ith  R o y a lt y  and M e y e re r  and 
proposed a new  agreem ent. H e w ants to o n ly  a llow  
tax exem ption  through 1990 fo r M IC A  to w o rk  w ith 

le g is la tu re  to re s tru c tu re . M IC A  can  o n ly  rem ain  

tax-exem p t i f  becom es p a rt o f state and he wants 

im m ed iate  b ifu rc a tio n  o f b u s in e ss .

L e t te r  fro m  M a so n  to R o y a lt y  w ith  n ew  d ra ft 
c lo s in g  a g re e m e n t, p ro p o s in g  e lim in a t io n  o f  tax 

l ia b i l it y  fo r  p ast yea rs  and through 1992 , w ith  fu ll 
tax  l i a b i l i t y  b e g in n in g  in  1993 u n le s s  M IC A  

becom es in te g ra l part o f the state.

L e t t e r  f ro m  P ie r c e  to S c o t t  s u m m a r iz in g  our 
u n d e r s ta n d in g  o f  h is  v e r b a l  c o n c e r n s  and 

e x p la in in g  th in g s w e  ca n 't  c o n tro l, i .e . ,  leng th  o f 

t im e  n e c e s s a ry  to o b ta in  le g is la t iv e  a c t io n  and 

upcom ing  ch an g e  o f  a d m in is tra t io n .

B r o c k ,  and  P ie r c e  and  H o lm e s  p a r t ic ip a t in g  

te le p h o n ica lly , m eet w ith  new  D ire c to r , D a ve  W alsh  

to e x p la in  ta x  is su e . W a ls h  ag rees to s ig n  i f  
agreem ent re m a in s  the sam e in  concep t.

- L e tte r  to S co tt from  B ro c k  (w ith  the leg a l ad v ice  o f 

M a so n ) e x p la in in g  s e r io u s  p ra c t ic a l p ro b le m s in  

c a rry in g  out b ifu rc a t io n .

R o y a l t y  and  M e y e re r  m e e t w ith  S c o t t  and 

C o p p ersm ith  reg ard ing  changes IR S  w ants in  c losing  
ag reem ent: e xe m p t through 19 91 , p a r t ia lly  taxab le
(b ifu rc a t io n ) in  19 9 2 , f u l ly  ta xab le  b eg inn ing  1993 
un less becom e "in teg ra l part o f  state ."



March 5

M arch  6

M arch  7

M arch  8

M arch  9

C o n fe re n ce  c a ll  w ith  B ro c k , F ra z ie r , K e l le r ,  S m ith  

(E x e c u t iv e  Com m ittee) and M ason to d iscu ss rev ised  
c lo s in g  ag reem ent in c o rp o ra t in g  S co tt 's  ch a n g e s . 
R e v ise d  c lo s in g  agreem ent approved .

F in a l  d raft o f c lo s in g  agreem ent a fte r ag ree ing  to 

t im e  d ead lines fo r in te r im  actio n s to be taken  by 

M IC A .

A fte r  re th in k in g  c lo s in g  agreem ent D ire c to r  W a lsh  

fee ls  he should  not s ign  due to potentia l l ia b i l it y  to 

the state and other agencies s im ila r  to M IC A .

A t  W a ls h 's  req u e st, A s s is ta n t  A tto rn e y  G e n e ra l 
A le x i s  G a b a y  te lep ho nes M a so n . M aso n  fa x e s  
background in fo rm ation  to G a b a y . M ason d iscu sses 
s itu a tio n  w ith  G abay and (n o w ) A ss is ta n t A tto rn e y  

G e n e ra l Je ffre y  Bush  by te lephone.

L e t te r  fro m  M ason to A le x i s  G a b a y , A s s is ta n t  
A tto rn e y  G e n e ra l, e n c lo s in g  proposed  le tte r  fro m  

the D ire c to r  to B ro c k  c o n c u rr in g  w ith  M IC A 's  

d ec is io n  to enter into a c lo s in g  agreem ent.

M e y e re r and R o ya lty  contact the IR S  and D ire c to r 
W a lsh  is  rem oved as s ig no r on c lo s in g  agreem ent.

D ire c to r confers w ith  R on  C la rk e  in  G overno r's o ffice  
about M IC A 's  c lo s in g  agreem ent and h is d isco m fo rt 

w ith  the agreem ent.

H o lm e s sends letter to W a lsh  e xp la in in g  h is to ry  o f 
the tax issu e  and the in v o lve m e n t o f the state in 

n eg o tia tio n s . H o lm es in fo rm s  W a lsh  that he has 
ad vised  the Board  to sign  the c lo s in g  agreem ent.

C lo s in g  agreem ent is to a r r iv e  today from  the IR S  

fo r B ro ck 's  signature .

W a lsh  con fe rs w ith  R o n  C la rk e  and C la rk e  is  o f the 
op in ion  M IC A  shouldn ’ t sign  the agreem ent.

M aso n  and H o lm es h ave  te lephone m eeting  w ith  
C la r k e .  C la rk e  then d is c u s s e s  s itu a t io n  w ith  

A tto rn ey  G e n e ra l, Doug B a i ly .  C la rk e  agrees M IC A
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M a rch  12

M a rch  15 

M a rch  19

can sign  but state w il l  rem ain  n eu tra l. He requests 

that M IC A  rep o rt to D ire c to r  W a lsh  once  the 
agreem ent is  s igned .

M ason fa xe s  to P ie rc e  a su m m ary  o f co n ve rsa tio n  

w ith  C la rk e .

D ire c to r W a lsh  sends le tte r to B ro c k , w ho  faxes to 
P ie rc e , M aso n  and H o lm e s , s ta t in g  state  cannot 

concu r w ith  M IC A 's  s ig n ing  the agreem ent.

P ie rce  sends letter to W a lsh  (v ia  fa x )  stating it  was 
her understand ing  state tak in g  n eu tra l p o sitio n  and 
a t ta c h in g  M a s o n 's  s u m m a ry  le t t e r  re g a rd in g  

co n versa tion  w ith  C la rk e .

W a lsh  ca lls  P ie rce  regard ing  her le tte r. T h e y  agree 
on th e ir understand ing  o f state 's p o sitio n  w h ich  is 

that the state is not taking a position .

P ie rce  sends m em o to B ro c k  w ith  co p y  to H o lm es 

and M ason  su m m ariz in g  above  co n ve rsa tio n .

B ro ck  signs C lo s in g  A greem ent and returns to IR S .

Scott signs C lo s in g  A greem ent.

F in a l C lo s in g  A g reem ent re c e iv e d  by M IC A  signed 
by Scott and B ro ck .
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'|\/f”T \  Medical Indemnity
1V 1  1  v  Corporation of .Vlaska

M edical Indem nity Corporation o f A la sk a  
F a c t  Sheet

M ission Statem ent: To provide responsive, innovative, professional liability protection  
to Alaskan medical providers that is equitable in application, competitive in price and sound 
in financial policy now and in the future.

* In the mid-1970s, medical malpractice insurance became increasingly unavailable. A ll major 
providers of medical malpractice insurance withdrew from the Alaska market. Municipally owned and 
private health care providers were unable to obtain insurance.

* As a result of this crisis, it was anticipated that physicians would leave the state in large numbers 
and would not be replaced. The shortage of physicians was expected to result in soaring health care costs in 
both the public and private sectors.

* On July 30, 1975, Governor Jay Hammond appointed a Medical Malpractice Insurance 
Commission to study the problem. Among the recommendations made was establishment of a Health Care 
Providers Indemnitv Corporation. In response, the Legislature created M ICA, which began operation June 
28. 1976.

* MICA was established under statute (AS 21.88) as a public corporation independent of and separate 
from the state. Revenue earned by the corporation is devoted exclusively to the necessary expenses of 
performing MICA’s statutory functions and to making required loan payments to the state.

* Ten of the 17 hospitals in Alaska arc in communities with no road access and with populations of 
3.000 people or less. Thirteen of these 17 hospitals are community owned.

* Today, M ICA insures approximately 50 percent of the state’s 614 private-practice physicians in 
addition to these facilities:

Valley Hospital (Palmer) South Peninsula Hospital (Homer)
Seward General Hospital Valdez Community Hospital
Wrangell General Hospital Bartlett Memorial Hospital (Juneau)
Sitka Community Hospital St. Ann's Nursing Home (Juneau)

* M ICA also insures 15 related health care facilities, many of which are rural. These include clinics, 
intermediate-care facilities and home health sen/ices.

* Except for hospitals affiliated with out-of-state chains, no Alaska hospitals have been able to obtain 
primary medical malpractice insurance coverage from sources other than M ICA. Hospitals affiliated with 
out-of-state chains or the federal government which arc not insured by MICA are:

Providence Hospital Anchorage Sisters of Providence
Humana Hospital Anchorage Humana
Charter North Hospital Anchorage Charter Hospitals
North Star Hospital Anchorage Samissa Health Care Corp.
Fairbanks Memorial Hospital Fa irbanks Lutheran Hosp. & Homes Society
Ketchikan General Hospital Ketchikan Sisters of Saint Joseph
Norton Sound Hospital Nome Federal government



Medical Indemnity C orporation o f Alaska

Bristol Bay Hospital Dillingham Federal government
Maniilaq Hospital Kotzebue Federal government

* Cordova Community Hospital and Petersburg General Hospital are uninsured. Central Peninsula 
Hospital (Soldoma) and Kodiak Island Hospital are self-insured.

* Without coverage provided by M ICA, hospitals insured by MICA would be ineligible to obtain 
excess insurance coverage they now enjoy.

* In 1990, M ICA reduced its rates by about 8 percent for physicians and 5 percent for hospitals. 
Qaim frequency and severity continued to decline in 1989. The number of claims and suits filed - 24 - was 
the smallest since 1982.

T H E  F E D E R A L  T A X  IS S U E

* In 1977, MICA obtained a ruling from the Alaska Department of Revenue that M ICA was exempt 
from both state income tax and state business license tax. M ICA also obtained a written opinion from its 
independent auditors that, as an instrumentality of the state, MICA was exempt from federal income taxes.

* In 1986, Congress passed the Tax Reform Act. As a result of those changes and discovery of 
rulings issued by the IRS with respect to other similar, but not identical, state-established insurance 
coiporations, MICA, through its auditors in 1988, requested a ruling from the IRS as to its tax status.

* Late last year M ICA learned that the IRS, in its opinion, had concluded that MICA's income does 
not accrue to the state but rather to the corporation and that therefore MICA has been a taxable entity since 
passage of the 1986 Tax Reform Act. MICA's accountants calculated that MICA's potential tax liability for 
1987, 1988, and 1989 would be about S3.6 million.

* Payment of these taxes would have reduced M ICA's financial strength by reducing the 
corporation's surplus. Rate increases of 10 to 12 percent would have been required this year to accrue 
funds necessary to pay 1990 taxes.

* In 1989, the Alaska Legislature passed Legislative Resolve 38 declaring that M ICA was not
intended to operate as a taxable entity. However, while that may have been legislative intent, the only 
alternative to paying taxes was litigation, requiring payment of taxes up front and filing a lawsuit to seek a 
refund. Taxes would also have to be paid during the interim.

* With the assistance of Senator Stevens’ office and Governor Cowper's office in Washington,
D.C., a settlement agreement was reached with the IRS on March 15,1990.

* Under this agreement:

* No taxes will be assessed for 1987,1988 or 1989, and
* There will be no tax liability for 1990 and 1991,

If  these conditions are met:

* Prior to the end of 1990 legislative session, MICA must provide a 
written report to the Legislature, summarizing the agreement with the IRS 
and notifying lawmakers of the need for legislative action in 1991 to 
change MICA's structure.

* Following the 1990 elections, M ICA must provide a similar 
written report to the newly elected governor and legislators.
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* Prior to and during the 1991 legislative session, M ICA must 
develop a legislative proposal and actively participate in hearings and 
meetings to encourage passage of the proposal.

* Written notice must be sent prior to May 1, 1990, and annually 
through 1992, to all insurance companies offering medical malpractice 
insurance coverage in the state and at least five other companies that write 
medical malpractice insurance. This notice must inform these companies 
of the existence of statutes allowing for the purchase of MICA's business.
M ICA is to make a good-faith effort to negotiate an agreement upon receipt 
of a good-faith offer.

* Beginning in 1992, unless MICA is reorganized to become an "integral part of the state," its income 
will be partially taxable, and it will be fully taxable in 1993.

M IC A 'S  C U R R E N T  A C T IO N

MICA signed the agreement with the IRS and intends to fully comply with its requirements. In so doing, 
several benefits were realized:

* The $3.6 million in potential tax liability for 1987,1988 and 1989 was eliminated: 
thus maintaining MICA's financial strength and excellent insurance ratings and the ability 
of insureds to attract excess coverage if desired.

* M ICA will remain tax exempt for at least 1990 and 1991 thus eliminating rate 
increases which would have approached 10 to 12 percent.

* M ICA avoided costly litigation efforts that would have been time consuming and 
that would have imposed additional costs to policyholders.

* Time is allowed for considered action by the Legislature before M ICA is subject to 
federal taxation.

Also, the following has been accomplished:

* Written reports detailing the agreement with the IRS were delivered to all 
legislators and Governor Cowper.

* The companies that write medical malpractice insurance have been informed in 
writing of the statutory requirements that must be met to purchase MICA's business.

* M ICA's Board of Governors met on April 27th to review options for MICA's 
future and resolved to request the legislature to restructure M ICA as an independent 
Alaskan insurance company with a charter consistent with its mission statement.

* M ICA will continue to meet with legislative and administrative officials to draft 
legislation to be submitted to the 1991 Legislature in January.
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D e a r  Mr. B r o c k :

M I C AThe D e p u t y  C h i e f  C o u n s e l  o f  t h e  I n t e r n a l  Revenue S e r v i c e  
a p p r o v e d  y o u r  c l o s i n g  a g r e e m e n t  on  M arch  15,  1990 .

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

T hank  you  f o r  y o u r  c o o p e r a t i o n .

S i n c e r e l y  y o u r s ,
A s s i s t a n t  C h i e f  C o u n s e l
F i n a n c i a l  I n s t i t u t i o n s  and P r o d u c t s

By:

C h i e f ,  B ra n c h  2
W i l l i a m  E. C o p p e r sm i th

E n c l o s u r e :
D u p l i c a t e  o f  c l o s i n g  a g r e e m e n t



DUPLICATE 
T a x p a y e r ' s  Copy

D e p a r t m e n t  o f  t h e  T r e a s u r y  -  I n t e r n a l  R e v e n u e  S e r v i c e

CLOSING AGREEMENT ON FINAL DETERMINATION 

COVERING SPECIFIC MATTERS

U n d er  s e c t i o n  7 1 2 1  o f  t h e  I n t e r n a l  Revenue C o d e ,  t h e  
M e d i c a l  I n d e m n i t y  C o r p o r a t i o n  o f  A l a s k a  (MICA), 4 0 0 0  O ld  Seward  
H ighw ay ,  A n c h o r a g e ,  A l a s k a  9 9 5 0 3 ,  E m p lo y e r  I d e n t i f i c a t i o n  
Number:  9 2 -60 1 7 5 9 4  a n d  t h e  C o m m i s s i o n e r  o f  I n t e r n a l  Revenue
make t h e  f o l l o w i n g  c l o s i n g  a g r e e m e n t :

WHEREAS,

( 1 )  An i s s u e  h a s  a r i s e n  w h e t h e r  MICA's  incom e i s  n o t  
i n c l u d e d  i n  g r o s s  in c o m e  u n d e r  s e c t i o n  115 o f  t h e  I n t e r n a l  
R evenu e  Code;  and

( 2 )  MICA an d  t h e  C o m m i s s i o n e r  o f  I n t e r n a l  R e v e n u e  ( IR S)  
d e s i r e  t o  s e t t l e  t h i s  i s s u e  w i t h  r e s p e c t  t o  a l l  p a s t  and  
p r e s e n t  t a x  y e a r s  a n d  w i t h  r e s p e c t  t o  f u t u r e  t a x  y e a r s  t h r o u g h  
and  i n c l u d i n g  t a x  y e a r  e n d i n g  D ecem ber  3 1 ,  1992; a n d

( 3 )  MICA an d  t h e  IRS d e s i r e  t o  i d e n t i f y  s p e c i f i c  a c t i o n s  
t h a t  MICA w i l l  u n d e r t a k e  b e t w e e n  t h e  d a t e  o f  e x e c u t i o n  o f  t h i s  
C l o s i n g  A greem ent  a n d  D ecem ber  3 1 ,  1 9 9 2 ;

IT IS  DETERMINED AND AGREED f o r  F e d e r a l  income t a x  p u r p o s e s  
t h a t :

( 1 )  W ith  r e s p e c t  t o  a l l  p a s t  a n d  p r e s e n t  t a x  y e a r s  and 
w i t h  r e s p e c t  t o  f u t u r e  t a x  y e a r s  t h r o u g h  and  i n c l u d i n g  t a x  y e a r  
e n d i n g  December 3 1 ,  1991 ,  MICA's  in c o m e  s h a l l  n o t  b e  i n c l u d e d  
i n  g r o s s  income u n d e r  s e c t i o n  115 o f  t h e  I n t e r n a l  R e v en u e  Code.

( 2 )  W ith  r e s p e c t  t o  t h e  t a x  y e a r  e n d i n g  D ecem ber  31 ,
1 9 9 2 ,  MICA's incom e s h a l l  n o t  b e  i n c l u d e d  i n  g r o s s  Incom e u n d e r  
s e c t i o n  115 o f  t h e  Code o n l y  t o  t h e  e x t e n t  t h a t  MICA e s t a b l i ­
s h e s  t h a t  s u c h  in c o m e  i s  a t t r i b u t a b l e  t o  p h y s i c i a n s  o r  o t h e r  
h e a l t h  c a r e  p r o v i d e r s  who, d e s p i t e  a r e a s o n a b l e  e f f o r t ,  c o u l d  
n o t  o b t a i n  m e d i c a l  m a l p r a c t i c e  c o v e r a g e  f rom  a n o t h e r  i n s u r a n c e  
com pany .
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( 3 )  D u r i n g  t h e  p e r i o d  f rom  t h e  d a t e  o f  e x e c u t i o n  o f  t h i s  
C l o s i n g  A g re e m e n t  u n t i l  D ecem ber  31 ,  1992,  MICA a g r e e s  a s  
f o l l o w s :

( a )  b e f o r e  May 1,  1990 ,  a n d  a n n u a l l y  t h e r e a f t e r  
u n t i l  D ecem ber  3 1 ,  1 9 9 2 ,  MICA w i l l  s e n d  w r i t t e n  n o t i c e  t o  
a l l  i n s u r a n c e  c o m p a n i e s  t h a t  now o f f e r  m e d i c a l  m a l p r a c t i c e  
c o v e r a g e  i n  t h e  S t a t e  o f  A l a s k a  and a l s o  t o  a t  l e a s t  f i v e  
o t h e r  c o m p a n i e s  t h a t  w r i t e  m e d i c a l  m a l p r a c t i c e  c o v e r a g e  
i n f o r m i n g  th em  o f  t h e  e x i s t e n c e  o f  t h e  s t a t u t o r y  m echan ism  
f o r  t h e  p u r c h a s e  o f  MICA's  b u s i n e s s  u n d e r  A l a s k a  S t a t u t e  
2 1 . 8 8 . 0 9 5  ( " T r a n s f e r  o f  C o r p o r a t e  A s s e t s  a n d  
L i a b i l i t i e s " ) ;  an d

( b )  upon  r e c e i p t  o f  an y  good  f a i t h  o f f e r  o r  e x p r e s ­
s i o n  o f  i n t e r e s t ,  MICA w i l l  make a good  f a i t h  e f f o r t  t o  
n e g o t i a t e  an  a g r e e m e n t  f o r  t h e  t r a n s f e r  o f  c o r p o r a t e  
a s s e t s  an d  l i a b i l i t i e s  on  t h e  t e r m s  a u t h o r i z e d  by  s a i d  
s t a t u t e  an d  t o  o b t a i n  t h e  a p p r o v a l  o f  t h e  D i r e c t o r  o f  t h e  
A l a s k a  D i v i s i o n  o f  I n s u r a n c e  f o r  s u c h  t r a n s f e r ;  a n d

( c )  b e f o r e  t h e  e n d  o f  t h e  c u r r e n t  l e g i s l a t i v e  s e s ­
s i o n ,  w h ic h  i s  r e q u i r e d  by  law t o  end  b y  May 10 ,  199 0 ,
MICA w i l l  t r a n s m i t  t o  t h e  A l a s k a  L e g i s l a t u r e  a  w r i t t e n  
r e p o r t  t h a t  ( 1 )  s u m m a r i z e s  t h e  p r o v i s i o n s  o f  t h i s  C l o s i n g  
A g re e m e n t ,  ( 2 )  d e s c r i b e s  t h e  p r i n c i p a l  s t a t u t o r y  c h a n g e s  
t h a t  may b e  n e c e s s a r y  w i t h  r e s p e c t  t o  M IC A 's  s t r u c t u r e  and  
t a x  s t a t u s ,  and  ( 3 )  a l e r t s  t h e  l e g i s l a t u r e  t o  t h e  n e e d  t o  
t a k e  l e g i s l a t i v e  a c t i o n  w i t h  r e s p e c t  t o  MICA d u r i n g  t h e  
n e x t  ' . .^o -year  l e g i s l a t i v e  t e r m ,  w h ich  w i l l  b e g i n  i n  
J a n u a r y  1991 ,  i f  t h e  L e g i s l a t u r e  w i s h e s  t o  p r e s e r v e  MICA's 
t a x - e x e m p t  s t a t u s ;  an d

( d )  a f t e r  t h e  s t a t e w i d e  e l e c t i o n s  i n  t h e  f a l l  o f  
1 99 0 ,  MICA w i l l  t r a n s m i t  t o  t h e  n e w l y - e l e c t e d  G o v e r n o r  an d  
t o  a l l  members  o f  t h e  A l a s k a  L e g i s l a t u r e  f o r  t h e  1 9 9 1 -1 9 9 2  
t e r m  a w r i t t e n  r e p o r t  t h a t  ( 1 ) s u m m a r i z e s  t h e  p r o v i s i o n s  
o f  t h i s  C l o s i n g  A g r e e m e n t ,  ( 2 )  d e s c r i b e s  t h e  p r i n c i p a l  
s t a t u t o r y  c h a n g e s  t h a t  may be  n e c e s s a r y  w i t h  r e s p e c t  t o  
MICA's  s t r u c t u r e  a n d  t a x  s t a t u s ,  and ( 3 )  a l e r t s  t h e  
l e g i s l a t u r e  t o  t h e  n e e d  t o  t a k e  l e g i s l a t i v e  a c t i o n  w i t h  
r e s p e c t  t o  MICA d u r i n g  t h e  19 9 1 -1 9 92  t e r m  o f  t h e  
L e g i s l a t u r e ,  i f  t h e  L e g i s l a t u r e  w i s h e s  t o  p r e s e r v e  MICA's 
t a x - e x e m p t  s t a t u s ;  an d
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( e )  b e f o r e  t h e  b e g i n n i n g  o f  t h e  n e x t  l e g i s l a t i v e  
s e s s i o n ,  w h ic h  w i l l  b e g i n  i n  J a n u a r y  199 1 ,  MICA w i l l  
c o n s u l t  w i t h  t h e  n e w l y - e l e c t e d  G o v e r n o r  an d  w i l l  c o n t a c t  
k e y  i n d i v i d u a l  l e g i s l a t o r s  f o r  t h e  1 9 9 1 -1 9 9 2  l e g i s l a t i v e  
t e r m ,  f o r  t h e  p u r p o s e  o f  d e v e l o p i n g  a l e g i s l a t i v e  p r o p o s a l  
r e g a r d i n g  MICA's f u t u r e  s t r u c t u r e  a n d  t a x  s t a t u s ;  and

( f )  d u r i n g  t h e  1 9 9 1 -1 9 9 2  t e r m  o f  t h e  A l a s k a  
L e g i s l a t u r e ,  MICA w i l l  i n i t i a t e  a n d  m a i n t a i n  r e g u l a r  a n d  
o n g o i n g  c o n t a c t s  w i t h  t h e  G o v e r n o r ' s  o f f i c e ,  w i t h  t h o  
D i r e c t o r  o f  t h e  D i v i s i o n  o f  I n s u r a n c e ,  an d  w i t h  k e y  
i n d i v i d u a l  l e g i s l a t o r s  f o r  t h e  p u r p o s e  o f  i n f o r m i n g  them  
o f  t h e  n e e d  f o r  l e g i s l a t i v e  a c t i o n  w i t h  r e s p e c t  t o  MICA; 
and

( g )  t h r o u g h o u t  t h e  1 9 9 1 -1 9 9 2  t e r m  o f  t h e  A l a s k a  
L e g i s l a t u r e ,  a s  n e c e s s a r y  o r  a d v i s a b l e ,  MICA w i l l  p r e p a i e  
o r  a s s i s t  i n  t h e  p r e p a r a t i o n  o f  a p p r o p r i a t e  p r o p o s e d  
l e g i s l a t i o n  and  w i l l  s e e k  t o  h a v e  t h a t  p r o p o s e d  l e g i s l a ­
t i o n  i n t r o d u c e d  a s  e a r l y  a s  p o s s i b l e  a f t e r  t h e  L e g i s l a t u r e  
g o e s  i n t o  s e s s i o n  i n  J a n u a r y  1 9 9 1 ;  and

( h )  i f  a p p r o p r i a t e  l e g i s l a t i o n  p e r t a i n i n g  t o  MICA i s  
i n t r o d u c e d  d u r i n g  t h e  1 9 9 1 -1 9 9 2  t e r m  o f  t h e  A l a s k a  
L e g i s l a t u r e ,  MICA w i l l  p a r t i c i p a t e  i n  t h e  l e g i s l a t i v e  
h e a r i n g  p r o c e s s  and  w i l l  o t h e r w i s e  t a k e  a p p r o p r i a t e  a c t i o n  
t o  e n c o u r a g e  t h e  p a s s a g e  o f  t h e  l e g i s l a t i o n .

( 4 )  B e g i n n i n g  w i t h  t h e  t a x  y e a r  e n d i n g  D ecem ber  3 1 ,  1 9 9 3 ,  
n o n e  o f  MICA's incom e s h a l l  be  e x c l u d e d  f rom  g r o s s  in c o m e  u n d e r  
s e c t i o n  115 o f  t h e  I n t e r n a l  R evenue  C ode .

( 5 )  However,  i f  MICA's o r g a n i c  s t a t u t e  ( A l a s k a  S t a t u t e  
2 1 . 8 8 ) i s  r e p e a l e d ,  r e e n a c t e d  o r  o t h e r w i s e  r e v i s e d  s o  a s  t o  
e s t a b l i s h  MICA a s  a n  I n t e g r a l  p a r t  o f  t h e  S t a t e ,  MICA's  in co m e  
s h a l l  n o t  b e  s u b j e c t  t o  f e d e r a l  t a x  a s  o f  t h e  e f f e c t i v e  d a t e  o f  
t h e  s t a t u t o r y  c h a n g e .

( 6 ) I f  MICA i s  e s t a b l i s h e d  a s  a n  i n t e g r a l  p a r t  o f  t h e  
s t a t e  o r  MICA's s t r u c t u r e  i s  o t h e r w i s e  c h a n g e d  s o  t h a t  MICA no  
l o n g e r  c l a i m s  t h a t  i t s  in com e  i s  e x c l u d e d  f rom  g r o s s  in c o m e  
u n d e r  s e c t i o n  115 o f  t h e  Code,  MICA's  o b l i g a t i o n  u n d e r  p a r a ­
g r a p h  ( 3 )  a b o v e  s h a l l  c e a s e .
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T h i s  a g r e e m e n t  i s  f i n a l  a n d  c o n c l u s i v e  e x c e p t :

( 1 ) t h e  m a t t e r  i t  r e l a t e s  t o  may b e  r e o p e n e d  i n  t h e  e v e n t  
o f  f r a u d ,  m a l f e a s a n c e ,  o r  m i s r e p r e s e n t a t i o n  o f  maJ e r i a l  
f a c t ;

( 2 )  i t  i s  s u b j e c t  t o  t h e  I n t e r n a l  R ev enu e  Code s e c t i o n s  
t h a t  e x p r e s s l y  p r o v i d e  t h a t  e f f e c t  b e  g i v e n  t o  t h e i r  
p r o v i s i o n s ,  n o t w i t h s t a n d i n g  a n y  o t h e r  law  o r  r u l e  o f  law  
e x c e p t  f o r  Code s e c t i o n  7 1 2 2 ;  a n d

( 3 )  i f  i t  r e l a t e s  t o  a  t a x  p e r i o d  e n d i n g  a f t e r  t h e  d a t e  
o f  t h i s  a g r e e m e n t ,  i t  i s  s u b j e c t  t o  a n y  l a w ,  e n a c t e d  a f t e r  
t h e  a g r e e m e n t  d a t e ,  t h a t  a p p l i e s  t o  t h a t  t a x  p e r i o d .

By s i g n i n g ,  t h e  a b o v e  p a r t i e s  c e r t i r y  t h a t  t h e y  h a v e  r e a d  
a n d  a g r e e d  t o  t h e  t e r m s  o f  t h i s  d o c u m e n t .

M e d i c a l  I n d e m n i t y  C o r p o r a t i o n  o f  A l a s k a

W i l l i a m  G. B rock  
C h a i rm a n  o f  t h e  B o a rd

C o m m is s io n e r  o f  I n t e r n a l  R evenu e

D a te  s i g n e d :  V\ io
P e t e r  K. S c o t t  
D e p u ty  C h i e f  C o u n s e l
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A n  A c t  m a k i n g  s u p p l e m e n t a l  a p p r o p r i a t i o n s  f o r  
e n e r g y  n d e f e r r e d  m a i n t e n a n c e "  p r o j e c t s .

T h e  S t a t e  o f  A l a s k a  o w n s  a n d  o p e r a t e s  b o t h  l a r g e  

a n d  s m a l l  e l e c t r i c a l  i n t e r t l e  f a c i l i t i e s  a n d  w a s t e  

h e a t  s y s t e m s  t h r o u g h o u t  t h e  s t a t e .  A s  t h e s e  a r e  

s t a t e - o w n e d  f a c i l i t i e s ,  t h e  r e s p o n s i b i l i t y  f o r  t h e  

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

w i t h  t h e  A l a s k a  E n e r g y  A u t h o r i t y .

L a r g e  a m o u n t s  o f  m o n e y  h a s  b e e n  i n v e s t e d  in  t h e  

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

c r i t i c a l  n e e d  t o  p r o t e c t  t h e  s t a t e ' s  i n v e s t m e n t .

A  s a f e ,  r e l i a b l e  a n d  e f f i c i e n t  e l e c t r i c a l  g e n e r a t i o n  

s y s t e m  i s  o n e  o f  t h e  m a j o r  e l e m e n t s  o f  a  

c o m m u n i t y ' s  i n f r a s t r u c t u r e .  E l e c t r i c i t y  i s  

n e c e s s a r y  f o r  t h e  o p e r a t i o n  o f  w a t e r  a n d  s e w e r ,  

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

f a c i l i t i e s .

A n  r e l i a b l e  p o w e r  s y s t e m  i s  a l s o  a  n e c e s s a r y  p a r t  

o f  a  c o m m u n i t y ' s  a b i l i t y  f o r  c o n t i n u i n g  o r  n e w  

e c o n o m i c  d e v e l o p m e n t  a n d  e n t e r p r i s e s  o p e r a t i n g  

w i t h i n  a  c o m m u n i t y .  M o s t  p e o p l e  t a k e  it  f o r  

g r a n t e d ,  b u t  w i t h o u t  r e l i a b l e  a n d  r e a s o n a b l e - c o s t  

p o w e r ,  n u m e r o u s  e c o n o m i c  d e v e l o p m e n t  

o p p o r t u n i t i e s  w h i c h  e n h a n c e  t h e  q u a l i t y  o f  l i f e  w i l l  

b e  l o s t .



c c

O n e  o f  t h o s e  o p p o r t u n i t i e s  i s  " w a s t e  h e a t " .  A  

w a s t e  h e a t  s y s t e m  h a s  p r o v e n  t o  b e  a n  e x t e m e l y  

i m p o r t a n t  e n e r g y  c o n s e r v a t i o n  m e a s u r e .  S c h o o l s ,  

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

h a v e  a l l  r e a l i z e d  a p p r e c i a b l e  s a v i n g s  in  t h e i r  

o p e r a t i n g  b u d g e t s ,  d u e  to  r e d u c e d  d e m a n d  f o r  

h e a t i n g  f u e l .

B y  k e e p i n g  s t a t e  o w n e d  a n d  o p e r a t e d  f a c i l i t i e s ,  

s u c h  a s  i n t e r t i e s  a n d  w a s t e  h e a t  s y s t e m s ,  in  g o o d  

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

a f f e c t e d  c o m m u n i t y ,  b u t  i t  a l s o  i n s u r e s  t h a t  t h e  

s t a t e ' s  i n v e s t m e n t  in  t h e s e  i m p o r t a n t  e n e r g y  

f a c i l i t i e s  i s  n o t  l o s t  a n d  w i l l  r e m a i n  u p  t o  o r  p a s t  

t h e  a v e r a g e  l i f e  e x p e c t a n c y  o f  t h e s e  f a c i l i t i e s .

T h e  S t a t e  o f  A l a s k a  i s  i n v e s t i n g  in  p u b l i c  w o r k s  

f a c i l i t i e s  w h i c h  a r e  n e c e s s a r y  a n d  a c c o m o d a t e  b a s i c  

l i f e ,  h e a l t h ,  s a f e t y  n e e d s  f o r  A l a s k a  r e s i d e n t s .

S h o u l d  e l e c t r i c a l  p o w e r  f a i l ,  t h e n  o t h e r  s y s t e m s  

d e p e n d e n t  o n  p o w e r  w i l l  f a i l .  T h e  r e p l a c e m e n t  o f  

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

s i t u a t i o n  i s  f a r  m o r e  e x p e n s i v e  t h a n  p r o v i d i n g  

m a i n t e n a n c e ,  r e p a i r ,  r e h a b i l i t a t i o n  a n d  e f f i c i e n c y  

i m p r o v e m e n t s  o n  a  r e g u l a r  b a s i s .
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Justification relating to A E A ’s proposed "deferred maintenance" projects to be 
included in  Governor’s supplemental capital projects b ill:

The  A laska  Energy Authority owns and operates both large and small electrical 
intertie facilities throughout the State, and among these are the recently constructed 
Oscarville-Napasldak intertie and the Bcthel-Napab'ak intertie and Kobuk- 
Shungnak interties, constructed ten years ago under the auspices of Dept, o f 
Commerce and Econom ic Development (D iv . o f Energy and Power Developm ent) 
as demonstration projects. A t  the present time, the Oscarville-Napaskiak line and 
the KobukrShungnak line are not energized due to badly needed repair and . 
rehabiliation work. Th e  Bethel-Napakiak line, although energerized, is in need of 
rehabilitation and righv-of-way work. ,As these are state-owned facilities, the 
responsibility for the operation and maintenance o f these facilities lies with the 
A laska Energy Authority. Presently, the A laska Energy Authority owns and operates 
waste heat systems in a number of communities throughout ru ra l A laska . W aste heat 
systems have proven to be an extremely important energy conservation measure 
within the communities where operating. Schools, washeterias, medical facilities and 
numerous types of community buildings, all have shown appreciable savings in their 
operating budgets, due to reduced demand for heating fuel fo r these facilities, which 
is replaced by the waste energy off the diesel generators operating in a community. I f  
the energy efficiency and savings are to continue, these waste heat systems must be 
kept in good repair and regular maintenance. B y  keeping A E A  owned and operated 
facilities, such as interties and waste heat systems, in good repair, it not only 
continues to benefit the rural communities where located, but it also insures that the 
state’s investment in these energy facilities is not lost and w ill remain up to or past 
the average life expectancy of these types o f facilities.

In  addition, the State o f A laska has invested large amounts o f money in constructing 
energy facilities, not owned by A E A , but constructed for communities throughout the 
state. Again, there is the critical need to protect the state’s investment which has 
gone into these systems. It  cannot be stressed enough, w ith regard to electrical 
systems, especially in  rural A laska, where weather and other operating conditions put 
tnese systems to a tough test, that regular maintenance and repair work w ill prevent 
unscheduled and emergency repair work, which ends up costing far more than 
regular M  & O  practices do.

A  safe, reliable and efficient electncal generation system is one of the m ajor 
elements o f a community^ infrastructure. E lectric ity  is necessary for the operation 
o f water and sewer facilities, educational facilities, airport facilities, other 
institutional community facilities, and for the operation o f wasteheat facilities, which 
saves the community money on their annual cost of fuel. A n  efficient and reliable 
power system is also a necessary element w ith regards to continuing or new economic 
development and commercial enterprises operating w ithin a community. W ithout 
the ability to provide reliable and reasonable cost power, economic growth and 
diversification within a community w ill not take place and numerous economic 
development opportunities, which also enhance the quality o f life for residents in the 
community, w ill undoubtedly be lost to other areas.

W ithin the Governor’s supplemental budget, funding is requested for very important 
village safewater projects for rural A laska. Funding proposals w ill also be 
forthcoming from the Governor and the Legislature on other infrastructure 
improvements within our communities. H ere  again, the State is investing large 
amounts o f money for public works facilities which are necessary and accomodate 
the basic life, health and safety needs of our residents, especially in the rural areas of



the state, where we are just in  the early stages of providing for these needs. A n  
important question to pose, however, is what is the condition o f tho electrification 
system in the community where additional monies are being spent on public 
facilities? Is  the system able to deliver reliable and efficient power, as well as 
accomodatingthe new load of upgraded or new facilities being installed in the 
community? T h e  question o f electrical system reliability is a very important issue, 
especially w ith regards to rural water and sewer systems. Should the power fail, as is 
not unusual during the w inter season in many communities in rura l A laska, w ill the 
water &  sewer system freeze as a result of prime power failure, without adequate 
back-up. Replacem ent of water and sewer systems in an emergency repair situation 
is far more expensive, than providing for electrical system maintenance, repair and 
rehabilitation and efficiency improvements on a regular basis.

Th e  A E A ’s proposed deferred maintenance projects are all appropriate projects in 
reviewing the criteria established for this supplemental funding measure. In  
addition, while some projects w ill require extensive work, the state funding invested 
now, w ill insure that the state’s previous capital investment is not lost. It  is also 
reasonable to view these projects as good candidates to be paid for through the 
surplus we now have in our state general fund. The  surplus is a result o f higher oil 
prices, and projects which w ill promote energy efficiency and any way reduce rural 
A laska ’s use o f fuel (through electrical generation and distribution system efficiency 
projects), w hile also reducing the annual amount o f the very important P C E  program 
assistance which our rura l residents and utilities depend on, should be positively 
considered.

*•
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F Y 9 1  S U P P L E M E N T A L  C A P I T A L  B U D G E T  R E Q U E S T

T E T L I N  E L E C T R I C A L  S Y S T E M  S A F E T Y  R E P A I R S

S U M M A R Y :

R e c o n s t r u c t i o n  o f  t h e  c o m m u n i t y ' s  e l e c t r i c a l  s y s t e m .  

PROJECT JUSTIFICATION:
The p r e s e n t  s y s t e m  i s  n o t  o n l y  i n e f f i c i e n t  b u t  a l s o  h a s  
s e v e r a l  c o d e  v i o l a t i o n s  c r e a t i n g  a p u b l i c  s a f e t y  h a z a r d .
The p r o b l e m s  a r e  s e v e r e  eno u g h  t o  r e q u i r e  a c o m p l e t e  r e b u i l d  
o f  t h e  m a j o r i t y  o f  t h e  e x i s t i n g  s y s t e m .

Com m un i ty :
E l e c t i o n  D i s t r i c t :  
P o p u l a t i o n  S e r v e d

T e t l i n
1 7
112

P r o j e c t  C o s t  
F u n d s  A v a i l a b l e  
F u n d s  R e q u i r e d

$ 3 7 0 , 0 0 0 .
0 .

$ 3 7 0 , 0 0 0 .

PROJECT DESCRIPTION:

BUDGET:
c o n s t r u c t i o n
D e s i g n
S u p e r v i s i o n ,  I n s p e c t i o n ,  & A d m i n i s t r a t i o n  
P r o j e c t  C o n t i n g e n c y  
P r o j e c t  T o t a l $ 3 7 0 , 0 0 0 .

$ 2 7 0 , 0 0 0 .
3 0 . 0 0 0 .
4 0 . 0 0 0 .  
lO j.Q .QQf,

TETLBOP1 
Feb 1991
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F Y 91  S U P P L E M E N T A L  C A P IT A L  B U D G E T  R E Q U E S T
W A S T E  H E A T  P R O J E C T  R E P A IR S

SUMMARY:

PROJECT DESCRIPTION:
The g o a l  o f  t h i s  p r o j e c t  i s  t h e  r e p a i r  an d  r e h a b i l i t a t i o n  o f  
e x i s t i n g  r u r a l  w a s t e  h e a t  r e c o v e r y  s y s t e m s .  P o t e n t i a l  
r e p a i r  s i t e s  i n c l u d e  A m b le r ,  Angoon,  E l i m ,  Goodnews Bay, 
G r a y l i n g ,  K a l t a g ,  K i a n a ,  S a v o o n g a ,  S t .  M a r y ' s ,  S h u n g n a k ,  and  
up  t o  t h r e e  a d d i t i o n a l  s i t e s . .

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

Community: S t a t e  w ide  
E l e c t i o n  D i s t r i c t :  S t a t e  w id e  
P o p u l a t i o n  S e r v e d

P r o j e c t  C o s t  
Fun d s  A v a i l a b l e  
Fu n ds  R e q u i r e d

$ 2 2 0 , 0 0 0
0

$ 2 2 0 , 0 0 0

PROJECT JUSTIFICATION

BUDGET:
C o n s t r u c t i o n
D e s i g n
S u p e r v i s i o n ,  I n s p e c t i o n ,  & A d m i n i s t r a t i o n  
P r o j e c t  C o n t i n g e n c y  
P r o j e c t  T o t a l $ 2 2 0 , 0 0 0 .

$ 1 5 5 , 0 0 0 .
2 0 , 0 0 0 .
3 0 . 0 0 0 .
1 5 . 0 0 0 .

W HRCPJB 
Feb 1991

*•
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FY 91  S U P P L E M E N T A L  C A P IT A L  B U D G E T  R E Q U E S T  
O S C A R V IL L E  - N A P A S K IA K  IN T E R T IE  

R E P A IR  A N D  U P G R A D E
SUMMARY:
C o m m u n i ty  N a p a s k i a k  
E l e c t i o n  D i s t r i c t :  25 
P o p u l a t i o n  S e r v e d :  331

P r o j e c t  C o s t  $ 1 6 2 , 0 0 0 .
Fu n ds  A v a i l a b l e  0 .  ( S o u r c e : )
Fu n ds  R e q u i r e d  $ 1 6 2 , 0 0 0 .

PROJECT DESCRIPTION:
The i n t e r t i e  b e tw e e n  O s c a r v i l l e  and  N a p a s k i a k  w i l l  be  
r e p a i r e d  a nd  u p g r a d e d  t o  t h r e e  p h a s e .

PROJECT JUSTIFICATION:
The e x i s t i n g  u n d e r w a t e r  l i n e  i s  f a u l t e d  an d  N a p a s k i a k  h a s  no 
a c c e s s  t o  ( c h e a p e r )  pow er  f rom  B e t h e l  U t i l i t i e s .  R e p a i r i n g  
t h i s  l i n e  an d  u p g r a d i n g  i t  t o  t h r e e  p h a s e  w i l l  a l l o w  f o r  an 
e f f i c i e n t  t r a n s f e r  o f  l o w - c o s t  e n e r g y  f rom  B e t h e l  and  a more 
b a l a n c e d  l o a d  f o r  t h e  s c h o o l  an d  c i t y .

BUDGET:
C o n s t r u c t i o n  $ 1 1 5 , 0 0 0 .
D e s i g n  a n d  P l a n n i n g  1 0 , 0 0 0 .
S u p e r v i s i o n ,  I n s p e c t i o n ,  & A d m i n i s t r a t i o n  2 0 , 0 0 0 .
P r o j e c t  C o n t i n g e n c y  1 7 . ooo.
P r o j e c t  T o t a l  " ' $ 1 6 2 , 0 0 0 .

SUPBUD06

Feb 1991

•*



M etlakatla Penstock and Facilities Repairs: Various valves and couplings have 

begun to leak and are in need of repair prior to additional damage occuring. Th is 

.work should be accomplished as soon as practical.

$25,000

Craig/Klawock Intertie Danger T ree  Rem oval: Recent logging adjacent to the line 

has decreased the ability of the buffer area to sustain wind storms and consequently 

has increased the probability of substancial damage to the line along with the 

decreased reliability o f providing power to the community o f K lawock.

$40,000



C om m unity : Kobuk 
E l e c t i o n  D i s t r i c t :  22 
P o p u l a t i o n  S e r v e d :  87

P r o j e c t  C o s t  $ 2 5 0 , 0 0 0 .
Fun d s  A v a i l a b l e  0 .  ( S o u r c e : )
Fu n ds  P . e q u i r e d  $ 2 5 0 , 0 0 0 .

PROJECT DESCRIPTION:
The r e m n a n t s  o f  t h e  t r a n s m i s s i o n  l i n e  b e t w e e n  S h u n g n ak  a n d  
Kobuk w i l l  b e  d i s m a n t l e d ,  r e t i r e d ,  an d  d i s p o s e d  o f .

PROJECT JUSTIFICATION:
The e x i s t i n g  t i e - l i n e  h a s  e x p i r e d  i n  a  w i n d s t o r m  i n  
D ecem ber ,  i s o l a t i n g  Kobuk f rom  t h e  AVEC g e n e r a t i o n  p l a n t  i n  
S h u n g n a k .  A p p r o x i m a t e l y  h a l f  o f  t h e  s t r u c t u r e s  a r e  e i t h e r  
l e a n i n g  s e v e r e l y  o r  on t h e  g r o u n d .  The e n t i r e  l i n e  m u s t  be  
rem o v ed  a n d  t a k e n  t o  a s u i t a b l e  d i s p o s a l  s i t e .

BUDGET:
R e t i r e m e n t  $ 2 0 0 , 0 0 0 .
P l a n n i n g  6 , 0 0 0 .
S u p e r v i s i o n ,  I n s p e c t i o n ,  & A d m i n i s t r a t i o n  9 , 0 0 0 .
P r o j e c t  C o n t i n g e n c y  3 5 . 0 0 0 .
P r o j e c t  T o t a l  $ 2 5 0 , 0 0 0 .

F Y 9 1  S U P P L E M E N T A L  C A P I T A L  B U D G E T  R E Q U E S T

' K O B U K  -  S H U N G N A K  I N T E R T I E  C L E A N U P  &  R E P A I R

S U M M A R Y :

SUPBUD03 

Feb 1991
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B E T H E L -N A P A K IA K  IN T E R T IE  R E N E W A L  & R E P A IR S
SUMMARY:
Community : N a p a k ia k  
E l e c t i o n  D i s t r i c t :  25 
P o p u l a t i o n  S e r v e d :  315

P r o j e c t  C o s t  $ 5 5 , 0 0 0 .
Funds  A v a i l a o l e  0 .
Fun ds  R e q u i r e d  $ 5 5 , 0 0 0 .

PROJECT DESCRIPTION:
R enew al  o f  e x i s t i n g  r i g h t - o f - w a y  a g r e e m e n t s ,  s u r v e y i n g ,  and  
r e p a i r  o f  an  e x i s t i n g  s l o u g h  c r o s s i n g .

PROJECT JUSTIFICATION:
The e x i s t i n g  r i g h t - o f - w a y  a g r e e m e n t  h a s  e x p i r e d  and  n e e d s  t o  
b e  r e n e w e d ,  w h ic h  w i l l  r e q u i r e  s u r v e y i n g  s u p p o r t .

BUDGET:
C o n s t r u c t i o n  $ 5 , 0 0 0 .
D e s i g n ,  R .O .W .,  and  S u r v e y  4 1 , 0 0 0 .
S u p e r v i s i o n ,  I n s p e c t i o n ,  & A d m i n i s t r a t i o n  6 , 0 0 0 .
P r o j e c t  C o n t i n g e n c y  3 , 000 .
P r o j e c t  T o t a l  $ 5 5 , 0 0 0 .

F Y 9 1  S U P P L E M E N T A L  C A P I T A L  B U D G E T  R E Q U E S T

NAPKBGPl 
Feb 1991



c c

FY 91  S U P P L E M E N T A L  C A P IT A L  B U D G E T  R E Q U E S T  
O T E  - C IR C U IT  R ID E R  M A IN T E N A N C E  

SUMMARY:

PROJECT DESCRIPTION:
The e x i s t i n g  C i r c u i t  R i d e r  M a i n t e n a n c e  p r o g r a m  s u p p o r t s  
r u r a l  u t i l i t i e s  i n  f u r n i s h i n g  i n s p e c t i o n  a nd  p r e v e n t a t i v e  
m a i n t e n a n c e  s e r v i c e s  t h r o u g h  c o n t r a c t o r s  a n d / o r  E n e rg y  
A u t h o r i t y  s t a f f .  D u r i n g  t h e  c o u r s e  o f  p e r f o r m i n g  t h i s  w o rk ,  
a num ber  o f  c o m m u n i t i e s  w e re  d i s c o v e r e d  t o  h a v e  d e f e r r e d  
m a j o r  m a i n t e n a n c e  t a s k s .  The g o a l  o f  t h i s  p r o j e c t  i s  t o  
f u n d  g e n e r a t i o n  m a i n t e n a n c e  i t e m s  t h a t  h a v e  b e e n  d e f e r r e d  by 
t h e  l o c a l  c o m m u n i t i e s .  Work w o u ld  b e  a c c o m p l i s h e d  t h r o u g h  a 
c o m b i n a t i o n  o f  g r a n t s  t o  r e g i o n a l  e n t i t i e s ,  c o n t r a c t s ,  and  
E n e r g y  A u t h o r i t y  s t a f f .  A p o r t i o n  o f  t h e  f u n d s  may be  u s e d  
t o  u p g r a d e  E n e rg y  A u t h o r i t y  s u p p o r t i n g  f a c i l i t i e s ,  su c h  a s  
t h e  e x i s t i n g  s t o r a g e  y a r d  an d  w a r e h o u s e .  The p r o j e c t  w ou ld  
a l l o w  s u p p o r t  o f  a p p r o x i m a t e l y  10 r u r a l  c o m m u n i t i e s  
t h r o u g h o u t  t h e  S t a t e .

The e x i s t i n g  p r o g r a m  a l l o w s  f o r  e x p e n d i t u r e  o f  up t o  $50 i n  
p a r t s .  D e f e r r e d  m a i n t e n a n c e  i t e m s  c a n  c o s t  i n  e x c e s s  o f  
t h i s  am oun t  w h ic h  p r o h i b i t s  t h e  a c c o m p l i s h m e n t  o f  t h e  work  
u n d e r  t h e  e x i s t i n g  p r o g r a m .  The p o o r  c o n d i t i o n  o f  
g e n e r a t i o n  e q u i p m e n t  c a n  and  d o e s  l e a d  t o  c a t a s t r o p h i c  
f a i l u r e s ,  i n a b l i t y  f o r  t h e  u t i l i t y  t o  o b t a i n  i n s u r a n c e ,  and  
p o o r  o p e r a t i o n a l  e f f i c i e n c i e s .

Community : S t a t e  Wide 
E l e c t i o n  D i s t r i c t :  S t a t e  Wide 
P o p u l a t i o n  S e r v e d :

P r o j e c t  C o s t  
Fun d s  A v a i l a b l e  
Fun d s  R e q u i r e d

$ 4 5 0 , 0 0 0 .
0 .

$ 4 5 0 , 0 0 0 .

PROJECT JUSTIFICATION:

BUDGET:
C o n s t r u c t i o n
D e s ig n
S u p e r v i s i o n ,  I n s p e c t i o n ,  & A d m i n i s t r a t i o n  
P r o j e c t  C o n t i n g e n c y  
P r o j e c t  T o t a l

$ 3 4 5 ,0 0 0 .
5 0 . 0 0 0 .
3 0 . 0 0 0 .
2 5 .0 0 0 .

$ 4 5 0 , 0 0 0 .

1502SUPP 
Feb 1991


