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Sec. 06.50.460 prohibits the department from approving a merger, purchase, oi sale
under sec. 06.50.430 - 06.50.450 unless the department makes certain determinations.

Sec. 06.50.470 directs the department to administer this chapter and to issue orders
and adopt regulations (under AS 44.62) necessary for the chapter.

Sec. 06.50.480 authorizes the department to impose conditions that it determines are
necessary to carry out the purposes of this chapter when issuing an order or license

under this chapter.

Sec. 06.50.490 authorizes the department to provide an interested person with a

declaratory ruling on a provision of this chapter.

Sec. 06.50.500 makes an official act of the department under this chapter subject to

judicial review.

Sec. 06.50.510 authorizes the department to make necessary public or private
investigations in or out of the state regarding license approvals, violations, enforce-

ment, orders, and regulations under this chapter.
Sec. 06.50.520 gives the department certain listed investigative powers.

Sec. 06.50.530 states that if a person fails to comply with a subpoer*" ‘ssued by the
department under this chapter or to testify with respect to a matte ./ered by this
chapte., the superior court may order the attendance of the person anu the giving of

testimony or production of evidence.

Sec. 06.50.540 authorizes the department to make service of process by registered or

certified mail under certain circumstances.

Sec. 06.50.550 establishes the fees to be charged by the department for filing certain
applications, for annual fees, and for the examinations of the licensee or a subsidiary

of the licensee.

Sec. 06.50.560 requires an application fee to be paid when the application is filed and

states that the fee is not refundable.

Sec. 06.50.580fal requires a licensee to keep records in the form and manner, at the
place, and for the period of time that the department establishes by regulation.

Sec. 06.50.580(™1 requires a licensee, affiliate of a licensee, and a subsidiary of a

licensee to file certain reports.
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Sec. 06.50.580(cl allows the department to require by order that a licensee include
an asset on the licensee’s books and records at a valuation that represents the current

value of the asset.

Sec. Q6.50.580fd) requires a licensee to file with the department an annual audit

report containing certain items.

Sec. 06.50.590(al applies this chapter (with respect to the records) to any other

person who makes or keeps all or part of the licensee’s records.

Sec. 06.50.590(~1 applies this chapter (with respect to the records) to a person other
than an affiliate or subsidiary of a licensee who makes or keeps all or part of the

records of an affiliate.

Sec. 06.50.59Q(cl authorizes the department, if considered expedient, to require a
licensee to obtain the approval of the department before permitting another person

to make or keep all or part of the records of the licensee.

Sec. 06.50.600 requires the department to publish and provide to the legislature each
year information on the effect of this chapter on promoting economic development

in the state. Indicates what information must be included.

Sec. 06.50.610(al authorizes the department at any time to examine a licensee or a

subsidiary of a licensee.

Sec. 06.50.610(™1 requires the department to examine a licensee at least once during

each calendar year.

Sec. 06.50.610fc1l requires certain persons at the department’s request to provide the
department with the records of a licensee or a licensee’s subsidiary and to otherwise

facilitate the department’s examination of the licensee.

Sec. 06.50.610(~1 authorizes the department to retain persons to assist the

department’'s examination of a licensee or the subsidiary of a licensee if the
department determines that the assistance is necessary. Sets payment deadline for

licensee to pay the person’s fees.

Sec. 06.50.620(™1 prohibits, except as otherwise provided in sec. 06.50.120, a person
who is not a BIDCO licensee under this chapter from representing itselfas a BIDCO

or a licensee.

Sec. 06.50.620fb1l prohibits a BIDCO licensee from misrepresenting the meaning or

effect of its license.



Representative Bettye Davis
March 9, 1992
Page 9

Sec. 06.50.640 prohibits a person having custody of all or part of the records of a
licensee from knowingly refusing to allow the department, upon request, to inspect

or make copies of the records.

Sec. 06.50.660 prohibits a licensee from directly or indirectly providing financing

assistance to an associate of the licensee.

Sec. 06.50.670 prohibits a licensee from directly or indirectly providing financing
assistance to discharge, or to free money for use in discharging, part or all of an
obligation to an associate of the licensee. Limits the application of the section.

Sec. 06.50.680(al prohibits in a specified situation a licensee from directly or
indirectly providing assistance to a business within one year before or after an

associate of the licensee provides financing assistance to the business.

Sec. 06.50.680(1)1 establishes in a specified situation that the licensee has the burden
to prove that the terms of the financing assistance provided by the licensee were at
least as favorable to the licensee as the terms on which the associate provided the

assistance.

Sec. 06.50.680(c1 describes the situations where this section does not apply.

Sec. 06.50.690/31 prohibits in certain situations an associate of a licensee from

receiving compensation from a person to whom the licensee provides financing

assistance.

Sec. 06.50.690(~1 indicates that the section does not apply to certain fees received by
an associate of a licensee for certain closing services if certain conditions are met.

Sec. 06.50.690fcl defines "closing services".

Sec. 06.50.700(al allows the department to exempt certain persons or transactions

from secs. 06.50.660 - 06.50.690 if certain conditions are met.

Sec. 06.50.700fb1 authorizes the department to make the exemption by order or
regulation and to make it unconditional or on specified terms and for specified

periods.

Sec. 06.50.700(™1 requires the department to consider certain federal requirements

when making the exemption.

Sec. 06.50.710(01 makes a knowing violation of AS 06.50.620 - 06.50.700 a class C

felony.
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Sec. 06.50.710fb1 indicates that the penalty does not apply to certain acts.

Sec. 06.50.720 declares that the chapter doesn’t limit the state’'s power to prosecute

under another statute.

Sec. 06.50.730 authorizes the department to bring an action to enjoin a violation or
to enforce compliance with this chapter. Addresses the court action to be taken if

a proper showing is made.

Sec. 06.50.740 authorizes the department to issue cease and desist orders to an
unlicensed person if the person has violated or is about to violate sec. 06.50.12G (b)

or 06.50.620(a).

Sec. 06.50.750 authorizes the department after notice and a hearing to issue a cease
and desist order if a licensee or subject person of a licensee has violated, is violating,
or is about to violate this chapter. Order may require the licensee or person to take

affirmative action to correct the situation created.

Sec. 06.50.760 authorizes the department after notice and a hearing, to issue cease
and desist orders against a licensee or subject person of a licensee if the licensee or
person has or is about to engage in unsafe or unsound acts regarding the business of
the licensee. Department may require the licensee or person to take affirmative

action to correct the situation created.

Sec. 06.50.770 authorizes the department under certain conditions to order a licensee
or subject person to cease and desist from certain actions. Department may require

the licensee or person to take affirmative action to correct the situation created.

Sec. 06.50.780fal authorizes the department to issue an order removing a subject
person ofa licensee from office and prohibiting the person from further participation
in the licensee’s business if the department makes certain determinations after notice

and a hearing.

Sec. 06.50.780fbl authorizes the department to issue an order removing a subject
person of the licensee from an office with the licensee and prohibiting the subject
person from participation in the licensee’s business without the prior consent of the
department if, after notice and a hearing, the department makes certain determina-

tions.

Sec. 06. )0.78Q(cl1 authorizes the department to immediately issue an order suspending
a subjr t person of a licensee from the person’s office, if any, with the licensee and
prohibiting the person from further participation in the licensee’s business without the

consent of the department if the department makes certain determinations.



Representative Bettye Davis
March 9, 1992
Page 11

Sec. (JO~NO/al authorizes the department to issue an order suspending a subject
person from office, if any, with the licensee and prohibiting further participation in
the licensee’s business until the charge has been disposed of, if the department
determines that the person has been indicted or bound over for trial for a crime
involving dishonesty or breach of trust and that continuation as a subject person may

threaten the licensee’s interests or impair public confidence in the licensee.

Sec. Qi5.50.790fbl authorizes the departmentto issue an order suspending or removing
a subject person, or former subject person, to whom an order was issued under (a)
from the person’s office, if any, and prohibiting further participation in the licensee’s
business without the department’s prior consent, if the department determines that
the person has been convicted of a crime involving dishonesty or breach of trust and
that the continuation or resumption of the person as a subject person of the licensee

may threaten the interests of the licensee.

Sec. 06.50.790(cl indicates that the failure to convict a subject person who is charged
with a crime involving dishonesty or breach of trust does not prevent the department

from issuing an order to the person under another provision of this chapter.

Sec. 06.50.800(al allows a licensee or subject person to whom an order is directed
under certain sections of this chapter to request a hearing within 30 days after the

issuance of the order.

Sec. 06.50.800(™1 rescinds a department order if the department fails to begin a

hearing within a specified time.

Sec. 06.50.800(c! directs the department to affirm, modify, or rescind its order after

the hearing.

Sec. 06.50.800(~1 allows the person to whom an order is issued under this section to
apply to the department to modify or rescind the order. Prohibits the department
from modifying or rescinding the order uuless the department makes certain

determinations.

Sec. 06.50.800(,el states that the right to petition for an interlocutory review of certain
orders is not affected by the failure to apply for a hearing on the order issued under

this section.

Sec. 06.50.810 allows the department to require the licensee to disclose the results of

certain department communications or orders to its shareholders.

Sec. 06.50.820('al authorizes the department to call a meeting of the board or

shareholders of a licensee if the department determines it to be expedient.
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Sec. 06.50.820(™1 directs the department to send notification of the meeting under (a)

to the licensee’s directors or shareholders, whichever is applicable.

Sec. 06.50.820(c) requires the licensee to pay the notice and meeting expenses for a

meeting called under (a).

Sec. 06.50.830(al authorizes the department to issue an order after notice and a
hearing directing a licensee to refrain from providing additional financing assistance

to businesses under certain conditions.

Sec. 06.50.830fb1 authorizes the department to issue an order under (a) without a

hearing under certain conditions.

Sec. 06.50.830('cl authorizes a licensee that has been the subject of an order under
this section to resume providing financing assistance if the department consents and

under the conditions that the department prescribes.

Sec. 06.50.830(~1 allows a person to whom an order is issued under this section to
apply to the department to modify or rescind the order. Prohibits the department
from granting the application unless the department makes certain determinations.

Sec. 06.50.840(al authorizes the department to take immediate possession of the
property and business of a licensee and to appoint a conservator for the licensee if

the department makes certain findings.

Sec. 06.50.840fb1 authorizes the department to appoint as a licensee’s conservator
one of the employees of the division of banking, securities, and corporations of the
department or another competent and disinterested person. Requires that the
division be reimbursed out ofthe conservatorship assets for the division’sconservator-
ship expenses. Requires, upon the approval of the department, that the conservator-
ship expenses paid for by the division be paid out of the assets of the licensee.
Directs that the payment of the division expenses will take priority over other

payments from the licensee’s assets and must be fully paid before a final distribution

is made.

Sec. 06.50.840(™1 directs the conservator to take possession of the books, records and
assets of the licensee. Directs the conservator to take the action that is necessary to

conserve the licensee’s assets and to ensure payment of the licensee’s obligations

while the disposition of the licensee’s business is pending.

Sec. 06.50.840fdl authorizes the department to terminate the conservatorship and to
permit resumption of the licensee’s business at an appropriate time subject to

conditions prescribed by the department.
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Sec. 06.50.850fal authorizes the department to apply to the superior court to appoint
a receiver for a licensee if the department determines the licensee should be

liquidated for certain listed reasons.

Sec. 06.50.850fbl directs i* receiver to liquidate the property and business of the

licensee.

Sec. 06.50.860fal authorizes the department to impose a civil penalty, after notice and

a hearing, for violations of this chapter.

Sec. 06.50.860fb1 indicates that this section does not apply to good faith acts made

under certain conditions.

Sec. 06.50.860fcl indicates that (a) is in addition to the other provisions of this
chapter authorizing the department to issue orders or take other action on account

of a violation of this chapter.

Sec. 06.50.860fd1 states that a person convicted under sec. 06.50.710 of a violation of
secs. 06.50.620 - 06.50.700 is not liable for a civil penalty under (a) of this section.

Sec. 06.50.860fel states that a person who pays a civil penalty under this section for
a violation of sec. 06.50.620 - 06.50.700 is not subject to prosecution under sec.

06.50.710 for the violation.

Sec. 06.50.870 directs that the chapter be liberally construed to accomplish its

purposes.

Sec. 06.50.880 subjects a proceeding under sec. 06.50.860 to the Administrative
Procedure Act (AS 44.62), and exempts, except as otherwise indicated, from AS 44.62

the other proceedings and actions under this chapter.
Sec. 06.50.885 allows certain final administrative orders to be appealed.

Sec. 06.50.890 indicates that the provisions of the law under which a licensee s
incorporated apply to the licensee. However, if that law conflicts with this chapter,

this chapter controls.

Sec. 06.50.900 provides guidelines to determine when a person is considered to be an

associate of a licensee.

Sec. 06.50.910 allows a corporation licensed under this chapter to hold other licenses,
unless transaction of business under the other license would violate this chapter or

be contrary to the purposes of this chapter.
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Sec. 06.50.920 exempts a licensee from the other provisions of AS 06.

Sec. 06.50.990 defines the terms used in the chapter.

Section 2 adds a new article to AS 44.88, the chapter on the Alaska Industrial
Development and Export Authority (AIDEA). The new article establishes a business
and industrial development corporation program for making loans for the capitaliza-

tion of business and economic development corporations (BID CO’s).
Sec. 44.88.600 establishes the BIDCO fund in AID EA.

Sec. 44.88.605 directs AID EA to use the money in the BIDCO fund to make loans
for the capitalization of BIDC O ’s.

Sec. 44.88.610 sets the minimum and maximum amounts for loans made from the

BIDCO fund.

Sec. 44.88.615 directs BID CO loan applicants to submit an application to AID EA on
the form and containing the information required by AID EA by regulation.

Sec. 44.88.620 prohibits the term of a BIDCO loan from exceeding 10 years.

Sec. 44.88.625 establishes how the interest rate on a BIDCO loans is set. Interest

accrues on the loan principal but is not compounded.

Sec. 44.88.630 sets the capitalization requirements that must be met in order to

receive a BIDCO loan.

Sec. 44.88.635 requires a BIDCO to repay its BIDCO loan, including interest, in a

lump sum 10 years after the loan is made.

Sec. 44.88.640 identifies certain provisions that must be included in the loan

agreement between AID EA and the loan recipient.

Sec. 44.88.645 directs AIDEA to reduce the amount of a BIDCO loan made to a
rural BIDCO by giving the BIDCO credits for creating jobs and increasing sales

activity in rural businesses, and for sustaining the job and sales activity increases.

Directs AID EA toreduce the amount ofa BIDCO loan made to a historically under
utilized business BID CO by giving the BID CO credits for creating jobs and increasing

sales activity in certain businesses.

Sets the credit for each job created at between $500 and $2,500 a year. Establishes

how the credit for increased sales activity is to be calculated.
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Establishes the procedures for applying for the credits. Authorizes AID EA to deny

the credits under certain conditions. Applies the credits first to accumulated interest

and then to the principal of the loan.

Sec. 44.88.650 prohibits a BID CO that fails to repay a BIDCO loan from receiving

another loan.

Sec. 44.88.655 directs AID EA to determine which geographical areas of the state are
rural or distressed and the degree to which they are rural or distressed. Provides

AID EA with some guidelines to make its determinations.
Sec. 44.88.690 defines the terms for the new article.

Section 3 amends AS 44.88, the AID EA chapter, to state that the purposes of
AID EA are to be carried out in part by making BIDCO loans.

Section 4 amends the AID EA chapter to give AID EA the power to implement the
BIDCO loan program.

Section 5 directs AID EA to adopt regulations necessary to carry out the new BEDCO

loan program.
Section 6 repeals the current BEDCO chapter.

Section 7 establishes how the new BEDCO chapter (AS 06.50) applies to present

BIDCO's, and to certain corporate acts.

Section 8 indicates that the existing causes of action are not affected by AS 06.50.
Section 9 gives the Act an effective date.
If | may be of further assistance, please advise.
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BIDCOs are a new type of private financial institution being formed in Michigan.
They provide financing assistance and management assistance to business firms,
and are designed to be able to assume more risk in their financings than banks
are able to assume. BIDCOs are licensed and regulated by the Michigan Financial
Institutions Bureau pursuant to the provisions of the Michigan BIDCO Act.

BIDCOs have wide flexibility in the types of financing instruments that they can
utilize. One frequently used concept is to mix some form of current income to
the BIDCO in connection with a financing with an approach to share in the upside
potential of the company being financed. For example, a BIDCO may provide
subordinate debt with warrants to acquire stock, or subordinate debt with a
percentage of the company®s increased sales.

As of this writing, there are six BIDCOs in operation in the State of Michigan,
and others are in the process of formation. The Michigan Strategic Fund (MSF)
is implementing its Rural BIDCO Program to spur the creation, as part of this
broader emerging BIDCO industry, of one or more BIDCOs which will have, as its
primary focus, serving businesses located in rural counties, including rural
counties that are economically distressed.

The Rural BIDCO Program is intended to help address obstacles to the formation
and successful running of such BIDCOs. For example, obstacles may include the
greater dispersion of the population which may necessitate a larger geographic
market area in order to develop sufficient deal flow; the prevalence of smaller
companies which may necessitate smaller deal sizes; a smaller population base
which may complicate fund raising and recruitment of a management team; and most
importantly, the fact that many rural counties in Michigan have suffered from
chronic economic distress, as measured by unemployment rates and/or poverty
levels that have been substantially above the state average,

The formation of any BIDCO is a challenging and highly complex project. An
experienced and highly talented management team must be assembled. A well
thought out business plan, which generates confidence 1iIn the prospects for
economic success of the endeavor, must be developed. And capital must be raised
in an amount sufficient to make the business plan work. The Rural BIDCO Program
contains substantial incentives, in order to invite the private sector to respond
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to this challenge for the purpose of forming one or more rural BIDCOs and to
promote the success of such BIDCOs once formed.

While the incentives involve a subsidy, a ey principle of the program is that
the subsidy is performance based, only being realized to the extent that a rural
BIDCO 1is successful 1in creating jobs and stimulating economic activity in
businesses located in rural counties. A rural BIDCO will have the flexibility
to finance any Michigan business. However the special incentives, in the form
of credits towards converting, into a grant, a loan from the MSF to the BIDCO,
apply only to financings of businesses located in rural counties. Moreover, the
amount of credits given to the creation of jobs and stimulation of economic
activity depends on the degree of economic distress of the rural county in which
the business 1is located.

The conversion credit system is thus designed to enable a rural BIDCO to flexibly
serve a broad rural market, while providing incentives to encourage the serving
of businesses located in distressed rural areas. It is intended that a rural
BIDCO will be a key private institution in taking the lead In making financings
happen that might otherwise not occur.

The 1incentive system 1is intended to promote the formation of one or more rural
BIDCOs which will be self sustaining private financial Institutions operating
in a profit oriented, market disciplined manner, while remaining committed to
the objectives of the Rural BIDCO Program.

The MSF has previously adopted its BIDCO Investment Program to catalyze the
formation of BIDCOs. As of this writing, the MSF has allocated $24 million to
this program, of which more than $9 million is not committed to specific BIDCOs.
In submitting an application to the MSF for a funding commitment from uncommitted
funds allocated to the BIDCO Investment Program, a prospective BIDCO has the
option of applying pursuant to the criteria previously approved for the BIDCO
Investment Program, which shall be referred to henceforth as the Standard BIDCO
Program, or the prospective BIDCO may apply pursuant to the criteria of the Rural
BIDCO Program as described in this paper.

As with the Standard BIDCO Program, applications pursuant to the Rural BIDCO
Program shall be made under what the MSF refers to as an "open window"™ process.
As a formal application is received, it will be evaluated in accordance with a
number of standards, which are spelled out later in this paper, and then a
decision will be made regarding an MSF funding commitment to the applicant.

In order to be considered for a funding commitment under the Rural BIDCO Program,
a formal application must be filed with the MSF In satisfactory form by October
31, 1991. The MSF may extend the time for submitting a formal application
pursuant to the Rural BIDCO Program if it deems such action advisable.

The concept of "rural counties™, as used in this paper, refers to counties In
Michigan that are not part of metropolitan areas. Of the 83 counties in
Michigan, 22 are considered to be part of metropolitan areas, and the other 61
counties are not part of metropolitan areas and are thus considered rural
counties. A list of the 61 rural counties is attached.



3

Taken together, the Standard BIDCO Program, the Rural BIDCO Program, and the
Minority BIDCO Program (another MSF program with a separate funding allocation)
are intended to catalyze the formation of a private industry of BIDCOs serving
diverse needs throughout the State.

COMPONENTS OF INITIAL CAPITALIZATION

As described on page 2, until October 31, 1991, BIDCOs may file formal
applications with the MSF for a loan from the MSF to the BIDCO pursuant to the
Rural BIDCO Program. The application shall specify the amount of loan which
the applicant seeks, which shall be for an amount not less than $1.5 million nor
greater than $3.0 million. The MSF loan shall comprise part of the initial
capitalization of the BIDCO. Altogether, there shall be three components of
initial capital, as follows: 1) at least $500,000 in equity investment in the
BIDCO; 2) the loan from the MSF to the BIDCO, In an amount not less than $1.5
million nor greater than $3.0 million, which would be subordinate to matching
senior debt sources; and 3) matching fik ncing, typically in the form of a senior
loan or loins to the BIDCO from priv. *» sources, which at least matches the
amount of the MSF loan. Thus if the maximum of $3.0 million from the MSF 1is
sought, the initial capitalization of the BIDCO from the these sources would be
at least $6.5 million ($500,000 in equity plus $3.0 million from the MSF plus
$3.0 million in matching financing).

While a formal application shall not be made until the equity investors have been
identified, the senior debt or other matching financing need not be lined up
prior to the submission of * formal application. The program contemplates that
the MSF would make a ¢ ¥ aent to make a loan to a BIDCO, with the closing on
the MSF*s loan contingt on the BIDCO securing matching private debt or other
matching financing. The closing on the MSF"s loan will also be contingent on
the applicant obtaining a BIDCO license from the Michigan Financial Institutions
Bureau.

Specific details regarding each of the three components of capital are provided
below.

Equity

There must be a minimum of $500,000 invested from equity investors in the BIDCO.
The minimum of $500,000 must come from the purchase of "private investor stock".
For the purposes of this paper, the term "private investor stock™ shall refer
to shares priced at the predominant price for shares of stock in the BIDCO. By
contrast, stock priced below the predominant price for shares of stock in the
BIDCO, such as founders shares, seed investor stock and favorably priced employee
stock, are referred to in this paper as "incentive stock™. The purchase of
incentive stock shall not count towards the minimum equity requirement.
Organization costs paid by the BIDCO may be paid from the proceeds of the sale
of incentive stock. IT organization costs are paid from the sale of private
investor stock, the $500,000 minimum shall be net of organization costs.



rhe minimum equity investment of $500,000 in the BIDCO must be fully disbursed
to the BIDCO as of the time that the BIDCO obtains its license and closes on Che
MSF*s loan.

MSF Loan

The loan from the MSF to a rural BIDCO will be for an amount not less than $1.5
million and not greater than $3.0 million, to be fully disbursed to the BIDCO
at closing. The MSF is prepared to enter into written subordination agreements,
on terms acceptable to the MSF, with respect to any other lenders to the BIDCO.
The MSF*s loan will be a 10 year loan, with no principal payments due until the
end of the 10th year, at which time the entire principal owed will be due in one
lump sum. Interest on the loan shall be allowed to accrue (on a noncompounded
basis), and shall be payable at the end of the 10th year of the loan. The
interest rate on the loan shall be a fixed interest rate at 9% per annum during
the life of the loan.

Given the structure of the MSF*s loan to a rural BIDCO, as described above, the
loan will have no debt service of either principal or interest for a full 10 year
period. However, Che innovative aspect of this loan is that the MSF believes
that it is likely that no interest or principal payments will ever have to be
made. The loan will be structured so that it can gradually be converted into
a grant, based on the performance of the BIDCO in creating jobs and stimulating
increased sales activity in rural businesses, particularly rural businesses
located in economically distressed counties. The MSF believes chat with a
reasonable performance by the BIDCO, the BIDCO should be able to fully convert
the loan, including principal and accrued interest, into a grant before the due
date of the loan, and that the amount of credits reasonaoly achievable within
the 10 year period of the loan should substantially exceed the amount needed to
fully convert the loan into a grant.

As previously indicated the rural BIDCO would be able to provide financing
assistance to any Michigan business. However credits toward converting the loan
into a grant will only apply to jobs created and increased sales activity in
businesses located in rural counties.

Of particular significance is that the conversion formula will give extra credit
for sustained economic impact, by giving the BIDCO credit not only for the
immediate 1impact of a financing, but also for sustaining increased jobs and
increased sales for a five year-period from the date of a financing. This
focuses the incentives on meaningful long term impact, and gives the BIDCO an
additional incentive to continue working with and assisting a company after a
financing is.made.

While a rural BIDCO can finance any Michigan business, only financings of
businesses located in rural counties are eligible for credits towards converting
the MSF*s loan into a grant. The basic concept of the conversion formula is that
in connection with each rural financing, depending on the level of economic
distress of the county in which the business is located, the BIDCO is eligible
to receive a credit of from $500 to $2,500 for each job created, for each year

«
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during a five year period from the date of the financing. In addition, depending
on the county, a credit of from .5% to 2.5% of the increase in annual sales will
be given, for each year during the five year period. In each case, the creation
of jobs and the increase in annual sales will be measured against a base
determined at the time of the financing.

The precise amount of credits available for each job created, and the percentage
of the increase in annual sales to be used in computing credits, depends on the
conversion factor of the county in which the business is located. Attached is
a list of the 61 rural counties in the State, showing the conversion factor for
each county. Also attached is a description of the methodology by which the
conversion factors were computed.

The conversion factors range from .5 to 2.5. Multiplying the conversion factor
by $1,000 yields the amount of credits for each job created, for each year for
a five year period. Multiplying the conversion factor by 1% results in the
percentage of the increase in annual sales used to compute conversion credits
from sales. If a BIDCO finances a company with locations in mere than one
county, the initial base for jobs and sales upon which conversion credits are
based, and subsequent increases in jobs and sales, must be reasonably allocated
among counties in order to compute the appropriate conversion credits.

The workings of the conversion formula can be illustrated concretely by taking

the case of a hypothetical financing. Let"s say that the BIDCO finances a
company on February 8, 1992. Assume that immediately prior to the financing

there were 5 jobs (full time equivalents) in the company. Also assume that for
the 12 months prior to the financing (February 1991 through January 1992), the

total sales of the company were $200,000. Thus the base to be used is 5 jobs

and $200,000 in sales. Let us further assume that the business is located in

a county with a conversion factor of 1.5, so that jobs credits are calculated

on $1,500 per job created, and sales credits on 1.5% of the increase in annual

sales. The following charts show, for the five year period following the

financing, the number of jobs in the company, thecompany®s sales levels,and
the credits earned.

Job.Credits

Increase

# of over base of Credits ($1,500

Jofal 5 lob3d per increased job)
February 8, 1993 10 5 $ 7,500
February 3, 1994 12 7 $10,500
February 8, 1995 8 3 $ 4,500
February 8, 1996 8 3 $ 4,500
February 8, 1997 15 10 515,.00Q

Total $42,000
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Sales Credits

Increase over Credit (1.5%

Total base of of Increased
Sales S200.000 Sales sales)
February 1992-January 1993 $ 500,000 $300,000 $ 4,500
February 1993-January 1994 $ 800,000 $600,000 $ 9,000
February 1994-January 1995 $ 600,000 $400,000 $ 6,000
February 1995-January 1996 $ 700,000 $500,000 $ 7,500
February 1996-January 1997 $1,100,000 $900, 000 $13,500
Total $40,500

The credits in the above example would therefore total $42,000 for jobs credits,
and $40,500 for sales credits, for an overall total of $82,500.

On or before March 1 of each year, the BIDCO would file a document with the MSF
applying for certification of credits earned during the previous calendar year.
Accompanying the application shall be affidavits from the portfolio companies
certifying their jobs and sales data as of the respective anniversary dates of
the loans.

The MSF staff will review this application and conduct such investigation as it
deems appropriate. In some cases, this may involve on-site visits to one or more
of the BIDCO"s portfolio companies. Decisions regarding whether or not to
certify credits shall be made by the President of the MSF. The President cf
the MSF, in his sole discretion, may deny certification of particular credits
in connection with a financing if the President determines that the location of
the business was not as specified; that the job or sales for the company were
not as specified; that in the President®"s judgment a financing that the BIDCO
made was not a "significant financing”; or that certification of the credits
would enable the BIDCO to circumvent the intent of the Rural BIDCO Program,

The determination that a financing was not significant may be based on a judgment
that the financing could have been conventionally bankable or that the financing
was not for a significant amount and had no meaningful relation to the increase
in jobs and sales. If the MSF in one year certifies credLts in conjunction with
a particular financing, it may not in a subsequent year deny certification based
on a finding that the financing was not significant.

It is important to emphasize that it is the intent of the MSF to place
substantial reliance on the good faith of the BIDCO in determining whether a
financing is a "significant financing” and is therefore appropriate to submit
for certification. In general, the MSF does not intend to second guess the
BIDCO"s good faith determinations. The primary purpose for giving the President
of the MSF the discretion to deny certification Is to be able to address the
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Moreover, the aggregate amount of credits earned by the BIDCO, in
all of :.ts financings where the base has been thus lowered, cannot
exceed che amount of credits that would have been earned without
such lowering of bases, by more than 20% of the original amount of
the MSF loan.

If a financing is used to enable a person or ccmpany to acquire
another company, the existing employees and sales of the company
being acquired shall be counted as part of the base (unless a lowered
base can be justified in accordance with 3) above.)

The aggregate amount of credits earned from financings that the BIDCO
makes which have an SBA or other government guarantee shall not
exceed an amount equal to 45% of the original amount of the MSF loan.
(Since guaranteed financings have less risk to the BIDCO, it is
reasonable to limit the amount of credits that can be earned from

them.)

The amount of credits earned by a rural BIDCO from financing any one
company shall not exceed an amount equal to 1/3 of the original
amount of che MSF loan to that BIDCO.

If the BIDCO has not fully converted the MSF®s loan into a grant by
the due date of the MSF*s loan, the BIDCO will be able to apply for
partial year credits that may be earned through che due date, and
if as of such due date there is a pending application for conversion
credits or an intent to file an application for partial year credits,
the BIDCO need not make its payment until 30 days after the MSF
notifies the BIDCO of its decision on any such application.

made by the MSF under this program shall normally be for a period
The MSF may extend any such commitment, if it deems such extension
AIl commitments and extensions must be approved by the Board of

Directors of the MSF.

The MSF, in

Issuing a commitment to make a loan to a rural BIDCO, will impose

the following contingencies which must be satisfiedbefore the loan will be made;

D

2)

3

The BIDCO must obtain a BIDCO license from the Michigan Financial

Institutions Bureau. Under the Michigan BIDCO Act, the Financial
Institutions Bureau must conduct its own independent review to
determine whether the BIDCO satisfies the licensing requirements
established by that law. For additional information on licensing,
contact the Consumer and Business Finance Division of the Financial
Institutions Bureau at (517) 373-3470,

The BIDCO must secure firm commitments to receive its matching
financing, under satisfactory terms and conditions.

The BIDCO must satisfy any other conditions that are stated in the
resolution adopted by the Board providing for the commitment.
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situation, which hopefully will never arise, if the BIDCO were to engage in a
pattern of abuse of the intent of the program in 1its application for
certification.

Once cortified by che MSF, conversion credits will first be appli"d to accrued
interest, and then to principal.

A number of additional points relating to the calculation of credits should be
made:

D IT two or more rural BIDCOs participate in the same financing, the
total number of credits applicable to that financing must be
allocated among those rural BIDCOs.

2) IT a BIDCO provides a second round of funds to a company, at che time
of the second round financing che BIDCO has the option of deciding
to consider the second round as a new financing. |If the BIDCO elects

such option, no new credits can be earned from che first financing,
and a new base will be set for the second financing, with credits
running for five years from the date of the new financing. (The
other option would be to ignore che second round of financing, and
to continue to earn credits from the first round, using che first
round"s base.) If the BIDCO decides to treat the second round as
a new financing, credits from the new financing will not be applied
to Che loan until after an amount is accumulated to offset che amount
previously credited from the original financing. For example, if
a BIDCO earned $50,000 in credits from che first financing, and
$150,000 in credits in the second round to the same company, che
first $50,000 in credits from che second financing would not be
applied. The last $100,000 from the second financing would be
applied towards conversion of the loan into a grant, resulting in
credits applied equal to $150,000 from the two financings combined.
Credits from a second round of financing will be disallowed if che
second round does not involve a "significant financing” as described
above.

3) By using a base equal to the number of jots in the company
immediately prior to the financing, the conversion formula on its
surface only gives credit for jobs created, and not for jobs
retained. However, 1in unusual cases, where it can clearly be
documented that jobs would have been lost without the financing, the
BIDCO, in submitting its application to che MSF for certification
of credits, may request that the base for a company be lowered to
reflect che jobs that would have clearly been lost without che
financing. It is important to emphasize that any request for such
a lowered base must be accompanied by a full analysis, including
financial statements and ocher appropriate documentation (which might
include, for example, if appropriate, market analysis, cost analysis,
analysis of competition, evidence of Chapter 11 proceedings, etc.),
clearly demonstrating that the Jobs would have been lost absent che
financing. The MSF will review such analysis and documentation
carefully, before certifying credits based on such a lower base.



The loan agreement between the MSF and the BIDCO will contain at least the
following program requirements, which shall apply as lone as the loan Is
outstanding.

D

2)

3

4)

5)

6)

The MSF shall have the right 10 have a representative be present at
all meetings of the BIDCO"s board of directors and at all
shareholders®™ meetings, the right to receive all notices and
information sent to the BIDCO"s board of directors or shareholders,
and to have the same rights that members of the board of directors
or shareholders have to obtain information.

The BIDCO sb™I provide financing assistance only to business firms

located 1in Michigan. IT the business firm has multi-state
operations, the criterion that shall be used by the BIDCO is whether
Michigan is che state where the largest economic benefit of the
financing transaction is likely to occur.

The BIDCO shall endeavor to maintain as its primary focus the
provision of financing assistance and management assistance to
business firms in rural counties, which financing assistance is
subject to greater risk than the financing assistance generally
provided by conventional banking sources.

Without the consent of the President of MSF, the BIDCO shall not buy
back, or obligate itself to buy back, any share or shares of its
stock.

For a period of five years from the date of the MSF"s loan, for the
purpose of promoting continuing compliante with the original
evaluation criteria of the MSF, the BIDCO shall not sell any snare
or shares of private investor stock or consent to the transfer of
any share or shares of its private investor stock, without the prior
approval of the President of the MSF.

The BIDCO shall not apply to the Financial Institutions Bureau to
surrender its license pursuant to Section 317 of the BIDCO Act unless
the reason for such application is chat the BIDCO Is no longer a
viable BIDCO and thus intends to liquidate itself; provided however,
that no such application shall be filed unless a) the BIDCO has
provided the MSF with a written notice of its intent to file such
application, b) the MSF has had 60 days thereafter to review the
viability of the BIDCO and consult with the BIDCO"s owners and
operators, and c) the MSF has provided its written consent, which
consent will not be unreasonably withheld.

The MSF may negotiate additional program operating requirements with rural MDCOs
on a case-by-case basis, as may be appropriate to promote achievement of the
objectives of the Rural BIDCO Program or che Michigan Strategic Fund Act.



10

Matching Financing

The third component of initial capital shall be matching financing, typically
in the form of a long term loan or loans from a private debt source to the BIDCO.
Matching financing shall be in an amount at least equal to the total amount of
the MSF*"s loan. Matching debt shall be senior in status to the MSF loan.
Matching debt must be structured on terms and conditions satisfactory to the MSF,
in a manner which enables it to be a long term source of capital for lending and
investing by the BIDCO. Matching debt may, however, have a maturity of less than

10 years.

The matching financing must either be fully disbursed at closing or may be phased
in if the following conditions are met: 1) There must be an irrevocable
commitment by the matching financing source or sources to fully disburse the
proceeds of the matching financing to the BIDCO; 2) The schedule for such
disbursement must be established and be such that all of the proceeds of the
matching financing are disbursed to the BIDCO within 3 years from the date of
closing on the MSF"s loan; and 3) Information satisfactory to the MSF staff must
be provided to give the MSF complete confidence that the matching financing
source or sources will be able to fulfill their irrevocable commitment.

While it is generally assumed that the matching financing requirement described
herein will be satisfied from private sources and be in the form of debt, several
other possibilities are available to contribute to satisfying the requirement.
First, provision of funds from government sources other than the State of
Michigan can be used to contribute to the matching requirement. Second, if the
BIDCO obtains a grant or grants from private sources or government sources other
than the State, such funds can be used to contribute to the matching requirement.

Finally, if investments for more than $500,000 in private investor stock are
received, any portion of such excess that is not used for organizational costs
may be considered to be matching financing.

POTENTIAL FOR ADDITIONAL FUNDING

After a period of years have elapsed from the time of formation of a rural BIDCO,
the MSF may consider an allocation of funds to enable the rural BIDCO potentially
to receive a second round of funding from the MSF. In evaluating the
effectiveness of a rural BIDCO"s performance for the purpose of considering a
second round of funding, it is contemplated that emphasis would be given, among
other things, not only to financial performance, but also to the BIDCO"s overall
effort in promoting the objectives of the Rural BIDCO Program, and adhering to
the spirit and intent of the Rural BIDCO Program.

INFORMATIQN_TO BE SUBMITTED BY APPLICANTS
To apply to the MSF for a loan commitment, a prospective rural BIDCO shall

specify the amount of loan for which it is applying and shall submit detailed
information, as specified below, covering che following categories: Experience
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and Qualifications, Securing Matching Financing and Starting Up the BIDCO, and
che Business Plan. The applicant is free to use its own format, as long as the
basic information 1is provided. Moreover, the applicant should feel free to
provide additional information it views as relevant. The MSF may request
additional information beyond what is specified below.

Experience and Qualifications

1 Submit resumes and references for all principal members of the
management team. Include five references for each principal, and
specify, for each reference, name, telephone number, address, their
professional position and title, and the nature of the principal®s
relationship with the reference.

2. Submit a personal financial statement for each principal member of
the management team. There 1is no precise format prescribed.
However, the personal financial statement should be signed and dated
(no more than 90 days old), should contain listings of assets and
liabilities, and should include & statement of any pending lawsuits
or other contingent liabilities. The personal financial statement
need not include a statement of income.

3. For each principal, specify the amount of time the principal will
be devoting to the work of the BIDCO. If the person has or Is
expected to have other professional responsibilities outside the work
of the BIDCO, briefly describe these other responsibilities.

4. Describe the responsibilities of each principal with respect to the
BIDCO.

5. Specify the names of directors that have been identified, and submit
resumes.

oD
.

Identify other key people and/or institutions that have been
identified, such as advisors, -consultants, attorneys, and
accountants, and submit resumes and/or descriptions of firms.

7. Provide a list of equity investors in the BIDCO, providing for each
investor, a) name, mailing address and telephone number; b) the
amount that they will invest; c) evidence of their commitment or
intent to invest; d) background information on the investor, and e)
the expected role, if any, that the investor will play In
contributing to the success of the BIDCO.

8. Describe the basic legal structuring of the proposed classes of
equity 1investment in the BIDCO, 1including positioning, pricing,
voting control, apd any other major parameters. A formal private
placement memorandum 1is not required as part of the application.
However if a formal offering document is not included but is to be
subsequently prepared, before the closing of the MSF®"s loan such
formal offering document will need to be filed with the MSF and will
need to be satisfactory to the MSF staff in form and substance.
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Securing Matching Financing and Starting U the BIDCO

1. Describe your strategy for securing matching financing, and the
status of efforts to implement that strategy. What sources are you
targeting? What is the nature of the rationale you are presenting
or planning to present? Describe any commitments or demonstrations
of interest, including documentation where possible. IT you have
not secured a commitment for the matching financing, discuss why you
believe you will be successful in securing che financing.

2. How do you anticipate that matching debt will be structured (e.g.
term, repayment provisions, interestrate). Is it anticipated that
any of the matching financing will come from any source other than
senior debt? If so, describe how much 1is anticipated and the
expected terms.

3. S* your projected timetable, following an MSF commitment, for
securing the matching financing and obtaining a BIDCO license and
closing on the MSF*s loan. Specify your startup budget for the
BIDCO. Specify the person or people who will be working on the
startup phase, including how much of their time they will spend,
how, 1if at all, they will be compensated, and their resumes and
references. Specify what financial resources are available or are
expected to be available to assist in this effort. List seed
investors, 1if any, that have already invested in the BIDCO, and list
the amount invested by each, and how many shares of stock they own.

Business Plan
1. Market

a. Specify the city or county in which the BIDCO intends to locate
its principal office, and discuss intentions, 1if any, to
establish any additional offices.

b. Discuss the geographic area in which the BIDCO plans to focus.
Have you identified a primary market area and a secondary
market area, or do you have some other approach to focusing
your geographic markets?

C. Discuss the market that exists in your geographic area of
focus, and why you believe that the projected numbers of deals
contained in your projections are realistic.

d. Approximately what percentage of the BIDCO"s financings do you
anticipate will be in rural counties? What do you anticipate
will Dbe the approximate distribution among counties with
differing degrees of economic distress?

e. Describe and discuss tho types of businesses that the BIDCO
will finance. Are there particular industries or types of
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industries that the BIDCO will emphasize more than others?

f. Describe the size range of businesses that it is contemplated
the BIDCO will finance, with a general indication of where the
primary focus or focusses are expected.

g- Discuss the life cycle stage or stages of the companies which
the BIDCO will likely finance, indicating where the primary
focus or focusses are expected.

h. If the BIDCO intends to make SBA guaranteed loans, to the
extent applicable distinguish between SBA loans and non SBA
financings in your responses to a) through g) above.

Financings - Describe and discuss the financial instruments that are

intended to be used by the BIDCO (e.g. debt with royalties, debt with
warrants, equity, pure debt, etc.) Describe how it is anticipated
that deals would be structured. Discuss the anticipated mix of the
various types of financing instruments. Discuss the anticipate size
range of loans/investments to be made, and information regarding
pricing, ‘terms, and other conditions. Discuss risk/return
expectations on deals. Discuss method of exit from investments.
If the BIDCO intends to make SBA guaranteed loans, what proportion
of your capital do you anticipate will be devoted to SBA and how much
will that be leveraged by selling the guaranteed portion in the
secondary market. What approach do you intend to use in pricing the
sale of the guaranteed portion of the loan and the interest rate
spread to be achieved over time on the guaranteed portion.

Case Studies - Provide case studies to illustrate types of companies
and financings as described in discussions of the market and
financings in accordance with 1) and 2) above. These case studies
should include information such as: a) a brief description of the
business of the company; b) a brief description of the history of
the company; ¢) how much capital the company needs ; d) why BIDCO
financing is appropriate; e) the BIDCO"s role in the financing and
how much it would provide; f) how the deal would be structured; Q)
how the BIDCO would achieve its return on the deal; h) what the BIDCO
expects as a realistic rate of return; and i) projected conversion
credits. The narrative and financial information in the case studies
need not be detailed, but should be sufficient to present the essence
of the case to the reader. The case studies need not be based on
real companies.

Marketing Strategy - Describe the BIDCO"s plans and approach to
marketing 1its services, including the identification of potential
applicmts for financing assistance. For each member of the
management team, what 1is the anticipated percentage of their time
that will be devoted to marketing.

Screening Process & Evaluation Criteria - Discuss che anticipated
number of business firms chat will be reviewed for possible financing
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assistance, in comparison with the number that will actually be
financed. Discuss the process for screening and evaluating
prospective financings, including estimates of person time involved
at each phase for various members of the management team. These
estimates should include time for deals that don"t get done as well
as time for deals that do gee done, right through to the structuring
and the closing on a deal. What evaluation criteria will the BIDCO
use in deciding whether and under what terms and conditions to do
a deal? To what extent and in what manner will the potential for
conversion credits enter into the screening and evaluation process?

Fee Income - Discuss the potential for fee income, and any plans that
the BIDCO might have for generating fee income.

Monitoring and Management Assistance - Discuss the BIDCO"s planr for
monitoring 1its Tfinancings and for providing management and/or
technical assistance to companies for which the BIDCO provides
financing. Discuss the BIDCO"s plans for enforcing provisions of
loan or investment agreements. Discuss how the BIDCO plans to handle
problem loans and investments. Which members of the management team
will be involved in monitoring and management assistance activities?
How much professional person time do you anticipate will be spent
on average per portfolio company per month on monitoring and
management assistance activities? To what extent, if any, does the
BIDCO plan to provide management assistance to companies that the
BIDCO is not financing?

Complementary Relationships - Discuss the nature of complementary
relationships that are anticipated with banks, commercial lenders,
other BIDCOs, investment bankers, venture capitalists, and other
institutions. This discussion can be based on general types of
institutions and/or can identify specific institutions where
complementary relationships have already been discussed.

Management Structure - Describe the proposed management structure
for the BIDCO, and anticipated compensation for principal members
of the management team, including salaries, bonuses (if any), and
incentive stock (if any).

Post Conversion Adjustments - Discuss the process you expect to
undertake in considering possible adjustments to the BIDCO"s business
plan, as the BIDCO approaches che time when the MSF"s loan would be
fully converted into a grant? Have you identified any specific
aspects of the plan that you think may need to be adjusted?

Idle Funds - Describe plans for the management of the BIDCO"s idle
funds.

Realizationof Returns by Investors - To what extent do you believe
that therewill be a long term need to provide a mechanism for
investors to cash out of their investment? Discuss options.
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Tax and Accounting Issues - Comment on relevant tax and accounting
issues for the BIDCO that merit discussion.

Financial Prolections

a) Provide performance projections, year by year, for a 10 year
period. These projections should show cash flow, income and
expense (including taxes), and balance sheet data, and should
incorporate assumptions and show the effect of the gradual
conversion of the loan into a grant. For these performance
projections, operating expenses can be consolidated into one
line item as long as a more detailed breakout is provided as
requested in b) below.

b) Provide a detailed projected operating budget for the first
10 years of the BIDCO"s operation. For each years projected
budget, indicate anticipated salary for each staff position.

©) Specify the assumptions used for the performance projections.
It 1s permissible but not required to submit several sets of
performance projections based on differing assumptions.
However, if you submit several sets of projections based on
differing assumptions, specify which set of assumptions are
your primary assumptions.

d) Specify computer programs used for the projections, and specify
formulas used.

EVALUATION STANDARDS

In order to obtain a commitment from the MSF, an applicant must satisfy a number
of standards, which are spelled out below. The MSF is free to make whatever
investigations are needed in order to determine whether an applicant satisfies
these evaluation standards. The MSF may suggest or negotiate changes in the
application that may be needed in order to satisfy the standards.

1.

Promotion of Objectives - The MSF*s prospet € commitment to make
a loan to the BIDCO, and the loan itself, st promote the basic
objectives of the Rural BIDCO Program and the Michigan Strategic
Fund Act. For example, the MSF must be satisfied that the investors,
management team and business plan are structured in such a way that
the BIDCO will be committed to addressing a market niche or niches
that are not adequately being addressed by other financial sources,
and will maintain a primary focus on serving businesses in rural
counties, including rural counties which are economically distressed.

Good Investment for Private Investors - The purchase of private
investor stock in the BIDCO by private investors needs to be Judged
by the MSF as being a good investment from a private market
perspective, after taking into account the benefits of the
prospective subsidy inherent in the convertible nature of the MSF"s
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loan. The distribution of ownership interests in the BIDCO must be
such as to satisfy the MSF that the BIDCO will be a self-sustaining
private financial institution operating in a profit oriented, market
disciplined manner, while remaining committed to the objectives of
the Rural BIDCO Program.

Good Management Team - The management team needs to demonstrate
appropriate experience, education, and training in order to
successfully manage the BIDCO. The management team snould have
appropriate balance, and contain the variety of skills needed to
accomplish the tasks identified in the business plan. Skills to be
evaluated include, for example, over,.1! leadership, judgment,
financial analysis, ability to evaluate nd structure potential
financings, marketing, and management assistance. In oral
discussions, there needs to be evidence of thoughtfulness, insights
and grasp of issues.

There must be good evidence of strong personal commitments by the
principals to the financial success of the BIDCO as well as to the
objectives of the Rural BIDCO Program. There must be a strong
commitment to a business plan designed to fully convert the MSF*"s
loan plus accrued interest into a grant.

Salaries and incentives (whether through incentive stock and/or
bonuses) need to be reasonable to provide fairness to investors, but
should also indicate that management®s stake in the success of the
BIDCO will be adequate to provide reasonable incentives. The
principals must have a reputation for integrity and a high degree
of competence in their financial and business activities.

The evaluation of the experience and qualifications of the management
team will focus primarily on professionals devoting their full time
or a majority of their time to the BIDCO, but also will encompass
a review of the management team in its broadest sense, including,
for example contributions by identified supporting people (such as
consultants, advisors, board members, legal advisors, accountants),
and the potential contribution of equity investors to che success
of the BIDCO.

Good Business Plan - The applicant must have a good business plan.
The Dbusiness plan must be thorough, clear, have reasonable
assumptions, identify realistic markets which indicate good market
opportunities, and demonstrate thoughtfulness and grasp of Issues.
The various aspects of the business plan need to mesh well with each
ocher and be internally consistent. The financial projections need
to be accurate, be based on realistic assumptions, be consistent with
the business plan, and promote confidence in the prospect for long
term viability and success of the BIDCO.

EtPfrability of Securing Matching Financing and Making the BIDCO
Operational - Satisfactory evidence must be presented to indicate
that if the MSF makes a loan commitment to the BIDCO, it is probable
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that che applicant will be able to secure the required matching
financing and accomplish such other tasks as may be required to
obtain a BIDCO license. Since prospective debt sources may be
reviewing the quality of the management team and business plan, the
better the performance on these measures, the better will be the
prospects for securing private debt. However evaluation of
information specifically relating to the process of raising private
debt or other matching financing is aldo necessary to appropriately
assess the applicant®s prospects. The evidence provided could
involve a variety of types of information. Documentation of
commitments or demonstrations of interest can be very useful and
positive, but are not a necessity. Other potential evidence may
include, for example, personal relationships and contacts of the
principals, the prior track record of the principals in raising
capital, and the effectiveness of the applicant®s strategy for
securing the matching financing. The MSF must also conclude that
adequate resources are likely to be available to the applicant to
fund the process of raising the matching financing, obtaining the
license and starting the BIDCO.
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RURAL COUNTIES AND THEIR CONVERSION FACTORS

Conversion Conversion
County Factor Countv Factor
Alcona 2.50 Kalkaska 2.50
Alger 1.38 Keweenaw 2.50
Allegan .50 Lake 2.50
Alpena 1.77 Leelanau .50
Antrim 1.60 Lenawee .50
Arenac 1.94 Luce 1.77
Baraga 2.50 M ackinac 2.50
Barry .50 M anistee 1.77
Benzie 2.45 M arquette .50
Branch .55 Mason 1.65
Cass .50 M ecosta 1.06
Charlevoix 1.21 Menominee .67
Cheboygan 2.50 Missaukee 2.21
Chippewa 2.50 Montcalm 1.70
Clare 2.16 Montmorency 2.50
Crawford 1.57 Newaygo 1.67
Delta 1.65 Oceana 2.26
Dickinson .50 Ogemaw 2.50
Emmet .99 Ontonagon 2.33
Gladwin 2.01 Osceola 1.87
Gogebic 1.40 Oscoda 1.74
Grand Traverse .50 Otsego .50
Gratiot 1.18 Presque Isle 2.50
Hillsdale 62 Roscommon 1.23
Houghton 1.04 St. Joseph .50
Huron 1.43 Sanilac 1.38
lonia 1.21 Schoolkraft 2.50
losco 1.28 Shiawassee .81
Ilron 1.60 Tusccla 1.13
Isabella .50 Van Buren 1.57

Wexford 1.60
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The conversion factors for each rural county were determined as described below.
First, each rural county receives .5 points towards the conversion factor as a
general incentive for rural investment. Next, a distressed index score was
computed for each county, by taking the 7 year average (1983-1989) for the annual
average unemployment rate for the county, and adding it to the percentage of
families below the poverty level for that county.

Those counties that have a distressed index score at or below the distressed
index score for the State as a whole receive no additional points for distress,
and thus have a conversion factor at the minimum of .5.

Those counties with a distressed index score in the top 20% of rural counties
(the 12 most distressed of the 61 rural counties) receive an additional 2 points
towards the conversion factor, for a total conversion factor of 2.5.

Those counties with a distressed index score above the State score, but below
the minimum distressed index score to get in the top 20%, receive additional
points cowards the conversion factor as follows: Take the number of points by
which che county®s distressed index score exceeds the State score, divide by che
number of points by which the minimum distressed index score to get in the top
20% exceeds the State score, and multiply the resulting fraction by 2. The
result is then added to the .5 points for the general rural incentive to yield
the total conversion factor.



STEVEN M.ROHDE
Hansen, McOuat, Hamrin & Rohde, Inc.
700 13th Street, N.W ., Suite 950 « Washington, D.C. 20005 « (202) 434-4558

SUMM ARY More than 22 years of experience leading public policy formulation and program
development and implementation relating to development finance and financial

institutions.

PROFESSIONALEXPERIENCE
October 1991 to Present: Hansen, McOuat, Hamrin & Rohde, Inc. (a consulting firm)

Principal. In charge of the firm’s activities in providing consulting services to state governments,
cities, federal agencies and other organizations interested in developing and implementing innovative

development finance programs. Focus is on cutting edge programs such as:
e Capital Access Program to provide a flexible and extremely nonbureaucratic tool to assist
banks in making loans to small businesses.

«BIDCOs (Business and Industrial Development Corporations) to provide risk capital and man-

agement support to promote the growth of small and medium sized businesses.

e Spec:alized BIDCOs, such as Minority BIDCOs and Rural BIDCOs, to meet specialized
needs.

e Seed Capital and Venture Capital programs to provide high risk equity investments in com-
panies with major growth potential.

e Community Development Banking to support neighborhood preservation and revitalization

for the benefit of existing residents.
e Innovative export finance initiatives.

e Innovative housing finance initiatives to address urban and rural mortgage credit needs.

1985 to October 1991: Michigan Strategic Fund, Lansing

Served, from the inception of this state government agency, as Director of Policy and Program Devel-

m>ment and as Director of Private Institutions Programs. Responsible for designing and implementing
a pioneering series of state program initiatives for development finance. Through these programs, the
state uses limited public resources to help build a more comprehensive and effective private financing
infrastructure, leveraging public resources with private capital many times over, and attracting high cal-
iber private sector talent. Progrrms implemented and accomplishments as of March 1992 include the

following:

e Capital Access Program, which assists banks in taking more risk than normal, consistent with
safety and soundness, thereby providing access to financing for small businesses. To date,
more than 1,400 companies have received financing, and the state is leveraging its resources

by more than 20 to 1.

BIDCO programs, including the Standard BIDCO Program, Minority BIDCO Program, and
Rural BIDCO Program, which have catalyzed the formation of a new industry of private fi-
nancial institutions to help meet the financing needs of Michigan businesses for decades to
come. BIDCOs provide growth capital to businesses with financing needs that are too risky
for bank financing but cannot provide the super-high rates of return sought by venture capital-

ists. To date, nine BIDCOs arc operational in Michigan, and others are in the process of being

formed.
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e Seed Capital Program, which launched three private seed capital funds which, to date, have
made equity investments in 34 startup companies with very rapid growth potential. According
to an independent review, a number of these companies have potential to become significant

companies in Michigan.

Also played a significant role in other state government initiatives not involving the Strategic Fund,
including, for example, consulting in the design of the Michigan Training Incentive Fund Program;
designing a program targeting CDBG Small Cities funds for economic development in distressed areas,

and designing innovative home mortgage lending initiatives.

1984-1985: Office of the Governor of Michigian, Lansing

Deputy Director of the Governor’s Cabinet Council on Jobs and Economic Development. Specialized
in financial institutions policy, making recommendations on legislative and administrative policies. In
charge of developing and negotiating a comprehensive banking reform legislative package. Although
the package as a whole barely failed to pass, it did help set the agenda for subsequent enactment of sig-
nificant reforms, including statewide branching to promote competition, community reinvestment pro-

visions, and changes in credit life insurance practices.

In charge of performing the initial program development work for what subsequently became the

Michigan Strategic Fund’s Capital Access Program and Standard BEDCO Program.

1982-1984: Mountain Association for Community Economic Development

(a nonprofit economic development corporation serving rural Eastern Kentucky)

Director of Real Estate Finance. Initiated and directed a project which resulted in major changes in
Home mortgage lending practices in Eastern Kentucky, making available long-term, low down payment
mortgages to make mortgages more affordable. Created, organized and directed the 94-bank Eastern
Kentucky Bankers Consortium, working closely with banks throughout the region. The consortium
served member banks by 1) organizing seminars and providing information mailings; 2) successfully
lobbying for reforms in federal secondary market and insurance agency programs to make them easier
to use by small, rural banks; and 3) creating and implementing multi-county mortgage revenue bond

programs.

1981-1982: Consultant on Financial Institution Issues

Provided consultant services to a variety of organizations on alternative mortgage instruments, neigh-

borhood lending, rural mortgage credit needs, and consumer credit.

1978-1981: U. S. Senate Committee on Banking, Housing and Urban Affairs, Washington, D .G

Professional Staff Member. Served as Committee Chair’s staff specialist in charge of all issues affect-
ing housing and community development. Initiated and carried out a number of significant legislative
initiatives which became law, relating to subjects such as FH A, secondary market programs, mobile
home lending, subsidized housing, UDAG, community development block grants, and neighborhood
lending. Initiated and carried out committee oversight activities which had significant impact Served

as Committee Chair’s representative working with the National Commission on Neighborhoods.
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1977-1978: Consultant on Financial Institution Issues

Provided consultant services to federal and state government agencies and public interest groups on

community reinvestment, fair lending, consumer credit, electronic funds transfer systems, and econom -

ic development

1975-1977: California Business and Transportation Agency, Sacramento
(a cabinet-level state agency, including Departments of Banking, Savings and Loan,

Corporations and others)

Special Assistant to the Secretary. Served as the principal policy specialist and advisor in the executive
branch of state government for coordinating public policy affecting financial institutions. Reviewed
and made recommendations on all legislative and major administrative policy issues affecting financial
institutions in the state. Responsible for overseeing the development of the budgets for the Banking
and Savings and Loan Departments, overseeing policy implementation, and spearheading legislative
efforts. Led effort which resulted in establishment of Interagency Task Force on Electronic Funds

Transfer. In charge of developing a major initiative which resulted in increases in lending in inner city

neighborhoods.
1971-1975: Center for National Policy Review, Washington, D.C. (a public interest group)

Research Associate. Served as the Center’s specialist on housing finance and financial institutions. In
charge of initiating, developing, and carrying out projects relating to fair lending practices and neigh-
borhood lending, and to issues involving bank and savings and loan structure and lending powers.
Major successes, among others, included leading the effort which resulted in mortgage lenders

throughout the nation changing their practices to give full credit to a wife's income in determining eli-"

gibility for a home loan.

1970: Federal Home Loan Bank of Boston
(a quasi-federal agency covering the New England region)

Assistant to the Bank Economist. Responsible for various research projects and analyses relevant to

Federal Home Loan Bank policies and programs.

EDUCATION B. A., Tufts University, February, 1970, with major in Political Science and

minors in Economics and Mathematics.



Mar. 26 92 16:00

Jim Knapp and Steve Markee,

co-owners in

Kalamazoo,

the development of an

n e w

Ittook financing

from a BIDCO to

make theirdream
come true.

needed funding for

exciting

computer software product.

I/NET specializes in computer software
applications in tha fields of digital imaging,
telecommunications, and voice recognition
technology. Knopp and Markee needed
fundi to complete the development of a now
product, Adstar, an automated document
storage, transmission, end retrievol system.
But, bocauso of past obstacles thst the
company had faced, 'no bank was willing to
lond to us," Knopp says.

In stopped Arcadia BIDCO. The BIDCO
ﬁrmmpals had followed our ups and downs*
napp says, *Thoy believed in us*

Markee explains thst the $225,000 obtsinod
from tho BIDCO le t us buy equipment and
contractwith additional people for their
expertise.* I/NETwasthenoblotocomplete
Its product and sell Itto IBM. Thoaalowaa
notonly good for NET—t brought a -
substantial prolit to Arcadia BIDCO.

‘Sure, thoy made a lot of money on the deal,
butwe alio banentlad greatly,*Knapp adds.

FAX 202-434-4597

*We wore In need end they allowed us to get
through the IBM product sale. Wa really
oppreolatod their assistance.'

The MSF6 BIDCO Investment
& Program is on ambitious initiative
| designed to catalyze the formation of
O 0 new industry of private financial
Institutions to help meet tha financing
needs of small and medium-sized
businesses in Michigan. Many
businesses with economically sound
growth financing noods ore unable to
obtain needed capital beciuse they
have financing noeds that are viewed
as too risky for conventional bank
lending, yet cannot provide tha super high
rates of return sought by venture capitalists.
BIDCOs (business and industrial develop-
ment porﬁoratlons) provldeflexIble financing,
often intne form of subordinated debt
combined with somB form of equity kicker
sucHbs warrants to acquire stock ore
royalty on increased sales. They thus
compensate for taking greater risk by
sharing to @ modest degree Inthe success of
the company. In addition, compared to hanks,
BIDCOs provide a much greater degree of
hands-on support and management assist-
ance, Inorder to reduce risk end facilitate
the growth of their portfolio companies.

The MSF Is hoIEIng to launch Michigan's
BIDCO Industry y_prowdmg Information
and technical assistance for BIDCO
organizers and by making equity Investments
Inthese new private financial institutions. A
key objective ofthe MSFs program is
leverage. The Initial leverage of the MSFs
Investment comes from private equity
Invested in the BIDCOs. However, the
ultimate Ievera(];e comoa from using a
relatively smell amount of Publlc investment
to catafyz* the formation ot a now Industry
of s_slf-_sustamlnq private financial
institutions. By Investing Its capital, by
borrowing additional fundi ovar time
from Institutional debt souroea up to three
time* equity, and by recycling some of tha
procoeda from their investmanta, BIDCOa
can help meet tho oxgansion financing
mods of Mlehlgon bushtsssas for
gsnorsdonstocomo.

A key test of thefundsmintalconooEtof
the BIDCO Investment Program was whsther

—
—

D LW

P. 2
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or not thB private sector would respond to
tha MSFa challenge. The program's success
Is dependent on the willingness of talented
private sector people to engage in the
challenging 8nd time-consuming task of
organizing BIDCOs, and tha willingness of
private sector investorsto invest alongside
the MSFin BIDCOs.

5 The private sector has res,;mnded to
tho MSFs challenge, end the BIDCO

Industry is bemgz built Organizers of
BIDCOS Include former bank presidents,

°"  former finance company presidents,
successful entrepreneurs, accountants,
and people who haverun venture

9] fc_apnal firms end Investment banking
irms.

As of this writing, the BIDCO
Investment Progrem has already succeeded
in helping five BIDCOs to hecome
operational, and two additional BIDCOs have
reoolvod MSP investment commitments
underthe program and aro in the process of
rai8lng their private equity. ItIs esb'matod
thatthese firstseven BIDCOswill
themselves provide mora than $500 million in
financings to Mlchlqan businesses during
their first 10 years of operation, end will helf)
attract substantial additional private capita
as part of thasa financings.

Oftha $14.9 million which the MSF has
committed to tha seven BIDCOs, $9.0 million
has been Invested inthe five BIDCOs that
have become operational. These five
BIDCOs raised a total ol $19,750,000 of
additional equity, fora total initial equity of
$28,750,000.

Tho BIDCOs that are already operational
include two BIOCOs that servo a broadly
defined western Michigan market area.
These BIDCOs, Arcadia BIDCO and Discov-
ory BIDCO, are located in Kalamazoo and
Grand Rapids respuctivoly. In southeastern
Mlohlgan, operational BIDCOs Includo Qroat
Lokos BIDCO, which son/as a statewido
market from its Birmingham office, and
Onset BIDCO, which has a primary market
area consisting of all Michigan locations
within roughly a two-hour drive from its
Farmington Hills office. And Jackson BIOCO
servos Michigan locations within roughly a
two-hour drive from Jackson, Michigan. {A

FftX 202-434-4597?

sixth operational BIDCO racolvcd funding
underthe MSF's Minority BIDCO Program,
and Is discussed Intha section of this report
on the Minority BIDCO Progrem.)

The two BIDCOs which have received MSF
commitments undartho BIDCO Investment
Program, butwhich were still fund raisinﬂ as
of this writing, were Capital BIDCO, whic
Intends to servo e statewide market focusing
especially on the Lansmgz, Grand Rapids,
Hintand Saginaw markets, and Liberty
BIDCO, which intends to emphasize
financing service businesses and women-
owned businesses on a statewido basis.

OthDr BIDCOs are Inthe process of develop-
ment. The goal of e diverse, new industry of
private financial Institutions to help meet the
growth capital needs of Michigan busi-
nesses iswell on its way to being achieved.

co BIDCOs are iicensod and regulated
*£¢ by the Michigan Financial Institutions
N Bureau as a new class of private
S financial institutions. Organizers
seeking to form BIDCOs may a ﬁly to
tho MSF for an investment if the
fen BIDCO satisfies high quality standards
2 for its management team and busi-
_(%* ness plan, the MSF will commit to
jhinvest up to $3 million per BIDCO,
'S contingenton the BIDCO than raising
< private equity of at least $1.50 for
each $1.00 to b8 invested by the MSF.

Because of the MSFs high quality
standards,obtaining an MSFcommitment
enhances the credibility of BIDCOs as
they seek private investment Moreover, 0s
an expression of Its confidence in the quality
ofthe BIDCOs Inwhich it Invests, the MSF
subordinotes 80% of Its stock to the private
equity, in tha unlikely event of feiluro of tho
BIDCO. However, the MSF shares fully In tho
upside returns from its investment

The MSFs stock In BIDCOs Is non-voting
stock, to emphasize that the MSFs purpose
IS to catalyze the formation of this new type
of private financial Institution, and not to
bo Involved In Interfering with tho operation
of BIOCOs. Ultimately, tha MSFintondsto
sell Its stock In BIDCOs, leaving behind an
Industry of private financial Institutions
operating without any MSF Investment.

lnvestm ent

BIDCO

P.

Program
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Catherine Lockharthaslearned
whatittakes tosucceed at
financing smallbusiness.

So when the
chance came to
head the Greater
DetroitBIDCO,
shejumpedatit

“Thiais the first minority BIOCO inthe
notion," she explains. | knew itwas an
excellent opportunity. The minority
development program 1helped form in
Maryland was a public aPenCﬁ. Being part
of a private corporation, like the one here In
Detroit, really attrectad me."

So Lockhart packed her bags, moved to
Michigan, and began her duties as CEO of
tha GreBtar Detroit BIOCO. Along with
Locksley Smith, senior vice president, she Is
targeting growth businesses for BIOCO
financing. "WB're looking to finance a brood
range of buiinossos, Including businoss and
consumer services, health care, manufac-
turing, rotail, and wholosale," she says,
"Though we're especially interested in
minority businesses, we're also looking at
non-minority businesses In distressed aroas."

The BIDCO expects to help bring jobs, sales,
and growth to the metro Detroit area.
'Detroit has asignificant amount of
opportunity,” Lockhart says. "People just
need to seize those opportunities. Greater
Detroit BIOCO con help make a difference.’

The Minority BIDCO Program is the
newest of the MSFs private
| Institutions programs, having hean
0 adopted by the MSF Board'in
January, 198B. The purposoofthe
program is to catalyze tho formation
of minority-owned and-operated
BIDCOs as part of the broader,
J emerging BIDCO Industry In Mlch|gan.
The Minority BIDCO Program enables
CE£  minorities to play a central role In
the financial institutions system
that provides capital to businesses.

BIDCOs are licensed and regulated private
financial institutions which oro able to take
more risk in financing businesses than
banks are able to assume. Formon Infor-
mation on the broader, emerging BIDCO
industry in Michigan, saa the section of this
report on the BIDCO Investment Program.

In order to maximize prospects for long-
term viahility and success of private,
minority-owned BIDCOs, they are given tho
flexibility to finance any Michigan business.
Atthe same time, strong Incentives hove
been Included inthe grogram_to oncourage
minority-owned BIDCOs to finance
minori(tjy_-ow_ned companies and companies
located in distressed aroas.

Like the BIDCO Investment Program, the
Mmorl(t]y BIDCO Program's success Is
dependent on the willingness of talented
private sector people to undertoko the
challenging and time-consuming task of
building a new financial institution, Including
building a m_ana%em_entteam anda
comprehensive business plan, and securing
privote Investment
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<2 The MinoritY BIDCO Pro%ram reached
alandmark In January 1990 when
& Greater Detroit BIDCO hecome the
first minority-owned and-operated
BIDCO to become operational. The
BIDCO Is operational with $0.6 million
Ininitial capital, including $800,000 In
equity investments from minority
££ individuals and minority businesses,
$3 million from the MSF, and $1.5 million
each Insenior deht from the Ford Foundation
and the Metropolitan Life Insurance
Company's foundation. A national recruit-
mentfor key management team members
resulted in the hiring of Ms. Catherine
Lockhart from Baltimore as Chief Executive
Officer, and Mr. Locksley Smith from New
York sb Senior Vico President

Greater Detroit BIDCO intends io finance
businasses'Bceross tho service, manufac-
turing end retail sectors, Inoluding some
start-ups. While substantial focus will be
givento businesses Inthe City of Detroit,
where its office isloct sd and whero most
of the stoto's minority businesses are
located,the BIDCO has defined its broader
e_o%[aphlc market to Include businesses in
ichigan located within a 100-mlle radius
of its office. A heavy emphasis will be given
to financing minority-owned companies.
Many of Greater Detroit BIDCO's financings
will also be in distressed areas. Greater
Detroit BIDCO anticipates that Its average
financing may be about$200,000, and that it
will provide a total of about$15 million in
financings during its first 10years of
operation.

Other minority BIDCOs are In tha process of
being devolopod.

FAX 202-434-4597? P.

I Organizers seeking to form a minority

BIDCO applyto the MSFfora

I funding commitment Tho same high
quality standards that the MSF uses
to evaluate BIDCO management
teams and business plans undortho
BIDCO Investment Program are
also used In rewewm% applications
under the Minority BIDCO Program.

oi - Aswith tha BIOCQ Investment

€ Program, the MSFsrole isto ,

£ catalyze tho formation of minority
BIDCOs, notto be Involved intheir
operation.

The initial capitalization for e minority
BIOCO consists of three components, as
follows: 1) at least $500,000 from equity
investors in tha BIDCO, more than 50%
of which must be from minorities*, 2) O
subordinate loan of up to $3 million from
the MSF, end 3) a senior loan or loans from
a private debtsource or sources, at least
matching tha amount ofthe MSF loan.
Thus, the typical minority BIDCO which
obtains $3 million from the MSFwould
open its doors with at least $8.5 million In
Initially committed capital from the three
components.

Tho MSFs loan Is structured as a 10-year
loan, with no principal payments until the
and of the 10th year, and with interest
allowed to accrue without being paid until
the end of the 10thyear. However, the
keg to the program design Is thattha
MSFs loan oan be gradually convertod m
Into a grant over a period of years hased
on the performance of the BIDCO In
creating Jobs and stimulating Increased
sales In minority-owned businesses and
businesses located In distressed aroas.
The convorsion formula gives the BIDCO
credit not only for immediate job creation
and sates stimulation In the companies it mm
finances, butalso provides extra credit for
long-term Impect This glvos tho BIOCO
additional Incentive to continue working
with and assisting a company aftera
financing is made. The conversion,
formula Erowd.es the BIOCO with credits
agalnstthe principal and accrued
interest on the MSF loan. In connection

Program
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with each minority-owned business or
distressBd-aroa business itfinances, the
BIDCO receives $1,000 of credit for each
job created, for each year durm([] a five-
year period from the data oftho finanoing.
tn addition, a credit of 1% of the increase in
the portfolio company's annual sales will -be
given, for each year during the five-year
period. Thus the program's subsidy Is
completeh( pBrformance-basod, and Is
earned only Ifthe BIDCO Is having real social
and economic impact

The formula has been designed so that; with
reasonable Performance by the BIDCID, tno
BIDCO should be able to fully convert the
MSFs loan into a grontwell bofore tho due
data of the loan. In addition to providing
strong incontivos for financing minority-
owned businesses and businesses In
distressed areas, the conversion of tha loan
into a grantwill promote the long term
viability and success of tha minority
BIDCOs thamsolves, by helping them to
substantially enhance their oqulty baso.

Greater Detrait BIDCO, Inc. ManaganantTaam and Invostora, Fromlofttoright seatedt LockileyA.
Smith, Catharine D, Lockhart, Dr. Kart 0. Gregory. Fromloitto right standing: Thaddous Foster, Ralph
J. and DorathyJ. Burrall, ONeil D Swanson 1, David L Griffis, JasophJ. Leo, B.D. Hil, Rohard T.
White, Dr. Julius V. Corbs. Notshown: GaybomAlton, DonH Barden, Nethan G and Diana Conyars,

Charles and Peggy Harrell andJamas 0. Lewis.
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FISCAL NOTE

STATE OF ALASKA BILLN O : CSHB 538 (HES)

1992 LEGISLATIVE SESSION
Revision Date] Department Affected: Labor
Title: "An Act relating to workers' BRU: Workers' Compensation

compensation ... for firefighters Component:
Sponsor. Representative Ellis Workers' Compensation
Requestor;  House Labor & Commerce COMPONENT SERIAL NO. 344

EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND&STRUCTURES
GRANTS.CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL

REVENUE
FUND SOURCE:

FUNDING: (Thousands of Dollars)
GENERAL FUND
FEDERAL FUNDS

OTHER
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year impact: None

ANALYSIS:  (Mttach a separate page ifnecessary)

/fO rfl. rh (\

Prepared byfu 3hn A>ASmre7Deputy Commissioner
Division: V Commlssloners' Office

Phone: 465-2700
D ate: 417192

o 17
Approved by Commissioner C. W,

Agency: Department of Labor Date: 4/7/92

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).-

Rev 10/7/91 Page 1 of 1



fiscal nore
STATE OF ALASKA BILL NO : HB538
1992 LEGISLATIVE SESSION
Revision Date; Department Affected: Labor
Title: ‘An Act relating to workers' BRU: WorkerslCompensation

compensation ... for firefighters ...‘ Component:

Sponsor: Representative Ellis Workers' Compensation
Requestor: House HES COMPONENT SERIAL NO. 344

EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING FY 93 FY 94
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND&STRUCTURES
GRANTS.CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0

FY 95 FY 96 FYy 97 FY 98

0.0 Q.0 Qo 0.0

CAPITAL

REVENUE
FUND SOURCE:

FUNDING: (Thousands of Dollars)
GENERAL FUND
FEDERAL FUNDS
OTHER

TOTAL 0.0 0.0 0.0 0.0 0.0

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year impact None

ANALYSIS: (Attach a separate page if necessary)

Phone : 465-2790

Prepared by. Linda Rexwlnkel. Director#
Date : 3/26/92

Division: Workers' Compensation™

Approved by Commissioner C.
Agency: Department of Labor

' ~[z2C. /1% Date: 3/26/92

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).

Rev 10/7/91 Page 1 of 1



-STATE OF ALASKA
1992 LEGISLATIVE SESSION

Revision Date:

FISCAL NOTE

Title: An Act relating to workers' comcensanon and occupational

dissbility benefits ‘or fire fionters

SRU: Risk Management

Sponsor: EHllis. Doniev. Finkelstem

Requestor:

BILL NO.

Depanment Affected: Administration

Component: Risk Management

COMPONENT SERIAL NO.

Excenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93
PERSONAL SERVICES o
TRAVEL 0
CONTRACTUAL 0
SUPPLIES 0
EQUIPMENT 0
LAND & STRUCTURES 0
GRANTS. CLAIMS 300.0
MISCELLANEOUS 0
TOTAL OPERATING 300.0
CAPITAL 0
REVENUE
FUND SOURCE: 0
FUNDING: (Thousands of Dallars)
GENERAL FUND 0
FEDERAL FUNDS 0
OTHER
FUND SOURCE: 1007 300.0
TOTAL 300.0
POSITIONS:

FULL-TIME 0
| PART-TIME o
TEMPORARY 0

Estimate of current year impact: None

ANALYSIS: (Attacn a separate page if necessary.)

See Attacned.

Preoared by: Don Hitchcock. Director / y Tf& |

Division: Risk Manacement

Aocroved bv Commissioner: Nancv Bear Usera Il

Acencv: Administration

A FYy 95 FY 96

0 0 o

0 0 0

0 ) 0

0 0 0

0 0 0

o] 0 0
500.0 700.0 900.0

0 o) 0
5C0.0 700.0 900.0

0 0 0

0 0 0
500.0 700.0 900.0
500.0 700.0 900.0

0 0 0

0 0

0 0

Phone: <165-2180

Date: February 28. 1992

Date:

/

HB 538

FYy 97 FY 98

o 0

0 0

0 0

0 o]

0 0

0 0
1,200.0 1.500.0

0 0
1.200.0 1,500.0

0 0

0 0
1,200.0 1.500.0
1,200.0 1,500.0

0 0

0 0
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FISCAL NOTE

STATE OF ALASKA BILL NO. HB 538
1992 LEGISLATIVE SESSION

ANALYSIS:

H3 538 creates a new and very broad presumption that any form of heart or respiratory disease or cancer affecting an individual with more
than five years of fire fighting exposure arises from their work experience. Thts presumption is further expanded to apply for an additional
20 years beyond the last date the individual was employed as a fire fighter.

Tne terms "heart disease, respiratory disease and cancer" are very broad and will be construed to extend this presumption such that any
form of the many variations of these diseases will be deemed caused by work rather than personal exposures.

The fiscal impact for this bill is difficult to estimate as it will extend not only to the 175 regular full-time fire fighters employed by the State,
but also to the 130 regular seasonal fire fighters engaged by the Department of Natural Resources (average of 5.3 months per year) and
possibly to the 600-300 emergency fire fighting crews that are hired for anywhere between 3 weeks to 2 months a year.

Conservative cost estimates (medical and wage less) range between $240,000 and $400,000 for each potential permanent aisabiiity claim.
We project future claims to increase each year due to the very broad language and 20-year extension period. Even by very conservative

estimates we anticipate several cases in the early years, with ever increasing obligations even beyond our five-year projection.

Since the Division of Risk Management claims funds are collected entirely through interagency receipts, if enacted premium allocations to
the employing agencies would be increased to meet this additional exposure.

2/LEC92/59UJtp/2 Page 2 of 2_



ALASKA STATE HOUSE pUiip

3111 C STRCET. SUITE *
AEHSNEEEL 2 Ae2ss RULES COMMITTEE

907 561-1628

JUDICIARY

WhlR mseeson SPECIAL COMMITTEE.ON INTERNATIONAL
JUNEAU ACASKA 99811

07 Yk TRADE & TOURISM

LEGISLATIVE COUNCIL

REPRESENTATIVE JOHNNY ELLIS

SPONSOR STATEMENT
House Bill 538

Firefightt-s lace occupational dangers that are unique to
their work. They rush into uncontrolled environments where they
are exposed to carcinogenic, poisonous or toxic smoke or fumes.
They are also exposed to a growing list of hazardous chemicals, the
effects of which are not fully known. The effects of exposure may
not manifest itself until long after the exposure occurred.

House Bill 538 was introduced due to the unique hazards faced
by firefighters. Under the state workers comtp_ensa_tlon program,
this bill changes the burden of proof from the firefighter to the
state, that an%/ heart disease, respiratory disease, cancer ofr
circulatory problems that the firefighter develops was not due to

the firefignter's employment.

Alaska is one of the few states that has not established this
presumption in regard to occupational diseases of firefighters.
Forty-three other states have done so. House Bill 538 includes

volunteer firefighters.



Member
Finance Committee
Transportation Committee
Special Committee on Oil & Gas

Senate
District J

District 17

ALCAN BORDER
ANDERSON

BIODELTA TO:
BOUNDARY
CANTWELL
CHICKEN
CHISTOCHINA
CLEAR

COPPER CENTER
DELTA JUNCTION
DENALT PARK
IXTT LAKE

DRY CREEK RE -

EAOLE

EAGLE VITLAGE
GAKONA
GLENNALLEN
GULKAN™A

FROM

DATE:

KENNY LAKE
MENDELTNA
MENTASTA LAKE
NABESNA
NELC1IINA
NEN"ANA
NORTHWAY
TAXSON
SLANA
TKNACROSS
TAZLINA

ﬁE}kIN
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I am very concerned with the
expose themselves to the
communities. |
the sponsor
presently
volunteer
communities

glasfea iExtate Hegtslaturc
SENATOR DICK SHULTZ

0.0. b» v
Juneau, Alaska 99811
(907) 465-4940
Home: P.0. Box 487

Alaska 99780

MEMORANDUM

REP. FINKELSTEIN / CHAIR HOUSE LABOR & COMMERCE

SENATOR SHULTZ  fj.

APRIL 6, 1992

HB 538

* ok ok ok ok ok ok ok ok ok ok ok ok ok Kk * ok ok ok ok ok ok ok ok ok ok ok kK * Kk ok ok ok ok ok ok ok kK

risks volunteer fire fighters
normal course of their service to
therefore after receiving permission fronm
had an amendment drafted for HB 538 which 1is

in your committee. This amendment would include
fire fighters outside as well as inside organized
for workers compensation coverage.

have

%ﬁ%& I would appreciate inclusion of this language in HB 538 and
hope this bill would be reported out of committee 1in the near
future.

District 18

BAIXSER road

EIELSON/
MOOSE CREEK

NEWBY

NORTH IX)U

PLACK

R1CHARDSON
SALCIIA

Please advise me if |1
amendment and the

Thank you

may assist in any way with either the

legislation.

very much.
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HOUSE COMMITTEE REPORT

Date Referred: February 18, 1992 FURTHER REFERRALS: mw&%%

Date of Committee Action:

The HEALTH. EDUCATION AND SOCIAL SERVICES Committee considered: HB 538
MOUSE BILL NO. 538 DISABILITY/COMP BENEFITS: FIREFIGHTERS

"An Act relating to workers* compensation and occupational disability benefits for firefighters; and providing
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Injured Soldotna farefidhternow battles forair

el

ASSOCIATED PRESS

KENAI1 — A brief breath of toxic
smoke has brought Soldotna fireman
Rusty Griliey face to face with a
deadly lung disease. Now he 3 not
Tighting fires, he 3 fighting for his life.

Griliey, 33, injured his lungs during
a fire InJanuary at Alaska Fast Foto
in Soldotna. With other firefighters
from Central Emergency Services,
ie was outside the small store when
an unexpected gust blew fumes con—
taining photo processing chemicals
into his face.

After two visits to a Denver hospi—
tal specializing in respiratory prob—
lems, Criliey was diagnosed with
bronchiolitis abliterans, a disease in
which white cells, fighting infection
in the lungs, produce scar tisse that
closes off the lungs “smallest air—
ways.

In his case, Griliey Wmlungs admit
only 40 percent of the needed oxygen
into the blood stream. He ison oxy—
gen 24 hours a day toavoid any organ
or braindamage.

Since doctors have little experi—
ence combatting the relatively rare
lung disease, the effectiveness of his
treatment is something of an un—
known.

“The problem Ik, there 3 no scien—

weeks, he said.

Griliey is confined to a breathing
cord connected to a machine that
boosts his Intake of oxygen. His caily,
15-mInute walk outside with a port—
able oxygen tank tires him substan—

wlly,

tficdata on this kind of treatment,”” gl

Griliey said as he Inhaled oxygen
through a tube secured around his
nose. "'l Ml waiting tobe writtenup.””

Griliey Is taking steroids to figit
the inflammation in his lungs, which
constantly bunt, be said. The ster—
oids, however, Increase the amount
of white cells in the lungs which
cause the scar tisse, so he must also
take chemotherapy pills to counter—
balance the increase.

Doctors will not know if the ster—
oids and chemotherapy are working
for another three to sixmonths, Gril—
iey said. And if they do work, mtwll
require at least anotheryear of treat—
ment and the oxygen.

Unfortunately, his lungs feel like
they are getting worse. Others who
have had similar but more severe dis—
eased lungs have died within six

The situationhas alsobeen hard on
his family. His wife, Cherie, and his
three sons, David, 6, Daniel, 13, and
Stephen, 16, have had to pick up the
slack on tasks he used to do around
the house. He cannot work, but be
will receive a full-time salary for up
toayear from the date of the fire.

Fire Chief Greg Barclay said Gril-
ley T injury in tha Una of duty is tha
moat severe in his memory.

Since the fire, the firedepartment
has revised Its procedures for work —
ing around toxic smoke. Firefighters
now have better breathing appara—
tuses, and use a detector that deter—
mines the concentrations of carbon
dioxide and other chemicals ata fire
Site.
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6 April 1992

Pep. Richard Foster
FAX #465-3242
JUNEAU, ALASKA

Dear Richard,

Noticed that House Bill No. 538

was due to bhe discussed in. the

near future and wanted you to know
after- having been on a Volunteer
Fire Dept, here in Nome for 25
years, that | support the conoept

of protecting those that protect

so many others. Workman's Compen-
sation Benefits for the Volunteer
Fireman-has-been a long-"time-"-in
coming. The Volunteer Fireman U
fierveB the public in no less form
than does the Paid Fireman.tTttey
serves the public at full exposure
to.financial loss to their families
for those diseases and dangers that
effect all Firemen. Although | am
inside as a Fireman, 1 suspect from «©
my other backgrounds that Volunteer s
Departments would attract more t
Piremen towards Volunteering if they*
had the security afforded them thru £
Workman's Compensation. ' 0
Thanks for your time.

< th <com

nv-~S§1

EEC B. RASMUSSEN NVFD x.t. 1967-Pres.
Mayor of Nome, 1977-1985

aska'n C9pdwj.il Rmbsoksdor 0. Chukotka* .
«Xdltarod National Historic: Trail Advisory Council'
Alaska Special Task Force on Govenmentel Roles*

Toly <(907) 443-2791 or -3919 FAX (907) 441-5777 o r-2973
USNOLLDX13-MN TS:2T 26, &

Appointed,;
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STATE OF ALASKA
1992 LEGISLATIVE SESSION

Revision Date: 12-Mar-92

FISCALNOTE

BELLNO. HB 520

Department Affected: Natural Resources

Title: Water Use Fees and Sale BRU: Water Management
Components: Water Management
Sponsor: Rules Committee for Governor
Requestor. House Labor & Commerce COMPONENT SERIAL NO.
OPERATING FY 93 FY 94 FY 95 FY 96 FY 97
PERSONAL SERVICES 150.9 110.3 110.3 110.3 110.3
TRAVEL 8.0 8.0 8.0 8.0 8.0
CONTRACTUAL 88.5 44.0 44.0 440 44.0
SUPPLIES 6.0 6.0 6.0 6.0 6.0
EQUIPMENT 45.0 15.0 15.0 15.0 15.0
LAND&STRUCTURES
GRANTS.CLAEMS
MISCELLANEOUS
TOTAL OPERATING 298.4 183.3 183.3 183.3 183.3
CAPITAL
REVENUE
Funding Source: 800.0 2.500.0 3.000.0 3.250.0 3.500.0
FUNDING: (Thousands of Dollars)
GENERAL FUND
FEDERAL FUNDS
OTHER
Funding Source: 298.4 183.3 183.3 183.3 183.3
TOTAL 298.4 183.3 183.3 183.3 183.3
POSITIONS:
FULL-TIME 2.0 2.0 2.0 2.0 2.0
PART-TIME
TEMPORARY 1.0
Estimate of Current year impact:
ANALYSIS: (Attach a separate page ifnecessary)
See Attached
Prepared by: David P it Phone: 762-2572
Division: Water Management Date: 12-Mar-92
Approved by Commissioner Harold C. Heinze 071 ~ ~ Datc: 12-Mar-92
Agency: Department of Natural Resources n
Distrivtion (by prgare) - Legislatinve Airence, lepdatinveSoosar, Reguestor. OMB,
& Impected ATo/(ics).-
REV 10/A1 pece 1 of

916

FY 98
110.3
8.0
44.0
6.0
15.0

183.3

3.500.0

183.3
183.3

2.0

£



Additional Information
_ Water Use Fees and Sale of Water B ill
Operations
100 Personal — One Hydrologist Il, Range 16, Southeast (pft)

Services One NRM 1, Range 18, Southeast (pft)
One NRT Il, Range 12, Southcentral (temp. — update of
water records during 1 year period)

200 Travel — For field work throughout Southeast on streams and
?_tlher water bodies; to regional offices to update water
iles

300 Contractual Aircraft and boat charters, office space rent for two
new employees, newspaper advertising, water marketing

services and analyses, etc.

400 Supplies — Misc. office sup(plies, small professional tools, survey
supplies for field work

500 Equipment — Computer terminals for two positions
collection and storage; professional

equipment

to support data
hydro-survey

Requested funds would be used to process and administer large scale water
appropriations, assess and collect v/ater user fees, and market water and
ice resources.

Revenues:

1. Water Use Fees: Once water user records are updated, water fees
from existing apPro riations can be collected. New applications for
350,000 acre feet of water have been received, and we expect
applications for an additional 500,000 acre feet by the end of FY 93
(for water export to California) .

2. Water Sales: The sale of water for export could generate
slgnlflcant new revenues forthe State of Alaska. = Delivery and
infrastructure costs are yetto be determined, but prices paid for
water in California provide some indication of the potential size of
water fees. The California water bank is buying water rights from
agricultural sources at $125 per acre foot. ~The cost ct)f ocal water

delivered to coastal communities of California is about $500 per
acre foot, and the price of reclaimed water isabout $1400 per acre
foot. Current estimates fordesalinated water are $1800 to $2000
per acre foot. ~Santa Barbara has authorized paying up_to $1960 Per
acre for desalinated water delivered to that count¥. The initia
target volume for sales would be 1-2 million acre Teet per year.
Alaska's rivers discharge between 800 million and 1 billion acre
feet into the ocean each year.

Funds collected from water fees and sales could be used to offset the
cost of water _management programs, increase the network of stream gages,
augment the STORET water data base, and fund village safe water projects.



Position Title Hydrologist i
Time Status Staff Months
PFT 12

TYPE OF EXPENDIT JRE Amount
Salary 7.0 37.0
Benefits 14.6
Premium Pay -
Other -

Total Personal Services 51.6
Travel 2.5
Contractual 20.0
Commodities 3.0
Equipment 35.0
Other

Total Cost 1121

FUNDING SOURCE FOR TOTAL COST

Federal Receipts 1002
G.F. Match 1003
General Fund 1004 1121
[-A Receipts 1007
CIP Receipts 1061
Other

Request For
New Position
FNPWO!

AGENCY Natural Resources

BRU Water Management
COMPONENT Water Management

No. of Positions Range/Step Barg. Unit

1 16A

Location Election District
AWA

Justification

GGU

This position will inventory water resources in
Southeast Alaska and collect data on waterbodies,
especially those that have been selected, or are
highly likely to be selected, for large scale water

appropriations and withdrawals.

Paga 1of3
Revised Dale:

IFY 93 j



Position Title No. of Positions Range/Step Barg. Unit
Natural Resources Manager 1 1 18A GGU

Time Status Staff Months Location Election District

PFT 12 AWA 4
TYPE OF EXPENDITURE Amount Justification
Salarr 42.6 -
Benefits 16.1 The adjudication of water rights facility.
Premium Pay 00 Large scale water extraction in Southeast Alaska
Other 0.0 for Intake and out of state use and the

Total Personal Services 58.7 administration of water management (user) fee
Travel 2.5 program for the Southeast region. This includes
Contractual 9.25 coordination of the project loermitting process
Commaodities 1.5 through the Alaska Coastal Management Program,
equipment 10.0 and specific permitting requirement under AS 46.15
Other and other State and federal permits.
Total Cost 81.95
FUNDING SOURCE FOR TOTAL COST

Federal Receipts 1002
G.F. Match 1003
General Fund 1004 * 81.95
-A Receipts 1007
CIP Receipts 1061
Other

Request For
New Position
FNPWO2

AGENCY Natural Resources

BRU Water Management
COMPONENT Water Management

Page 20l 3
Revised Dale:

IFY 93



Position Title
Natural Resources Tech. I

Time Status Staff Months
Temp FT 12
TYPE OF EXPENDITURE Amount
Salarr 28.3
Benefits 123
Premium Pay 00
Other 0.0
Total Personal Services 40.6
Travel 3.0
Contractual 9.25
Commodities 1.5
Equipment 0.0
Other
Total Cost 54.35

FUNDING SOURCE FOR TOTAL COST
Federal Receipts 1002
G.F. Match 1003
General Fund 1004 54.35
l-A Receipts 1007
CIP Receipts 1061
Other

AGENCY  Natural Resources
Request For BRU Water Management
New Position COMPONENT Water Management

FNPWO3

No. of Positions Range/Step Barg. Unit
1 12A

Location Election District

GGU

EBA 99 (Statewide)

stification

This position will be a one (1) year temporary
assigned the task of updating up to 10,000 water

right files on the DNR, Land Administration

System (LAS) computer system. The updated

information will be needed inorder to

implement the water management user fee program
through the State's Revenue and Billing System

within the Division of Management.

Pago 3 ol 3
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State of A laska
OFFICE OF THE GOVERNOR
JONEAD

February 19, 1992

The Honorable Ben Grussendorf
Speaker of the House

Alaska State Legislature

State Capitol

Juneau, AK 99801-1182

Dear Speaker Grussendorf:

Under the authority of art. Ill, sec. 18, of the Alaska Constitution, | am
transmitting a bill to specifically authorize the Commissioner of the De?artment of
Natural Resources to establish water use fees or provide for the sale of water
resources.

The bill is designed to provide for the recovery of the market value of water
resources conveyed by the state, _partlcularIY under circumstances involving the
conveyance of rights to consumptive uses of large quantities of wat9r.

Regulations developed with public involvement wili spell out the details of who will
be charged for water, but we estimate that only those who use 50 or more acre
feet per year (ap?_rommately 45,000 gallons a day) will be affected. State
agencies, nonprofit groups, such as hatcheries, single family domestic users,

and other water users to be identified during the legislation and regulation
writing process would not be subject to the fee.

Water revenues can be used to support a wide variety of water-related programs,
including safe drinking water, water quality and water flow measurements.

The waters of the State of Alaska are an important and extremely valuable natural
resource. The state has an important interest in recovering, for the benefit of
the people of Alaska, the real value of the state's water and the real costs of
managing and conserving water resources. |lurge your early and favorable
consideration of this bill.



~»\ f"

WATER USER FEES R A F T
WHY A WATER USER FEE ?

The State of Alaska is conmdermg a water user fee for a number of reasons, not the
least beln% a method for the state to recover the cost of managing Alaska’s water
resources from the users of that resource. A user fee (mana?ement fee) has a few
other benefits that the Department feels make the overall user fee proposal a
complete management packaﬂe. The user fee concept in addition to management cost
recove'rz promotes the idea that water is a valuable natural resource that'is required
by all Alaskans to fulfill their basic needs, such as for drinking and bathing, but is
also used for the generation of power (hydroelectric, natural Pas and oil), food
(agriculture, seafood and other processing), timber, other petroleum products, mining,
and many other products and services used on a day-to-day basis. These same water
resources are used in their natural state to protect fish and wildlife and their habitat,
recreation, transportation and water quality. The user fee concept may also promote
water conservation. There are a number of studies that show, as the cost of water
increases, the use of water decreases. The management of Alaska’s water resource
will also benefit the state’s water rights program by ﬁrowdlng the opportunity to
update many of its water right files by eliminating those water rights no longer in
use or by decreasing those water rights where the total quantity ofwater is no longer
being used. The holders of these water rights will let the Department of Natural
Resources know when they stopped using water or are using less water than what
was originally granted to them when they receive their user fee notice each year. The
updating ofthe water rights system will help the water manager better understand
the water use requirements for specific commercial and industrial water users,
sources of water in specific areas, where water is used and what it’s used for.

WHO PAYS ?

Individuals and commercial and/or industrial businesses who use Alaska’s water
resources. In reality, it’s not cost effective or feasible to charge all water users a fee.
|t has been estimated to cost the state $50.00 to send and receipt a bill, so the lower
limit of a user fee would have to be $50.00. If the user fee is set at $1.00 per acre
foot of water used, no water user using less than 50 acre feet per year would be
charged. 50 acre feet of water is equal to about 44,600 gallons of water per day. The
homeowner using an individual water system (well, stream, or lake), most small
businesses, community water systems (serving less than 90 homes), and placer
miners using a suction dredge smaller than 6 inches would not be subject to a user
fee. The Iarﬁer water users (50 acre feet per year or more) would be subject to the
user fee. These could include commercial and industrial businesses, seafood
processors, public water supply, agriculture, mining, pulp mills, oil and p?s
development, oil and gas processing and other large water users.



wouLD THE AVERAGE HOMEOWNERBEA AFFECTED BY THE USER FEE?

No, a homeowner using a well, spring, stream or lake for his water suPpIy would not
be affected by the user fee. The user fee would only apply to those water users us_mgi
a quantity ofwater equal to or greater than 50 acre feet of water per year. A typica
single family home uses about 500 gallons of water per day or 0.6 acre feet per year.

WHAT WELL THE FEES BE USED FOR ?

The revenue generated from the user fees cannot be dedicated for a specific purpose.
The Department of Natural Resources would account for these revenues under a
separate accounting system and would request the legislature to appropriate these
revenues each year to the Department for the purpose of managing the state’s water
resources. The'yearly revenues would be used to collect, analyze and distribute water
resource data, administer the water rights program, water resource planning,
enforcement and compliance, and public education. Any revenues generated in excess
of those necessary for manage_ment purposes can be used to strengthen the state’s
stream gaging network, establishment of instream flow reservations, and to provide
funds to improve or construct remote water systems for towns and villages.

HOW MUCH REVENUE CAN BE GENERATED ?

Current_I%/ there are about 12,000 active water right files in the state. Those water
users with a Permit to Appropriate Water or a Certificate of Appropriation would be
subdect to user fees if their use of water is 50 acre feet per year or more. Of the
12.000 active files less than 1265 use a quantity of water equal to or greater than 50
acre feet per year. The quantity of water associated with these 1400 water right files
is about 16,720,000 acre feet per year. The largest single category of water user, if
¥ou include pending water right applications, 1s for fish and wildlife conservation.

here are 43 files in this category with a total quantity 0f 9,780,000 acre feet or 58%
of the total quantity associated with the 1265 water right files. The water in this
category is proposed for use, or used, forinstream flow reservations, fish ladders, and
habitat'enhancement projects. Of the 43 water rights in this cateﬁory, 42 belon% to
the Alaska Department of Fish and Game. It is the intent of the department to
exempt state agencies and non-profit organizations from the user fee. 1fthe water
used by these exempted a%enmes and organizations are subtracted from the total
guantl g of water (16,720,000 acre feet), the quantity subject to user fees would total

400.000 acre feet. Assuming the user fee was set at $1.00 rper acre foot per year, the
revenues generated could total as much as 3.4 millon dollars a year. As the state
grows and water appropriations increase accordingly, the revenues would also
Increase.

NOTE: These revenue figures are subject to the review and updating ofthe estimated
1265 water right files in which water use of 50 acre feet a year or more is on record.



LARGEUSE.XLS

WATER APPROPRIATIONS 50 ACRE-Ff. PER YEAR OR GREATER

Type of Use No. of Large Users  Ave. Acre-R Per User  Total Acre-R per Year
Cash Grains 2 405 810
Potatoes | 100 100
Reid Crops 12 145 1744
Farms-general 31 1584 49099
Anlmals-noncommerclal 1 123 123
Lawn and Garden 5 266 1331
RnRsh Rshing 1 5000 5000
Rsh Hatcheries 79 4478 353736
Lode Gold 1 861 9472
Placer Gold 896 2130 1908270
Molybdenum Mining 1 1447 1447
Metal Mining 5 678 3389
Coal Mining 1 281 281
Crude Petroleum 2 1253 2505
Sand and Gravel 1 539 539
AF regate Wash 2 328 657
Highwp" Construction 2 1202 2403
Frt. Trucking Terminal 1 484 484
Meat Packing 2 1086 2171
Seafood Canned 8 2874 22993
Seafood Fresh 1 8l 8l
Pulp Mills_ 1 5415 5415
Urea and Fertilizer 4 1149 4597
Petroleum Refining 1 855 855
Electric Power Generation 2 81983 1721650
Hydro Power Generation 12 35577 2561528
Public Supply 42 6531 274303
Sanltarg and Waste 1 1954 1954
Steam Supply 3 67 202
Construction Material Whsl. 1 4000 4000
Office Building 1 Pl 61
Golf Course e 60 120
Rec. Services 6 519 3115
qule%es _ 2 175 351
Wildlite Conservation 43 227531 9784083
Total 1265 16728869

*Does not include applications accepted, and pending.



LARGEUSE.XLS

V/*TER APPROPRIATIONS 50 ACRE-FT. PER YEAR OR GREATER

Type of Use No. of Large Users  Ave. Acre-Ft Per User  Total Acre-Ft per Year
Cash Grains 2 405 810
Potatoes 1 100 100
Field Crops 12 145 1744
Farms-general 3l 1584 49099
Anlmals-noncommerclal 1 123 123
Lawn and Garden 5 266 1331
FJnFlsh Fishing | 5000 5000
Fish Hatcheries 19 4478 353736
Lode Gold 1l 861 9472
PlacerGold 896 2130 1908270
Molybdenum Mining 1 1447 1447
Metal Mining 5 678 3389
Coal Mining 1 281 281
Crude Petroleum 2 1253 2505
Sand and Gravel 1 539 539
Ag%regate Wash 2 328 657
Highway Construction 2 1202 2403
Frt. Trucking Terminal 1 484 484
Meat Packing 2 1086 2171
Seafood Canned 8 2874 22993
Seafood Fresh 1 81 81
Pulp Mills~ | X 5415 *5+Hr * 1,8 MO
Urea and Fertilizer 4 1149 4597
Petroleum Refining 1 855 859
Electric Power Generation 2 81983 1721650
Hydro Power Generation 12 35577 2561528
Public Supply 42 6531 274303
Sanitary and Waste 1 1954 1954
Steam Supply 3 67 202
Construction Material Whsl. 1 4000 4000
Office Building 1 61 61
Golf Course 2 60 120
Rec. Services 0 519 3115
quleges . 2 175 351
Wildlite Conservation 43 227537 9784083
Total 1265 16728869

*Does not Include applications accepted, and pending.
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WATER

1 Acre-foot per day (AF/d)

50 AF/v (365 days/year)

1 Gallon per minute (gpm)

1 Cublc-Foot per second (cfs)

1 millon gallons per day

AF/d » Acre feet per day
AF/Yy « Acre feetper year
gpm a Gallons per minute
gpd * Gallons per day

cfs « Cubic footper second

FEB 21 92 02:05PM ST-FIK DNR MINING 907 563 1853

CONVERSION FACTORS

’: 32256,8g5p1n%allons

= 0.505 cfs
* 1,358.8 tons
- 44,640 gpd

a 1440 gpd

» .0044 AF/d

» .0022 cfs
1.6 AF/y

a 0.72 tons

* 646,358 gpd
* 449 gpmnm

= 1.98 AF/d

- 722.7 AFly

= 2695.3 tons

a 694 gpm

a 1.55 cfs

- 3.07 AF/d
= 1,120 AFly

- 4,170 tons

tons a 2000 pounds (1 gallon weights 8.34 pounds)

P.9/9



Withdrawal of 2 million acft/yr is flow of 2760 cu.ft/sec or
1780 m?allday. ~This water withdrawal is about the same flow in
Eih_e JOI owing rivers at these gaging stations, averagedaily
ischarge.

Kenai R. at Cooper Landing
Kasilof R. at Kasilof _ _
Susitna R. at Denali (Denali Hwy. Bridge)

This water withdrawal is about the listed percentage of flow of
the following rivers at these gaging stations, average daily
discharge. -

250% Mendenhall R. nr Auke Bay
1/5% Farragut R. nr Petersbhurg
10% Nushagak R. at Ekwok
200% Chena R. at Fairbanks
20% Kobuk R. nr Kiana

200% Kuparuk R. nr Deadhorse

This water withdrawal is about the listed percentage of flow of
the following rivers at the mouth of the river, average daily
discharge.

1% Yukon R.

4% Kuskokwim R.
5% Copper R,
5% Stikine R.
8% Nushagak R.
13% Kvichak R.
14% Colville R.
15% Kobuk R.

The estimated surface water outflow
Alaska is 1.5 mil cu.ft/sec or 989,
acft/yr. This withdrawal of 2 mill
surface water outflow.

Withdrawal of 2 million acft/yr is flow of 2760 cu.ft/sec or 1780
mgal/day which is 8 times the surface-water withdrawal for
offstream water-u3e for 1990 of 221 mgal/day and 28 times the
ground-water withdrawal for offstream water use for 1990 of 63
mgal/day in Alaska. This withdrawal is 6.25 times the total of
surface” and C?round water withdrawals of 284 mgal/day for 1990 in
Alaska. Hydroelectric power instream water use in 1990 in Alaska
was 1790 mgal/day or 2 million acft/yr, the same as the proposed

withdrawal.

for the entire state of
000 mgal/day or 1110 mil
lon acft/yr is 0.2% of the



M E M O R A N D U M State of Al aska

DEPARTMENT OF NATURAL RESOURCES
DIVISION OF WATER RESOURCES

TO: Harold Heinze DATE: September 3, 1991
Commissioner
FILE NO
TELEPHONE NO.: 762-2145
FROM: Ric Davidgd SUBJECT: Water User Fees

Director

After some considerable discussion we have prepared some revenue
estimates and an assessment of impacts on our proposed water user
fee. In addition to the points raised in the attached memo from
the Chief of Water Management, please consider that these numbers
are based on 1987 water rights data. We are presently undergoing
a review to update these numbers to 1991 with projections over the
next year based on large new water users.

An example is the anticipated application for 500,000 acre feet a
year for export from Alaska by Sunbelt Energy. An appropriation of
this amount of water, almost 163 trillion gallons annually, will
generate, at $1 per acre foot, $500,000 every year. Over 20 years
this would mean an additional $10 million of revenue to the State.
Without the user fee the state, under current authorities, will
only realize a one time application fee of up to $500.

As the attached memo points out our proposal onlty anticipates
assessing a user fee for uses in excess of 50 acre feet per year.
This means that all single family domestic supplies/uses, most
small businesses, villages, small municipal uses would not pay a

fee.

In the case of a community such as Anchorage the total per customer
cost @10,000 customers would be about $2.25 per year.

We have also reviewed user fees for non-consumptive uses of water.

at a far lesser rate ($.25 per acre ftz7 then consumﬁtive uses which
we recommend at $1 per acre ft. lease note the tahles that
illustrate the income variables.

In my informal discussion of this concept with friends and
neighbors I find most are more than willing to pay. | also find
that many are shocked that the state is not charging for the use of
its water, especially to the larger users.

Given the importance of this effort to our FY93 objectives, and to
the FY95 objectives of the Governor as outlined in our budget
instructions, | would like to ensure that we are in line with the
policies of ’-ourself and the Governor. May | suggest we develop
and provide .you with some uriefing materials for a meeting with the

Governor and/or the cabinet?

cc: Sharon Barton
Carol Wilson



MEMORANDUM State of Alaska

DEPARTMENT OF NATURAL RESOURCES DIVISION OF WATER J
TO: Ric Dawidg DATE: August 27, 1991
Director

TELEPHONE NO.: 762-2253

FROM: Gary J. Prokosch SUBJECT: Water User Fees
Chief,Water Management Section

In 1987 the Division of Land and Water Management put together a report on ways the
water section could increase revenues to supportthe cost of water management activities.
Most of the suggestions in that report have been implemented including increasing the
application fees. Increasing filing fees is one way to generate additional revenues but,
the revenues generated will not come close to covering the actual cost of managing
Alaska's water resources. Inthe 1987 report it was recommended that the Department
conceded charging a yearly water user fee to those larger water users in the State. This
recommendation was reviewed and discussed but, was not considered necessary at the

time. Maybe, now the time is right.

By charging a water users fee of between ten cent and $1.00 per acre foot of water
appropriated each year, a large portion of the present cost of the Division of Water's
water management programs can be met. This is not a unique idea, the states of
Arizona, Minnesota and Kansas currently have a water user fee program which helps to
support those states water management programs. The Yukon Territory charges a user
fee of $1.00 for each 10,000 gallons of water used per day up to 500,000 gallons and
0.50 cents for each 10,000 gallons per day over 500,000 gallons and 0.10 cents for each
10,000 gallons per day over 1 million gallons per day. At 10,000 gallons per day or 11.2
acre feet per year the user fee works out to $32.60 per acre foot In Minnesota a water
user must pay 5 cents per 1000 gallons for the first 50,000,000 gallons per year and 1
cent per 1000 gallons for the amount greater than 50,000,000 gallons peryear. A water
use of 50,000,000 gallons per yearin Minnesota would cost $18.30 per acre foot In
Kansas a water user pays 3 cents per 1000 gallons of water or $7.50 per acre foot In
Arizona the user fee ranges from 0.50 cents to $5.00 per acre foot depending on the
projected financial requirements-of the Arizona Department of Water Resources for the
next fiscal year. The cost difference between the Yukon fees and those paid in Arizona,
Minnesota and Kansas appear to be due to State and Federal subsidies of water and

unsubsidized water in the Yukon Territory.

Based on Alaska’s 1987 water rights data, the attached table shows the potential water
user fee revenues that might be generated from charging a fee of between 0.10 cents
and $1.00. per. acre-foot-of waten.used as authorized under the State water rights..,

program.
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$1,421,624.38

689,676.00

118,861.92

10,134.84

273,446.68

46.309.38

9,333.40

13,993.55

39,115.00

1,108.69

4,398.42

3,739.95

2,171.75

2,136.39

2,143.95

2,638,274.30

| 75il/af

$1,066,218.28
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The revenues presented in the first table represent only those revenues that might be*
generated by charging a fee to water user using more then 50 acre feet per year or
45,000 gallons per day. These revenue figures were based on water rights issued by the
Department prior to 1986 and only included the rights where a Permit to Appropriate
Water or Certificate of Appropriation was issued. Since 1986 the number of issued
permits and certificates has increased along with the total quantity of water being used
in Alaska.

When the final fee schedule is determined, it will be necessary to consider fees for the
non-consumptive use of water differently then those for consumptive uses. Hydro-
electric, power plant cooling, hatcheries and placer mining are non-consumptive water
uses and the largest water users in the State. Unlike other water use, non-consumptive
water is usually returned to Its original source with little change to the actual amount of
water diverted. The following table shows examples of potential revenues that could be
generated by charging different fees for consumptive and non-consumptive uses.

Corantie e SuFtotal” donsrote b Subtotdl Totd
$1.00/af 397971.16 efof 5007429  $928061.45

$L00GF 30797116 [W/af 240911 $62200627
$'olf 20848287 2oallcf 53007429 $828551.16
$.75laf 29848287 tW/of 240011 $2511%8
$ 50/6f  198,98859 |0t/af 240011 2300770

If the user fee was set at $1.00 per acre foot for consumptive water users and 0.25 cents
for non-consumptive users the estimated revenues would be between $800,000 and one
million dollars ayear. These revenues would increase overtime as use of Alaska's water

| 1t VRHG VAR
Cost/Acre Foot | $1.00/af | Tl | 5QCKF | 2000 | 10/



It would not be cost effective to collect user fees for any water use less then 45,000.
gallons per day based on $1.00 per acre foot, since it would cost the Department ovei*
$50.00 to collect and process the $50.00 fee. This would exclude small domestic,
commercial and industrial water users rom paying the user fee. A fee of $1.00 per acre
foot would not be an unreasonable cost to larger water users, for example a
petrochemical plant that uses 3,000,000 gallons a day would be expected to pay $3,360
per year and a public water supplier using 20,000,000 gallons a day would pay about
$22,500.00 per year. If the public water supplier had 10,000 customers the cost per
customer would be about $2.25 per year.

The program would be administered under the Department’'s Revenue Billing system
within the Division of Management. In 1987 when this concept was first addressed the
Division of Management claimed that the added workload would be minimal ind would
cost about 0.29 cents per biling. The impact on the staff to receive the returned
payments would average 20 new receipts per day and could be handled by existing staff.



MEMORANDUM State of Alaska

DEPARTMENT OF NATURAL RESOURCES DIVISION OF WATER
TO: Ric Davidge DATE: August 9, 1991
Director

TELEPHONE NO.: 762-2253

FROM: Gary J. Prokosch SUBJECT: Glacier Ice & Water
Chief,Water Management Section

On August 8,1991 you requested that | provide you with some figures on the sale of
glacier ice and water.

Glacier Ice: Currently there are 26 separate Temporary Water Use Permits issued for
the harvesting of free floating glacier ice. These permit have been issued to 10 seperate
individuals who have the authority to harvest about 5700 tons of glacier ice per week.

To date only one individual has harvested glacier ice under the authority of our permit.
The total quantity of ice harvested was 50,000 pounds or 25 tons. About 36,000 pounds
of was sold to a retailer in Hawaii for 45 cents per pound. The retailer sold the ice for
between $1.45 and 2.50 a pound. Inthis case the whole seller made about $16,200.00
and the retailer made about $72,000.00. The rest of the ice was sold in Anchorage for
$500.00 per clean ton or about $3500.00.

Prior to DNR requiring that a Glacier ice harvester obtain a permit, an Anchorage based
water bottling company harvested ice from the Prince William Sound and sold the ice in
Japan. The glacier ice sold for $ 1:00 a kilo (2.2 Ibs). The company harvested and sold
3 bout 500 metric tons of ice (1 metric ton equals 2204.6 Ibs) or 1.1 millon pounds. The
companies return on the ice sold was about $500,000.00. The retail price in Japan
averaged about $7.00 per kilo. The retailers return on the ice was about 3.5 millon
dollars.

To date the State of Alaska has collected about $ 900.00 in application fees for the
harvesting of glacier ice.

Water Sales: The Division of Water is in the process of authorizing a Temporary Water
Use Permit to withdraw water from a lake in Southeast Alaska. The water is going to be
sold to a lower 48 company at 1 cent a gallon. The company is going to ship the water
to California where it is going to be bottled.

The total quantity of water to be withdrawn for this purpose is 52,000,000 gallons per year
or 1,000,000 gallons a week. The whole saie cost of this water will generate about
$520,000.00 per year. The retail value of this water is unknown but could be as much
as $2.49 per gallon (based on bottled water in Anchorage) or 129 millon dollars a year.
This figure dose not include the cost of shipment or production. The agreement between
the seller and the buyer calls for the purchase of as much as 1 billion gallons per year.
The Temporary Water Use permit will be issued for only 52,000,000 gallons peryear;
The State received an application fee'of $200.00.
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A laska
Water Supply and Use

Alaska's water supplies might appear to be unlimited because
of the large quantities of precipitation received in the State
(fig. L<). Statewide average annual precipitation is about 1,050,000
Mgal/d (million gallons per day), and average annual runoffis about
989,000 Mgal/d. Alaska contains more than 40 percent of the Na-
tion's surface-water resources. Three rivers (the Yukon, the Kus-
kokwim, and the Copper) are among the 10 largest in the United
States. More than 3 million lakes range in area from pond size to
about 1,000 mil (square miles). Also, large amounts of water are
stored within two principal aquifers. Environmental conditions, legal
restrictions, and technological problems, however, limit the usability
of these abundant supplies.

Alaska encompasses a land area ofabout 586,000 mil or about
one-fifth of the area of the conterminous United States. Climates
range from frozen desert in the Arctic Slope basin to maritime rain
forest in the Southeast Alaska basin. Average annual precipitation
and temperatures range from about 5 inches and 10° F (degrees
Fahrenheit) in the Arctic Slope basin to about 300 inches and 45®
F in the Southeast Alaska basin. Much precipitadon occurs as snow.
Glaciers and icefields cover 28,500 mi2 or nearly 5 percent of the
land (Post and Mayo, 1971) and affect the timing and the quantity
of runoff. Many of the rivers are silt laden, are affected by mid-
winter overflow icing or ice-jam flooding at spring breakup, or are
ice covered much of the year. The occurrence and the availability
of ground water are limited by permafrost. The extent and thickness
of the permafrost decrease southward from a continuous layer as
much as several hundred feet thick in the Arctic Slope basin to areas

that are generally free of permafrost in the South Central Alaska
and the Southeast Alaska basins. Because of these conditions, there
is no certainty that either surface or ground water will be available
at a given time and location.

Several water issues in Alaska result from this variability in
the availability and occurrence of the water resource. Additionally,
the legal precedents for obtaining water rights cause conflicts. Com-
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Flgure 1 Water supply and population in .Jaska. A Water budget, in million gallons per day. ft Cumulative normal storage of reser*

voirs with at least 5,000 acre-feet capacity, 1880 to 1985. C Population trend. 1880 to 1985.

Population distribution, 1985: eacn dot on

the map represents 1,000 people within a census tract. Abbreviations: CU. consumptive use; ET, evapotranspiretlon; P. precipitation; SWI. surface-
water inflow; SWO. surface-water outflow (Sources: A. R.D. | jmke (U.S. Gaolog'cal Survey, written commun., 1985. ft U.S. Army Corps of
engineers, 1981. C. 0 Compiled by U.S. Geological Survey from US Bureau of the Census data.)
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petition for limited surfoce-water resources exists among industry,
fish hatcheries, recreation, and fish and wildlife habitat demands.
Ground-water-rights issues primarily involve public supply in basins
where surface water is scarce. Currently (1987), the Arctic Slope,
the South Central Alaska, and the Southeast Alaska basins are the
focus of these issues.

HISTORY OF WATER DEVELOPMENT

In 1914, the first large reservoir was constructed to provide
power for the mining and the timber industries in the Southeast
Alaska basin. Since then, 19 additional reservoirs that have storage
capacities greater than 5,000 acre-ft (acre-feet) have been built for
electric power generation and public supplies. O f these 20 reser-
voirs, 13 are in the Southeast Alaska basin, 6 arc in the South Cen-
tral Alaska basin, and 1is in the 'ftikon basin. These reservoirs con-
tain a cumulative cafacity of about 1.78 million acre-ft (fig. 1B).

The first significant increase of Alaska's population occurred
during the gold rushes of the late 1800's (fig. 1C). Postwar migra-
tion and homesteading increased the population during the late 1940's
and 1950's. Population growth during the 1960's and 1970's can be
anributed to the development of oil fields in Cook Inlet and at
Prudhoe Bay and the related pipcline-construction activities. The
continued raﬁid population growth of the early 1980's can be at-
tributed to the general economic well-being that oil production
brought to the State. The population reached 558,000 in 1985; 77
percent of the inhabitants live within 5 of the 28 census districts,
or county equivalents (fig. 1D). Anchorage contained 44 percent
of the State's population; the next largest concentrations of popula-
tion were in Fairbanks (13 percent), Kenai (8 percent), Matanuska-
Susitna (7 percent), and Juneau (5 percent).

Interest in Alaska's water supplies began during the gold
rushes of the late 1800's; miners washed the placer deposits to ex-
tract the gold. The population growth and the corresponding urban
development, especially after 1940, placed increasing emphasis on
water supply. Increasing needs for water supplies for power in the
Southeast Alaska and the South Central Alaska basins, for the pulp
and paper industry in the Southeast Alaska basin, and for the can-
neries in the Southeast Alaska and Southwest Alaska basins created
demands for water-resource information. Intensive developmentof
other natural resources began during the 1960's and continued
through the 1970's. Water was critical to support the oil fields in
the Arctic Slope basin and the petrochemical, the seafood, and the
timber production industries in the South Central Alaska and the
Southeast Alaska basins. Continued population growth, especially
in the South Central Alaska basin, increased the demand for public
supplies; ?round water became a major source o fsupply. Maintaining
instream tlows became an issue during the late 1970's, and that con-
cern has increased during the 1980's. Instream flow for hydroelec-
trié: power generation and fish hatcheries is an additional water issue
today.

WATER USE

The State's water budget is shown diagrammatically in figure
1A. Several natural conditions limit the quantity of freshwater that
can be recovered efficiently from Alaska's hydrologic environment;
for example, the availability of surface water may be affected by
the timing of winter frcezeup and spring hreakup an1 by the quai *
tity and the timing of runoffderived from melting snow and glacier
ice. The availability of ground water is limited bg thick lenses and
layers of relatively impermeable sediments and by the limited ex-
tent of coarse-grained permeable sediments. In permafrost rones,
even coarse-grained sediments may be frozen. Thus, although a
substantial quantity of witcr may be present within the State, the
water may not be available when and where it is needed.

Hydroelectric powerplants used 1.480 MgaJ/d to generate 18
percent, or 746 GWh (gigawatthours), of the electricity used
statewide. About 90 percentof this power was generated in the South-
east Alaska basin. The water was used instream, and no water was
considered for consumptive use.

Surface-water withdrawals supplied 82.2 percent of the water
needed for offstream uses; ground water provided the remaining
i7.8 percent. These values were determined by using the results of
a cooperative survey conducted by the Alaska Department of Natural
Resources and the U.S. Geological Survey in 1985, in which com-
munities and industries estimated their water use. Where quantities
of water use were not available, such data were estimated on the
basis of similarities between communities and uses. The statewide
distribution of total, surface-water and ground-water withdrawals
is aggregated by county in figures 2A, 2B, and 2C, r.spectively.
Surface-water withdrawals by Frinciral drainage basin and ground-
water withdrawals by principal aquiter are shown in figures 3d and
3B, respectively. Aquifers have been grouped informally into un-
consolidated alluvium and glacial outwash aquifers and bedrock
aquifers (U.S. Geological Survey, 1985, p. 129-131). Major ground-
water withdrawals were from the unconsolidated aquifers.

Most withdrawals occur in three of the principal river
hasins— Southeast Alaska, South Central Alaska, and Yukon (fig.
3d). Withdrawals in the Southeast Alaska basin were 55 percent .
(221 Mgal/d) of total wateruse in Alaska. About 99 percent of these
withdrawals was surface water. Industry and fish hatcheries were
the primary users of this water. In contrast, the South Central Alaska
basin accounted for about 27 percent (110 Mgal/d) of the total
withdrawals during 1935. This basin withdrew about 64 percent (64
Mgal/d) ofthe tosal ground water during 1985. The large withdrawals
for public supply and self-supplied domestic uses provide water to
the comparatively large population of the area. Public supply, self-
supplied domestic, and industry were the major water users. The
Yukon basin accounted for 15 percent 541 Mgal/dJ ot the total
withdrawals. Water used for mining and fossil-fueled powerplants
was 74 percentof the 61 Mgal/d withdrawn in the Yukon basin. Sur-
face water was used for nearly two-thirds of this quantity.

The remaining basins, the Arctic Slope, the Southwest Alaska,
and the Northwest Alaska, included 8 percent ofthe population and
used 3 percent of the total water. Public supply and self-supplied
domestic and commercial uses accounted for 61.9 percent of the
ground-water withdrawals within the Wrkon basin.

The source, use, and disposition o f Alaska's water resources
are shown diagrammatically in figure 4. The quantities of water given
in thia figure and elsewhere in this report may not add to the totals
indicated because of independent rounding. The source data indicate
that total freshwater withdrawals were 406 Mgal/d. of which 334
Mgal/d was surface water and 72 Mgal/d was ground water. The
use data indicate that, of total freshwater use, industry and mining
accounted for 34.7 percent and agriculture accounted for 38.6 per-
cent. The disposition dau indicate that most water (93.3 percent)
was returned to natural sources and was available for reuse.
Estimated consumptive use was 6.7 Percent (27 Mgal/d).

Alaska's water is generally of sufficient quantity and ac-
ceptable gualit for most uses. However, population inert a durrng
the last decade, especially in urban areas, have strained water*
distribution systems and generated concern about water avadabdity.
In Anchorage, a measurable decline in ground-water levels has been
attributed to increased withdrawals. Saltwater intrusion has halted
ftirther ground-water development In Auke Bay, near Juneau. In
Kenai and in the Arctic Slope basin, water supply is a conce.n to
communities near petrochemical industry activities.

Surface- and ground-water quality problems have been caused
either by natural processes or by human activities. Natural processes
Includo suspended sediment caused by glaciers, salinity, and
undesirable concentrations of Iron or arsenic produced by geo-
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Figure 3. Freshwater withdrawals by category of uae and hydrologic unit in Alaska, 1985. A, Surface-water withdrawals oy
principal drainage basin. Ground-water withdrawals by principal aquifer. Abbreviati n: Mgal/d is million gallons oar day. (Sources: A. Orainage
basins from Saabar and others, 1987; data from U.S. Geological Survey National Watar Oata Sioraga and Rtirieval System. B. Data from US

Geological Survey files.)
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chemical processes. Human activities include petrochemical con-
tamination, the addition of nitrates through septic-tank systems, and
the encroachment of saltwater in response to intensive ground-water
withdrawal. Nevertheless, even in areas of water-supply difficulties,
Alaska's water is é;enerally satlsfactory for most uses, although IocaIIy
it may not be readily obtainable from the nearest or most economical
source.

Public Supply

Public-supply systems withdraw, treat, and distribute water
to users. The total withdrawals for public-supply in Alaska were
an estimated 76 Mgal/d (fig. 4), which was 18.7 percent of total
withdrawals in 1985. Surface water provided 46.2 percent (35
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Figure 2. Freshwater withdraw >

MgaJ/d) of public- supp/ W|thdrawals and ground water provided
53.8 percent (41 M?ald f total withdrawals for public supply,
40.3 percent was delivered for commercial use, and 39.0 percent
was delivered for domestic use. About 60 percent (45 M?alld) of
public-supplied water was delivered in the South Central Alaska
basin.

About 62 percentof Alaska's population was served by public
water suppliers in 1985. The Municipality of Anchorage supplied
w srto one-halfof the population served by public-supply systems.
The per capita use by all public-supply customers ranged from 10
to 380 gal/d (gallons per day) in 1985. Public-supplied domestic use
ranged from 6 to 170 gal/d Ber capita. These values reflect the dif-
ferent types of water-distribution systems: for example, a public-
supply system in the Arctic Slope basin may consist of a water-

county In Alaska. 1985. A ’O]leithdrawals, a Surface-water withdrawals. C Grouna-water

withdrawals. iSourct: Oata Irom US. G*.- ,,..ai Survey National Watar Data Storage and fletntval SvJitm.l



