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H O U S E  O F R E PR E SE N T A T IV E S

O R A N D U

TO: Rep. Bi I Hudson
Chair, House Labor and Commerce Committee

FROM: Rep. Eileen Panigeo MacLean ĵjjV'-
DATE: March 22, 1993
RE: Scheduling of HB 180

HB 180 has been referred to the Labor and Commerce Committee, and I 
am requesting a hearing on this bill at your earliest convenience.
HB 180 responds to an unintended consequence of last year’s merger of DCRA housing loans into AHFC. AHFC’s building inspection 
requirements in AS 18.56.300(b) were designed for residential 
construction within municipalities or along the road system. Their 
application to remote settings was not anticipated, and can result in 
thousands of additional dollars added to the cost of a new home. This 
works against the development of new housing in remote areas where it is most needed.
HB 180 does not eliminate the requirement for multiple building 
inspections during construction. Instead it allows AHFC to use some flexibility in applying the existing criteria in remote settings.
HB 180 broadens the pool of eligible inspectors by including licensed 
architects and engineers, and more importantly it authorizes AHFC to 
identify other qualified people in rural communities who are capable of 
doing one or more of the required inspections.
In addition, this bill allows the use of videotape or other means that get 
the job done without requiring a site inspection. And it authorizes AHFC 
to use flexibility in its interpretation of building codes as long as health 
and safety considerations are not compromised.



Rep. Bill Hudson
March 22, 1993

AS 18.56.300(b) was originally enacted to ensure that areas immediately 
outside municipal boundaries are held to comparable inspection 
requirements on AHFC-funded residential housing construction projects. 
While a requirement of four on-site inspections may be reasonable in 
urban areas, it imposes an unreasonable burden in areas where 
inspectors must be flown in.
HB 180 has the support of the banks involved in rural lending. It is 
welcomed by AHFC. And many builders have testified to the need for a 
more flexibile arrangement in rural areas.
If you need further documentation, please contact David Harding of my staff (-3862).
Thank you.



§ 18.56.220 H e a l t h  a n d  ° .* ĉ t y  § 18.56.300

Sec. 18.56.220. D uty to adv ise  ab o u t co rp o ra tio n 's  p rogram s. 
The corporation shall make a reasonable effort, through seminars, 
training sessions, and other forms of technical assistance, to assist 
local governments, regional housing authorities, nonprofit organiza­
tions, and other organizations and individuals to understand the cor­
poration’s housing programs and the opportunities that exist to obtain 
financial assistance from the corporation. (5 98 ch 4 FSSLA 1992)

E ffe ctiv e  dates. —  Section 152. ch. 4,
FSSLA  1992 makes this section effective 
July 1. 1992.

Sec. 18.56.300. C onstruc tion  s ta n d a rd s  for housing  eligible 
for p u rch ase  o f loans, (a) The corporation may not make or pur­
chase a housing loan for residential housing the construction of which 
begins after June 30, 1992, unless the seller of the mortgage loan 
complies with the provisions of this section and unless

(1) the unit is in compliance with the construction codes of the 
municipality, if the unit is located within a municipality tha t has 
adopted and enforces construction codes and each of those codes meets 
or exceeds the comparable standards for similar housing established 
by the state building code; or

(2) the unit is in compliance with the comparable standards for 
similar housing established by the state building code

(A) if the unit is located
(i) within a municipality whose construction codes do not meet the 

standards for similar housing established by the state building code;
(ii) within a municipality th a t does not enforce construction codes;

or
(iii) outside a municipality; or
(B) as to each specific code within the construction codes of the 

municipality tha t has adopted and enforces construction codes if the 
specific code does not meet or exceed the comparable standard for 
similar housing established by the state building code.

(b) As a condition of a commitment to purchase or approve a loan 
under this section for residential housing the construction of which 
begins after June 30, 1992, the corporation shall require inspection of 
the un it of residential housing th a t is the subject of the loan. The 
inspection must be performed by a municipal building inspector or by 
a person who ir . .oved or certified to perform residential inspec­
tions by the International Conference of Building Officials or the In­
ternational Association of Electrical Inspectors. The person who 
makes the inspection shall determine whether the construction con­
forms to relevant provisions of the construction codes of the munici­
pality or of the state building code, as applicable, a t each of the follow ­
ing stages of construction:
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§ 18.56.390 A la s k a  St a tu te s  S u p p le m e n t § 18.56.390

(1) plan approval;
(2) completion of footings and foundations;
(3) completion of electrical installation, plumbing, and framing;
(4) completion of installation of insulation;
(5) final approval.
(c) A person may not bring an action for damages based on a duty 

imposed by (b) of this section to inspect a residential unit unless the 
ac:.ion is for damages caused by gross negligence or intentional mis­
conduct.

(d) This section does not apply to a nonconforming housing loan 
made or purchased by the corporation.

(e) In this section,
(1) "construction codes” means, with reference to a municipality, 

the building, mechanical, plumbing, and electrical codes, or any of 
them that have been adopted and are enforced by the municipality;

(2) "state building code” means
(A) for building standards, the standards set out in the version of 

the Uniform Building Code adopted by the Department of Public 
Safety under AS 18.70.080, including the provisions of that code appli­
cable to buildings used for residential purposes containing fewer than 
four dwelling units, notwithstanding the exclusion of those buildings 
from the Departm ent of Public Safety’s jurisdiction made by AS 
18.70.080(a)(2);

(B) for mechanical standards, the standards set out in the version of 
the Uniform Mechanical Code adopted by the Department of Public 
Safety under AS 18.70.080, including the provisions of that code appli­
cable to buildings used for residential purposes containing fewer than 
four dwelling units, notwithstanding the exclusion of those buildings 
from the Departm ent of Public Safety’s jurisdiction made by AS 
18.70.080(a)(2);

(C) for plumbing standards, the publications identified as the mini­
mum plumbing code under AS 18.60.705; and

(D) for electrical standards, the minimum electrical standards pre­
scribed by AS 18.60.580. (§ 2 ch 85 SLA 1990; am § 1 ch 29 SLA 1991; 
am §§ 1, 2 ch 52 SLA 1991; am § 99 ch 4 FSSLA 1992)

E ffe c t o f  amendments. —  The 1992 "or purchased" and deleted "under AS 
amendment, effective Ju ly  1,19 92 , in sub- 18.56.106" from the end. 
section (d), inserted "nonconforming" and

Sec. 18.56.390. Definitions fo r AS 18.56.010 — 18.56.390. In AS 
18.56.010 — 18.56.390, unless the context clearly indicates a different 
meaning,

(1) "adjustable rate  mortgage loan” means a mortgage loan with 
respect to which the interest rate varies or is expected to vary from 
time to time by reference to an index or formula or other reference 
point;
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S p o n s o r  S t a t e m e n t  
HB 180

Rep. Eileen Panigeo MacLean

HB 180 relates to the residential housing inspection requirements of the Alaska 
Housing Finance Corporation. When DCRA’s rural housing loan progams were 
merged into AHFC last year, they became subject to AHFC's inspection 
requirements as listed in AS 18.56.300(b). These requirements were never intended 
to apply to rural housing loan programs; in fact, AHFC's primary rural loan 
program (non-conforming housing) is specifically exempted in the statute.

Rural housing loans have been subject to the AHFC inspection requirements since 
July 1, 1992. These statutory requirements mandate a minimum of four site visits by 
a qualified inspector. Very few of these inspectors live in rural communities. The 
result is that a homeowner building a new house must pay for an inspector to fly in 
five times to review the progress of the project. If the inspector finds any problems 
during one of these site visits, additional inspection trips may be necessary.

Lending institutions have found that these requirements can add thousands of 
dollars to the price of a new home. This is an unnecessary and unfair burden on 
rural homeowners who already are faced with extremely high home construction 
costs.

While it would be simpler to exempt the former DCRA rural loans from such 
requirements, the housing inspection process can serve a useful purpose. It assures 
safe construction and offers lending institutions a level of comfort in financing 
rural projects. However, the key to assuring safe construction in rural areas without 
sending the price through the roof is flexibility in applying the inspection 
requirements.

HB 180 would provide this flexibility in the following ways;
• It broadens the pool of eligible inspectors statewide by allowing licensed 
architects and engineers to conduct the inspections. These professionals are 
clearly qftdified to accomplish the task, and they often travel to rural areas to 
monitor construction projects.
• It allows AHFC to identify other qualified individuals in rural 
communities. A local contractor or journeyman in a trade might be obvious 
c? didates to carry out part or all of a remote inspection.
• V. authorizes inspection methods other than a physical site visit by an 
inspector. For example, AHFC could approve an inspection of footings and 
foundations based on videotape or photographs.



HB 180 Sponsor S tatem ent -2-

In addition, this bill authorizes AHFC to accept building methods or materials that 
may not meet state building codes if the corporation is satisfied that the code 
variation does not sacrifice health or safety. Such variations may help to remedy 
the rural disadvantage regarding available materials. If a building material were 
available that may not meet code but would stand up to an engineering review, 
then AHFC would be allowed to accept such equivalent subsitutions.

HB 180 has the support of lending agencies around the state. AHFC agrees with the 
need for greater inspection flexibility. And builders appreciate the need for different 
inspection criteria in remote areas. The bill has a zero fiscal note from AHFC.



P.O. Sox 100600
Alaska Bankers Association

Anchorage, Alaska ‘"'95104600 1907) i . "936

March 9, 1993

Representative Eileen MacLean 
State Capital 
Room 507 
Juneau, AK 99801
Dear Representative MacLean:
We believe HB180 is a necessary change in Section I AS 18.56.300(b) 
regarding mandatory construction inspections that affect the entire state of 
Alaska. The change will mitigate the severe financial and procedural impact of 
the law on rural areas while stiil providing quality housing, health, and safety 
protection.
There are approximately 178 ICBO certified inspectors who graduated from a 
class put on in 1992 by AHFC in anticipation of this law. These inspectors are 
distributed through 33 communities around the state. These private inspectors 
may not provide their services at reasonable cost when considering the social 
need to provide modem housing in rural Alaska.
We see two problems with the existing statutes for rural home builders: 1) The 
high cost of a home builder supporting the inspection program, and 2) the 
required inspectors are limited narrowly to only ICBO inspectors. In outlying 
areas such as St. Paul, King Cove, or Nome, the cost of four on-site inspections 
is for round-trip airfares plus possibly room and board. Anchorage/St. Paul is 
currently $1,054 round-trip. If a typical inspector charges $1,800 for a house, 
the total bili could exceed $7,800. Costs for on-site visits for appraisal, surveys, 
thermal standards, and environmental considerations are in addition to this.
Secondly, by limiting the inspector pool to only ICBO inspectors, many qualified 
architects, engineers or other responsible persons are eliminated in assisting in 
the inspection process. Some of these local officials may be more experienced 
in local conditions than a newly created inspector flying out from an urban area. 
Many architects and engineers have frequent occasion to fly to rural areas to 
inspect projects and could add a home inspection at little extra cost



R epresentative Eileen M acLean
March 9, 1993
Page Two

It is our understanding that the original legislation exempted DCRA's Rural 
Housing Program from the statute, but an unintended by-product of the merger 
of DCRA's rural housing program into AHFC was to make this law a fact-of-life for the entire state.
We believe the solution to this problem is through passage of house bill 130 as it 
is currently written and asks for the legislature's support of the bill.
Sincerely,



D IV IS IO N  O F  L E G A L  S E R V I C E S

L E G I S L A T I V E  A F F A I R S  A G E N C Y  
S T A T E  O F  A L A S K A

(907) 465-3867 or 465-2450
FAX (907) 465-2029 uo  Seward S{reeu Suile 4Q9
Mad Stop 3101 Juneau, Alaska 99801-2105

M E M O R A N D U M  March 4, 1993

SUBJECT: Sectional summary of HB 180

TO: Representative Eileen MacLean
Attn: David

FROM: Theresa L. Bannister
Legislative Counsel

You have requested a sectional summary of the above-described bill.

As a preliminary matter, note that a sectional summary of a bill should not be 
considered an authoritative interpretation of the bill and the bill itself is the best 
statement of its contents.

Section 1. Amends AS 18.56.300(b) (in the Alaska Housing Finance Corporation 
chapter) to

(A ) allow additional persons (licensed architects and engineers, and other AHFC- 
approved persons) to perform in rural areas the inspections required by AS 18.56.- 
300(b);

(B ) allow the inspector to use methods other than personal physical inspections to 
make the inspections in rural areas, if the methods are approved by the AHFC;

(C) authorize the AHFC to accept in rural areas variations from the applicable 
building code, if the inspector satisfies the AHFC that the variations don’t adversely 
affect the structural integrity of the unit being inspected or the health and safety of 
the residents.

Section 2. Defines "rural area" for sec. 1.

If I may be of further assistance, please advise.

TLB:gc
93-193.glc

SECTIONAL ANALYSIS
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An Act relating to tha residential housing inspection
requirement of tha Alaska Housing Finance Corporation

Dept. Affected: 
‘ BRU:
Component:

□ apartment of Revenue
Alaska Housing Finance Corp 
Alaska Housing Finance Corp

Sponsor:
Requestor:

Representative MacLean
Representative MacLean
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COMPONENT SERIAL NO. 

(Thousands of Dollars)
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OPERATING FY94 FY95 FY96 FY97 FY98 FY99
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND 4  STRUCTURES 0 0 0 0 0 0
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CAPITAL 0 0 0 0 . . Q 0
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ANALYSIS: (Attach a separate page if necessary)

Alaska Housing Finance Corporation does not anticipate any increased cost with the proposed amendment to AS 18.56.300.
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March 11, 1993

Representative Harley Olberg 
Alaska State Legislature 
State Capital 
Juneau, AK 99801-1182
Re: Residential Housing Inspection

Requirements of AHFC
Dear Representative Olberg:
National Bank of Alaska has been a participant in the development of the 
housing needs of Alaskans since its inception 77 years age Due to the difficulty 
of attracting capital to our state for housing, NBA maintained an office in New 
York for that purpose in the 1350s and have participated in the creation of 
Alaska Housing Finance Corporation. N3A has-been actively involved with 
Fannie Mae, Freddie Mac, HUD, VA, the Farmers Heme Administration, and 
other secondary market lenders to assure the flow of capital to meet the housing 
needs of all Alaskans. If is our belief that the long-term viability of the state of 
Alaska is dependent on the equal access of housing to ali inhabitants. 
Government regulations that inhibit equal access to housing or create a situation 
thai discriminates by adding burdensome costs to particular residents of our 
state and does not foster equal access to housing of cur population are not 
acceptable.
We believe that the ICBO legislation previously enacted created a costly 
bureaucratic situation for rural residents of the state of Alaska and does not 
practical increase equality of housing to our rural residents. Weltherefore 
have supported and encouraged the enactment of House Bill 180 which deals 
with inspections in rural and remote Alaska and ask that you provide support to 
this legislation as well. Keep in mind that the proposed amendments to the 
existing law relate to rural areas and increases the ability of Alaska Housing 
Finance to meet quality and safety objectives by giving it flexibility to deal with 
problems of remote communities Rural in this legislation means an area ihat is 
not land connected by the state highway system.

A l a s k a ' s  M o s t  C a n u t n t e r i t  B a n k



Alaskans, in general, abhor ether people forcing governmental authority onto us 
when we feel that these rules inhibit cur ability to function as a unique society. 
Please keep in mind that Alaska has numerous communities and climates 'with 
unique situations which may require unique solutions. Costs related to 
Government regulations that may seen reasonable to a Ker.ai home builder may 
cost ten times as much for a home in the 3ush. The original ICSG !aw was not 
intended to cover rurai Alaska; however, with the merging of DCRA and Alaska 
Finance Corporation such a regulatory requirement new exists.
Your support ar.d assistance in this matter would be greatly appreciated. If you 
have additional questions about the technical aspects of the bill, please contact 
Jim McCormack at 265-2878.
Sincerely yours,

Jan K. Sieberts 
Senior Vice President



H O F F M A N -L A N G L IE , IN C
GENERAL CONTRACTORS 

P.O. BOX 721 BETHEL, AK 99559 
(907) 543-3983 FAX (907) 543-3956 f
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3/11/93

Eighteenth Legislature 
Juneau, AK

RE: House Bill No. 180

Attn: Legislators

This letter is in support of House Bill No. 180, sponsored by Rep. Eileen Panigeo 
Maclean, which addresses the problem of the five required inspections on residential 
housing in rural Alaska.

As a general contractor in the Bethel area for the past 15 years, we know the cost 
of building in the rural areas is much higher than other areas. Although we feel 
building inspections benefit all parties concerned, HB 180 at least gives the home­
owner seme options, which may result in lowering the total cost of construction.

If inspections could be done by more than one qualified agency, the construction process 
would be able to proceed much faster, and probably much cheaper than depending on one 
source for inspections.

Since the building season is short, rural builders need some flexibility for getting 
the required inspections done.

In closing, our company strongly supports HB 180 and its benefits to rural hombuilders, 
and feel it would not hinder quality construction in rural Alaska. Thank you.

S i n c e r e l y ,

Michael E. Langlie - President 
Hoffman-Langlie, Inc.
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k e n a i p en in su la  builders  a s s o c ia t io n

W ritten  Testim ony 
House Bid No. 180

March 11, 1993

The Kenai Peninsula Builders Association is aware that the residential 
housing inspections required by Alaska Housing Finance Corporation are 
difficult and expensive for some outlying rural areas to comply with. 
House Bill 180 adresses this problem and while we support the reasoning 
of this bill, we can not support legislation which would allow inspections 
by anyone other than an ICBO certified inspector.

We fee- that the intent of the existing statute which requires that 
inspections be made only by ICBO certified inspectors needs to be 
recognized and preserved. We strongly support the intent o f the original 
legislation which requires ICBO certification for inspectors.

The Kenai Peninsula Builders Association agrees that the Alaska Housing 
Finance Corporation should be given the authority to deal with isolated 
problems of residential 'inspections in rural areas on a case-by-case basis.

B o x  1 7 5 3  •  K e n a i ,  A la s k a  9 3 3 1 1  •  (9 0 7 )  7 7 6 -5 7 1 9
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A l a s k a  S t a t e  L e g i s l a t u r e

Heasa enter into toe retard my testimony tc the _ic_ r - r n n i . r i  T ‘, r O •■' -s. ,.

ccfT.mntee name

_     vs- ri=toH March 11, 1 9*33committee o n  u,— Ll------------—  . cateo —    ------------------ -
bill/subject

The problem K3T-3C id dresses dees not have ta he £•; difficult. The 
co sc cc inspections or the rural areas could easily be substantial! 
lowered. The estimated costs, frecuar-1 y qacted.. are i;er, much 
s M s e e r s t e d  F i v e  -  e i s h ~  “ i v r u s a r i  ■'5 • r  1, • - O f  . - u - .  - . . .

inspections 'required, only ewe wool:’ require an on-site inspection.

1, P l a n _ approval - could be mailed to inspector.
- / uccrcngs and fruniat ions - could be aiecuately ohctorratho
3, Electrical, plcirirr.g, framing - would require an co-site 

insteerionI
4, I n s u la t io n  - ph o to g rap h ed .
5, final - on-site inspection.

In this way the cost could be. very much reduced. If the cosc i 
stole tCQhiigr. tne builder should call another certified inspect' 
tc pat a setter price, To allow an arc hi tech cr engineer Cor other 
to do an inspection is definitely not the way to go. Make them cat 
the tests.

y

Signed: l 3 \ ^ k i A  b C S A f f i iw i
Testifier

Advanced Home Inspections

Representing (Optional)
Box 419“ , Homer 916 0 3

Address
2 3 5 - 4 2 2 7

Phone No.
*/M L io iU tw  Wltg/mjBOfl QTftCg
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March 9, 1993

Representative Eileen MacLean 
State Capital 
Room 507 
Juneau, AK 99801
Dear Representative MacLean:
We believe HB180 is a necessary change in Section I AS 18.56.300(b) 
regarding mandatory construction inspections that affect the entire state of 
Alaska. The change will mitigate the severe financial and procedural impact of 
the law on rural areas while still providing quality housing, health, and safety 
protection.
There are approximately 178 ICBO certified inspectors who graduated from a 
class put on in 1992 by AHFC in anticipation of this law. These inspectors are 
distributed through 33 communities around the state. These private inspectors 
may not provide their services at reasonable cost when considering the social 
need to provide modem housing in rural Alaska.
We see two problems with the existing statutes for rural home builders: 1) The 
high cost of a home builder supporting the inspection program, and 2) the 
required inspectors are limited narrowly to only ICBO inspectors. In outlying 
areas such as St. Paul, King Cove, or Nome, the cost of four on-site inspections 
is for round-trip airfares plus possibly room and board. Anchorage/St. Paul is 
currently $1,054 round-trip. If a typical inspector charges $1,800 for a house, 
the total bill could exceed $7,800. Costs for on-site visits for appraisal, surveys, 
thermal standards, and environmental considerations are in addition to this.
Secondly, by limiting th© inspector pool to only ICBO inspectors, many qualified 
architects, engineers or other responsible persons are eliminated in assisting in 
the inspection process. Some of these local officials may be more experienced 
in local conditions than a newly created inspector flying out from an urban area. 
Many architects and engineers have frequent occasion to fly to rural areas to 
inspect projects and could add a home inspection at little extra cost.

L E T T E R S  O F  S U P P O R T
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Representative Eileen MacLean 
March 9, 1993 
Page Two

It is our understanding that the original legislation exempted DCRA’s Rural 
Housing Program from the statute, but an unintended by-product of the merger 
of DCRA's rural housing program into AHFC was to make this law a fact-of-life 
for the entire state.
We believe the solution to this problem is through passage of house bill 180 as it 
is currently written and asks for the legislature's support of the bill.
Sincerely,

Jim McCormack 
Vice President
gs
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™ G llI ^  JT U c U c J  m-Ci&tA<Lr ,Co. CO.

Ref: House Bill 180 

I )ear legislator:
Fai t

Recently I received a copy of HB 180 entitled "An Act Relating To The 
Residential Housing Inspection Requirements Of The Alaska Housing 
Finance Corp." As a registered architect in the State of Alaska and design 
professional involved in the inspection of the residential and commercial 
buildings, i find this change very positive. A request was made initially on HB 368 to included architects and engineers in that legislation, however, it was not done. Many different problems have been created by that omission 
and this is an attempt to clarify that oversight. This clarification is admirable 
and should be passed.
Lines 2 and 3 on page 2 do create an interesting set of circumstances for 
which further clarification are needed. The default position of HB 368 and 
HB 180 is that the Executive Director of Alaska Housing Finance Corp. is 
indeed the State Building Official and is the party that sets what body of codes that are to be enforced. In addition, there is no State Building Code 
for residential construction in the State of Alaska that is enforced by any 
agency as all of those agency's have been precluded by statue. Therefore, 
the Executive Director of Alaska Housing Finance Corp. is the defacto 
building official for this legislation and by the rules of the applicable codes has the authority to make changes and exceptions. That condition presently 
exist and will continue to exist based upon this legislation.
Finally let me state that the Architects I have spoken with are in favor of this 
modification to HB 368 and in favor of the passage of HB 180.
Sincerely,

N. ClaiboraeJPorter, Jr. 
AlA 7

PLANNERS

0

118 E. INTERNATIONAL AIRPORT RD. * ANCHORAGE. ALASKA 00618 . (007) 562-2283 . (007) 883.8368 PAX



E A G L E  C O N T R A C T IN G  C O R P O R A T IO N
You 've tried the rest now try the best.

March 10, 1993

R£: House Bill 180

This letter is to urge you to support HB 180. This bill would greatly benefit rural 
communities with regard to the;a$Mse ot'fefiiklmg. i , '

Sincerely,
•V A,

\ V.

(
David SjostedH 
President

P . O .  B O X  1 1 2 8  * C O R D O V A .  A L A S K A  9 9 5 7 4  •  ( 9 0 7 ) 4 2 4 - 7 7 0 2



TO. DAVE

FROM. BROOKE T . ADKINSON 
PO BOX 1 0 8 0  
CORDOVA, AK. 9 9 5 7 4

DATE. MARCH 1 6 ,  1 9 9 3

RE: HB 180

PAGES: 4 ,  INCLUDING COVER SHEET

HERE ARE THE QUESTIONS WHICH I  PRESENTED TO 
1 2 t h  & 1 5 t h .

PLEASE CONSIDER THESE QUESTIONS WHEN YOU ARE 
H B 180.

THANK YOU.

i'GU ON MARCH 

CONSIDERING

BROOKE T . ADKINSON
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W ritten  Testim ony 
House Biii No. 180

March 11, 1993
Steve Wisdom .

. / U  cJ- t i* ) c
The hard with Alaska Housing
Finance Corporation, bankers and other concerned people throughout the 
State of Alaska to bring this statute into existance. We feel one of the 
main purposes of this statute was to establish a bench mark by which the 
home buyer, lending institutes aqd contractors could be assured that
homes meet minimum building^ standards, That bench mark is that all
homes be built to ICBO codes and that this be verified by a series of
inspections by certified ICBO inspectors. To open the approved list of
inspectors whole saie to all architects and engineers in effect guts the 
intent of *ue original statue. If all architects and engineers are so clearly 
q,. do the inspections, then all that is currently required of them
is o  _ the ICBO certification test, Clearly, some of them are qualified, 
but until they pass the test and become certified, are they different than 
the contractor who works with the building codes daily as well?
Personally, 1 would not feel confident with a structural engineer
inspecting the electrical or plumbing in my house. I? architects and 
engineers are approved to do the inspections in non-rurai areas, this would 
go against tha original intent of the statute, eliminating the bench mark of
ICBA certified inspectors.

I feel that the best approach to isolated problems with the
inspections would best be dealt with on a case-by-case basis.



A L A S K A  S T A T E  L E G I S L A T U R E

Representative Eileen Panigeo MacLean 
Co-Chair House Finance Committee 
P.O. Box 830 
Barrow, Alaska 99723 
(907) 852-7111

WHILE IM JUNEAU

State Capitol, Room 507
Juneau, Alaska 99001-1182
465-4833
465-4525
463-3241 FAX
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North Slope 
Borough

Anaktuvuk Ross 
Alqasuk 
Barrow 
Kaklovik 
Nulqsut 
Point Hope 
Point Lay 
Walnwrlght

Northwest Arctic 
Borough

Ambler
Buckland
Deering
Kiana
Kivalina
Kobuk
Kotzebuo
Noalak
Noorvik
Selawik
Shungnak

Seward Peninsula
Brevig Mission
Diomede
Shishmarel
Teller
Wales

H O U S E  O F R E PR E SE N T A T IV E S

Q R A M D U M

TO:

FROM:
DATE:
RE:

Rep. Bill Hudson
Chair, House Labor and Commerce Committee 
Rep. Eileen Panigeo MacLear^^i'^''"
March 22, 1993 
Scheduling of HB 180

HB 180 has been referred to the Labor and Commerce Committee, and I 
am requesting a hearing on this bill at your earliest convenience.
HB 180 responds to an unintended consequence of last year’s merger of 
DCRA housing loans into AHFC. AHFC's building inspection 
requirements in AS 18.56.300(b) were designed for residential 
construction within municipalities or along the road system. Their 
application to remote settings was not anticipated, and can result in 
thousands of additional dollars added to the cost of a new home. This 
works against the development of new housing in remote areas where it is most needed.
HB 180 does not eliminate the requirement for multiple building 
inspections during construction. Instead it allows AHFC to use some 
flexibility in applying the existing criteria in remote settings.
HB 180 broadens the pool of eligible inspectors by including licensed 
architects and engineers, and more importantly it authorizes AHFC to 
identify other qualified people in rural communities who are capable of 
doing one or more of the required inspections.
In addition, this bill allows the use of videotape or other means that get 
the job done without requiring a site inspection. And it authorizes AHFC 
to use flexibility in its interpretation of building codes as long as health 
and safety considerations are not compromised.



HB 180 has the support of the banks involved in rural lending. It is 
welcomed by AHFC. And many builders have testified to the need for a 
more flexibile arrangement in rural areas.
If you need further documentation, please contact David Harding of my staff (-3862).
Thank you.

AS 18.56.300(b) was originally enacted to ensure that areas immediately 
outside municipal boundaries are held to comparable inspection 
requirements on AHFC-funded residential housing construction projects. 
While a requirement of four on-site inspections may be reasonable in 
urban areas, it imposes an unreasonable burden in areas where 
inspectors must be flown in.



H O F F M A N -L A N G L IE , IN C .
G E N E R A L  C O N T R A C T O R S  

P .O . B O X  721 B E T H E L , AK  99559
(907) 543-3983 FAX (907) 543-3956

3/11/93

E i g h t e e n t h  L e g i s l a t u r e  
J u n e a u ,  A K

RE: House Bill No. 180

Attn: Legislators

This letter is in support of House Bill No. 180, sponsored by Rep. Eileen Panigeo 
Maclean, which addresses the problem of the five required inspections on residential 
housing in rural Alaska.

As a general contractor in the Bethel area for the past 15 years, we know the cost 
of building in the rural areas is much higher than other areas. Although we feel 
building inspections benefit all parties concerned, HB 180 at least gives the home­
owner some options, which may result in lowering the total cost of construction.

If inspections could be done by more than one qualified agency, the construction process 
would be able to proceed much faster, and probably much cheaper than depending on one 
source for inspections.

Since the building season is short, rural builders need some flexibility for getting 
the required inspections done.

In closing, our company strongly supports HB 180 and its benefits to rural hombuilders, 
and feel it would not hinder quality construction in rural Alaska. Thank you.

S i n c e r e l y

Michael E. Langlie - President 
Hoffman-Langlie, Inc.



S p o n s o r  S t a t e m e n t  
HB 180

Rep. Eileen Panigeo MacLean

HB 180 relates to the residential housing inspection requirements of the Alaska 
Housing Finance Corporation. When DCRA’s rural housing loan progams were 
merged into AHFC last year, they became subject to AHFC's inspection 
requirements as listed in AS 18.56.300(b). These requirements were never intended 
to apply to rural housing loan programs; in fact, AHFC’s primary rural loan 
program (non-conforming housing) is specifically exempted in the statute.

Rural housing loans have been subject to the AHFC inspection requirements since 
July 1, 1992. These statutory requirements mandate a minimum of four site visits by 
a qualified inspector. Very few of these inspectors live in rural communities. The 
result is that a homeowner building a new house must pay for an inspector to fly in 
five times to review the progress of the project. If the inspector finds any problems 
during one of these site visits, additional inspection trips may be necessary.

Lending institutions have found that these requirements can add thousands of 
dollars to the price of a new home. This is an unnecessary and unfair burden on 
rural homeowners who already are faced with extremely high hoine construction 
costs.

While it would be simpler to exempt the former DCRA rural loans from such 
requirements, the housing inspection process can serve a useful purpose. It assures 
safe construction and offers lending institutions a level of comfort in financing 
rural projects. However, the key to assuring safe construction in rural areas without 
sending the price through the roof is flexibility in applying the inspection 
requirements.

HB 180 would provide this flexibility in the following ways:
• It broadens the pool of eligible inspectors statewide by allowing licensed 
architects and engineers to conduct the inspections. These professionals are 
clearly qualified to accomplish the task, and they often travel to rural areas to 
monitor construction projects.
• It allows AHFC to identify other qualified individuals in rural 
communities. A local contractor or journeyman in a trade might be obvious 
candidates to carry out part or all of a remote inspection.
• It authorizes inspection methods other than a physical site visit by an 
inspector. For example, AHFC could approve an inspection of footings and 
foundations based on videotape or photographs.

SPONSOR STATEMENT



HB 180 Sponsor Statem ent - 2 -

In addition, this bill authorizes AHFC to accept building methods or materials that 
may not meet state building codes if the corporation is satisfied that the code 
variation does not sacrifice health or safety. Such variations may help to remedy 
the rural disadvantage regarding available materials. If a building material were 
available that may not meet code but would stand up to an engineering review, 
then AHFC would be allowed to accept such equivalent subsitutions.

HB 180 has the support of lending agencies around the state. AHFC agrees with the 
need for greater inspection flexibility. And builders appreciate the need for different 
inspection criteria in remote areas. The bill has a zero fiscal note from AHFC.



L E G I S L A T I V E  A F F A I R S  A G E N C Y  
S T A T E  O F  A L A S K A

(907) 465-3867 or 465-2450 
F/iX (90'/) 465-2029 
Mail Slop 3101

D IV IS IO N  O F  L E G A L  S E R V I C E S

ME MO R A N D U M March 4, 1993

SUBJECT: Sectional summary of HB 180

TO: Representative Eileen MacLean
Attn: David

FROM: Theresa L. Bannister
Legislative Counsel

You have requested a sectional summary of the above-described bill.

As a preliminary matter, note that a sectional summary of a bill should not be 
considered an authoritative interpretation of the bill and the bill itself is the best 
statement of its contents.

Section 1. Amends AS 18.56.300(b) (in the Alaska Housing Finance Corporation 
chapter) to

(A) allow additional persons (licensed architects and engineers, and other AHFC- 
approved persons) to perform in rural areas the inspections required by AS 18.56.- 
300(b);

(B) allow the inspector to use methods other than personal physical inspections to 
make the inspections in rural areas, if the methods are approved by the AHFC;

(C) authorize the AHFC to accept in rural areas variations from the applicable 
building code, if the inspector satisfies the AHFC that the variations don’t adversely 
affect the structural integrity of the unit being inspected or the health and safety of 
the residents.

Section 2. Defines "rural area" for sec. 1.

Jf I may be of further assistance, please advise.

TLB:gc
93-193.glc

130 Seward Street, Suite 409 
Juneau, Alaska 99801-2105

SECTIONAL ANALYSIS
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An Act relating to the residential housing inspection
requirement of the Alaska Housing Finance Corporation
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(b) The corporation shall implement the powers conferred by (a) of 
this section by adopting regulations under AS 18.56.088. (§ 2 ch 147 
SLA 1988)

Legislative history reports. — For 
legislative letter of inteut relating to a 
legislative oversight committee in connec­
tion with AHFC activities under this sec­
tion, see 1988 Senate Journal 3681.

Sec. 18.56.300. C o n stru c tio n  s ta n d a rd s  for housing  eligible 
fo r p u rch ase  of loans, (a) The corporation may not make or pur­
chase a housing loan for residential housing the construction of which 
begins after June 30, 1992, unless the seller of the mortgage loan 
complies with the provisions of this section and unless

(1) the unit is in compliance with the construction codes of the 
municipality, if the unit is located within a municipality tha t has 
adopted and enforces construction codes and each of those codes meets 
or exceeds the comparable standards for similar housing established 
by the state building code; or

(2) the unit is in compliance with the comparable standards for 
similar housing established by the state building code

(A) if the unit is located
(i) within a municipality whose construction codes do not meet the 

standards for sim ilar housing established by the state building code;
(ii) within a municipality tha t does not enforce construction codes;

or
(iii) outside a municipality; or
(B) as to each specific code within the construction codes of the 

municipality tha t has adopted and enforces construction codes if the 
specific code does not meet or exceed the comparable standard for 
simila r housing established by the state building code.

fb) As a condition of a commitment to purchase or approve a loan 
under thin section for residential housing the construction of which 
begins after June 30,1992, the corporation shall require inspection of 
the unit of residential housing th a t is the subject of the loan. The 
inspection m ust be performed by a municipal building inspector or by 
a  person who is approved or certified to perform residential inspec­
tions by the International Conference of Building Officials or the In­
ternational Association of Electrical Inspectors. The person who 
makes the inspection shall determine whether the construction con­
forms to relevant provisions of the construction codes of the munici­
pality or of the state building code, as applicable, a t each of the follow­
ing stages of construction: ^

(1) plan approval;

Re visor's note*. — Former AS 
18.56.210 waa renumbered as AS 
18.56.900 in 1986.

Crosa references. — For legislative 
findings and intent, see sec. 1, ch. 147, 
SLA 1988 in the Temporary and Special 
Acts.
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§ 18.56.300 Health  and Safety § 18.56.300

(2) completion of footings and foundations;
(3) completion of electrical installation, plumbing, and framing;
(4) completion of installation of insulation;
(5) final approval.
(c) A person may not bring an action for damages baaed on a duty 

imposed by (b) of this section to inspect a residential unit unless the 
action is for damages caused by gross negligence or intentional mis­
conduct.

(d) This section does not apply to a housing loan made by the corpo­
ration under AS 18.56.106. iTs-tw

(e) In this section,
(1) "construction codes” means, with reference to a municipality, 

the building, mechanical, plumbing, and electrical codes, or any of 
them tha t have been adopted and are enforced by the municipality;

(2) "state building code” means
(A) for building standards, the standards set out in the version of 

the Uniform Building Code adopted by the Department of Public 
Safety under AS 18.70.080, including the provisions of that code appli­
cable to buildings used for residential purposes containing fewer than 
four dwelling units, notwithstanding the exclusion of those buildings 
from the Department of Public Safety's jurisdiction made by AS 
18.70.080(a)(2);

(B) for mechanical standards, the standards set out in the version of 
the Uniform Mechanical Code adopted by tho Department of Public 
Safety under AS 18.70.080, including the provisions of tha t code appli­
cable to buildings usod for residential purposes containing fewer than 
four dwelling units, notwithstanding the exclusion of those buildings 
from the Department of Public Safety's jurisdiction made by AS 
18.70.080(a)(2);

(C) for plumbing standards, the publications identified as the m in i- 
mum plumbing code under AS 18.60.705; and

(D) for electrical standards, the minimum electrical standards pre­
scribed by AS 18.60.580. (§ 2 ch 85 SLA 1990; am § 1 ch 29 SLA 1991; 
am §§ 1, 2 ch 52 SLA 1991)

Effect of amendments. — The first 
1991 amendment, effective June 12,1991. 
in subparagraph (eX2)(C), substituted 
“the pobllcadona identified aa the mini- 
■am plumbing code' for 'the minimum 
ptanhtng code adopted by the Depart­
ment of Labor.”

I to  ascend 1991 amendment, effective 
Juno 16, 1991, in the first sentences of 
subsection* (a) end (b), substituted 'June 
30, 1992" for "June 30. 1991."

Editor's note*. — Section 3, ch. 86, 
SLA 1990, me emended by § 4, ch. 52, SLA 
1991, provides that AS 18.56.30(X»X2)(A) 
and (B) 'ere intended to aature that, for

purpooea of datermining whether housing 
the construction of which begins after 
June 30,1992, meets the building end me­
chanical standards under AS 18.56.300(a) 
and (b), enacted by } 2 of this Act, the 
standards set out in each of tha following 
fully apply to residences containing fewer 
than four dwelling units, even though 
those residences are axcepted from regula­
tion by AS 18.70.060<aX2):

"(1) the Uniform Building Code, 
adopted for the state by 13 AAC 50.020(e);

"(2) the Uniform Mechanical Code, 
adopted for tho state by 13 AAC 
50.020(b)."
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March 11, 19S3

Representative Harley Olberg 
Alaska State Legislature 
State Capital 
Juneau, AK 9S801-1182
Re: Residential Housing Inspection

Requirements of AHFC
Dear Representative Olberg:
National Bank of Alaska has been a participant in the development of the 
housing needs of Alaskans since its inception 77 years age. Due to the difficulty 
ofartraciing capital to our state for housing, NBA maintained an office in New 
York for that purpose in the 1950s and have participated in the creation of 
Alaska Housing Finance Corporation. NBA has-been actively involved with 
Fannie Mae, Freddie Mac, HUD, VA, the Farmers Heme Administration, and 
other secondary market lenders to assure the flow Of capital to meet the housing 
needs of all Alaskans. If is our belief that the long-term viability of the state of 
Alaska is dependent on the equal access of housing to ali inhabitants. 
Government regulations that inhibit equal access to housing or create a situation 
that discriminates by adding burdensome costs to particular residenis of cur 
state and dees not foster equal access to housing cf cur population are not 
acceptable.
We believe that the ICSO legislation previously enacted created a costly 
bureaucratic situation fcr rural residents cf the state of Alaska ana does not 
practically increase equality cf housing to cur rural residents. Weltherefore 
have supported and encouraged the enactment of House Bill 180 which deals 
with inspections in rural and remote Alaska and ask that you orcvide support to 
this ’egisiaticn as well. Keep in mind that the proposed to the
existing law relate to rural areas and increases the ability of Alaska Housing 
Finance to meet quality and safety objectives by giving it flexibility tc deal with 
problems of remote communities. Rural in this legislation means art area that is 
net land connected by the state highway system.



Alaskans, in general, afchcr ether people forcing governmental authority onto us 
when we feel that these ruies inhibit cur ability to function as a unique society. 
Please keep in mind that Alaska has numerous communities and climates with 
unique situations which may require unique solutions. Costs related to 
Government regulations that may seem reasonable to a Kenai home builder may 
cost ten times as much for a home in the Bush. The original ICSG law was not 
intended to cover rurai Alaska; however, with the merging of DCRA and Alaska 
Finance Corporation such a regulatory requirement new exists.
Your support and assistance in this matter would be greatly appr eciated. If ycu 
have additional questions about the technical aspects of the bill, please contact 
Jim McCormack at 265-2S7S.
Sincerely ycurs,

/S
Jan K. Sieberts 
Senior Vies President
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Corporateneauouartor) P.O. Box 1CO6C0 Anchornija, Alasxa 90610-0000 (907)175-1133

March 9, 1993

Representative Eileen MacLean 
State Capital 
Room 507 
Juneau, AK 99801
Dear Representative MacLean:
We believe HB180 is a necessary change in Section I AS 18.56.300(b) 
regarding mandatory construction inspections that affect the entire state of 
Alaska. The change will mitigate the severe financial and procedural impact of 
the law on rural areas while still providing quality housing, health, and safety 
protection.
There are approximately 178 ICBO certified inspectors who graduated from a 
class put on in 1992 by AHFC in anticipation of this law. These inspectors are 
distributed through 33 communities around the state. These private inspectors 
may not provide their services at reasonable cost when considering the social 
need to provide modem housing in rural Alaska.
We see two problems with the existing statutes for rural home builders. 1) The 
high cost of a home builder supporting the inspection program, and 2) the 
required inspectors are limited narrowly to only ICBO inspectors. In outlying 
areas such as St. Paul, King Cove, or Nome, the cost of four on-site inspections 
is for round-trip airfares plus possibly room and board. Anchorage/St Paul is 
currently $1,054 round-trip. If a typical inspector charges $1,800 for a house, 
the total bi'i could exceed $7,800. Costs for on-site visits for appraisal, surveys, 
thermal standards, and environmental considerations are in addition to this.
Secondly, by limiting the inspector pool to only ICBO inspectors, many qualified 
architects, engineers or other responsible persons are eliminated in assisting in 
the inspection process. Some of these local officials may be more experienced 
in local conditions than a newly created inspector flying out from an urban area. 
Many architects and engineers have frequent occasion to fly to rural areas to 
inspect projects and could add a home inspection at little extra cost.

L E T T E R S  O F  S U P P O R T



R epresentative Eileen M acLean
March 9, 1993
P age Two

It is our understanding that the original legislation exempted DC-RA's Rural 
Housing Program from the statute, but an unintended by-product of the merger 
of DCRA's rural housing program into AHFC was to make this law a fact-of-life 
for the entire state.
We believe the solution to this problem is through passage of house bill 180 as it 
is currently written and asks for the legislature's support of the bill.
Sincerely,

Jim McCormack 
V<ce President
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Ref: House Bill 180 
Dear legislator:

M arch 9, 1993 P o st-It"  brand lax iransmitlal memo 7671 • of pngoi ► ^

n  L ' t W - . I L )  TUcI ^ caJ
From

t W e r  .
CO. Co.

Dept-
Fix »

Recently I received a copy of HB 180 entitled "An Act Relating To The 
Residential Housing Inspection Requirements Of The Alaska Housing 
Finance Corp." As a registered architect in the State of Alaska and design 
professional involved in the inspection of the residential and commercial 
buildings, I find this change very positive. A request was made initially on HB 368 to included architects and engineers in that legislation, however, it was not done. Many different problems have been created by that omission 
and this is an attempt to clarify that oversight. This clarification is admirable 
and shouiid be passed.
Lines 2 and 3 on page 2 do create an interesting set of circumstances for 
which further clarification are needed. The default position of HB 368 and HB 180 is that the Executive Director of Alaska Housing Finance Corp. is 
indeed the State Building Official and is the party that sets what body of 
codes that are to be enforced. In addition, there is no State Building Code 
for residential construction in the State of Alaska that is enforced by any 
agency as all of those agency's have been precluded by statue. Therefore, 
ihe Executive Director of Alaska Housing Finance Corp. is the defacto 
building official for this legislation and by the. rules of the applicable codes has the authority to make changes and exceptions. That condition presently 
exist and will continue to exist based upon this legislation.
Finally let me state that the Architects I have spoken with are in favor of this 
modification to HB 368 and in favor of the passage of HB 180.
Sincerely,
NCPARC

/  ■

PLANNERS

brter, Jr.

118 E. INTERNATIONAL AIRPORT RD. • ANCHORAGE. ALASKA 89518 • (907) 5C2-2283 . (907) 683-8368 FAX



T H E

F O L L O W I N G

D O C U M E N T S

A R E

P O O R

O R I G I N A L

C O P I E S



Please enter into the record my testimony to the ; I i a s ,!r * r y A ffa i r sccmmntee name
w e - I -.'. M a r c h  11, 1933committee on   rm. l i .   — . G a te d --------------------.-------- ----------- •

bill/subject

? ! an a p p r o v a l  -  c o u ld  be m a i l e d  t o  I n s p e c t o r .
T e s t i n g s  and f o u n d a t i o n s  -  c o u l d  be a d e q u a t e l y  t h e  t o  ' '

3 ,  E l e c t r i c a l ,  p l u m b in g ,  f r a m i n g  -  wou ld  r e q u i r e  an o n -  
. i n s p e c t i o n l
I n s u l a t i o n  -  p h o t o g r a p h e d ,

5 ,  F i n a l  -  o n - s i t e  i n s p e c t i o n .
I n  t n i s  way t h e  c o s t  c o u l d  be. v e r y  much r e d u c e d .  I f  t h e  c o s t  i s  
s t x l i  t o o  h i g h  t h e  b u i l d e r  shcuac  c a l l  a n o t h e r  c e r t i f i e d  i n s p e c t o r  
t c  g e t  a s e t t e r  p r i c e ,  To a l l o w  an a r c h i  t e ch  o r  e n g i n e e r  ( o r  o t h e r )  
t o  do an i n s p e c t i o n  i s  d e f i n i t e l y  n e t  t h e  way t o  g o .  Make them t e a s  th e  t e s t s .

T e s t if ie r
Advanced Home I n s p e c t i o n s
Representing (Optional)
3ox 4 1 9 4 ,  Homer 99.603
Address
2 3 5 - 4 2 2 7

Phone No.

|.|) 
r,.



i \ y o

W r i t t e n  T e s t i m o n y  

H o u s e  B i l l  N o .  1 8 0

M a r c h  1 1 ,  1 9 9 3  

S t e v e  W i s d o m

-fluU  cnJ ]X c  C

T h e  ! 6 s a s - & ! » s f l M 8 « ^ w o r k e d  h a r d  w i t h  A l a s k a  H o u s i n g

F i n a n c e  C o r p o r a t i o n ,  b a n k e r s  a n d  o t h e r  c o n c e r n e d  p e o p l e  t h r o u g h o u t  t h e  

S t a t a  o f  A l a s k a  t o  b r i n g  t h i s  s t a t u t e  i n t o  e x i s t e n c e .  W e  f e e l  o n e  o f  t h e  

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

h o m e  b u y e r ,  l e n d i n g  i n s t i t u t e s ' ^  c o n t r a c t o r s  c o u l d  b e  a s s u r e d  t h a t  

h o m e s  m e e t  m i n i m u m  b u i l d i n g l ' s t a n d a r d s .  T h a t :  b e n c h  m a r k  i s  t h a t  a l l  

h o m e s  b e  b u i l t  t o  IC B O  c o d e s  a n d  t h a t  t h i s  b e  v e r i f i e d  b y  a  s e r i e s  o f  

i n s p e c t i o n s  b y  c e r t i f i e d  I C B O  i n s p e c t o r s .  T o  o p e n  t h e  a p p r o v e d  l i s t  o f  

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

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

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

i s  t o  t a k e  t h e  I C B O  c e r t i f i c a t i o n  t e s t .  C l e a r l y ,  s o m e  o f  t h e m  a r e  q u a l i f i e d ,  

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

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

P e r s o n a l l y ,  3 w o u l d  n o t  f e e l  c o n f i d e n t  w i t h  a  s t r u c t u r a l  e n g i n e e r  

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

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

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

IC B A  c e r t i f i e d  i n s p e c t o r s .

I f e e l  t h a t  t h e  b e s t  a p p r o a c h  t o  i s o l a t e d  p r o b l e m s  w i t h  t h e  

i n s p e c t i o n s  w o u l d  b e s t  b e  d e a l t  w i t h  o n  a  c a s e - b y - c a s e  b a s i s .
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G U I N N .  OWNER

- EETHEl

GiJ J. NN 5 U I L D }. NG S L R  V T 0 E 5  
G E N E R A L  C O N T R A C T O R  

r-'Q BOX l O e l  
B F T H n 'L .,  A t ' -  9 9 : 5 0 7  

3 4 3 - 4 6 1 3  "-AGL R

3  I 'A T E  G F  A L A S K A  
P E :  HB I S O

S IR S ?

): At**! r. 0cN i.rR A L CONTRACTOR I. T.' NG AND DO ING BU S IN E SS HERE rN 
E*£TWFL 4 At- . j WOULD L IK E  TO V O t - f ! HY SUPPORT FOR HE 1 8 0 REGARD [HO 
THE LOOSEN ING GF I NSEE t ’.TIC ,N£ CiM STATE FUNDED COtMCTUC'f IO N . th e . 
COST OF L I V  TNG AND DO ING  SUG IN KS 2 HERR IN ;?E I'HEL AND THE PU ft- 
RCUIMDING AREA TO RAD ENOUGH W ITHOUT THE P R O H f. tU .n V E  COSTS Or
THESE IN S P E C rO N S . AS AM E * A P P L E , IF  f. WAS SHORT 2 PL'El IF F  OF
EhEETROCK FOR A JOB TODAY , I CAM BUY THEN IN  ANCHORAGE FOR *S .O O  
EACH , BUT I T  W IL L  COST PC 3 7 5 , 0 0  EACH TQ GET THEN HERE , FOR A
TOTAL O F * 4 3 . 0 0  E A . IN  r'GNE IN S T A N C E S , “ HE COST OF THE IN S P E C ­
T IO N S NAT* SE THE 3 1 “ "FR ANC E BETWEEN AM APPROVAL OR DEN I Ai,. OF
FUNDS FUR ft PR O JEC T . MANY T IM E S  THERE IS  ft COMPETENT ENG INEER OR
CONTRACTOR IN  TOWN OR CLOSE BY THAT CAN ATTEST TO THE D U A L IT Y  OF 
PHASES CF A B U IL D IN G , A LS O . I F  CHOSEN , THE USE OR VT DEC W IL L
GREATLY OUT DOWN THE COST OF THE P R O JE C T .
G ENERA LLY , THE Q U A L IT Y  THE STATE 1 3  TRY ING  TO A T T A IN  ON THREE 

PROJECTS IS  MORE THAN SA T IS FAC TO R Y WHEN A L IC E N S ED  GENERAL CO N ­
TRACTOR IS  H IR E D . THE PROBLEMS A R IS E  WHEN A S P E C IA L T Y  CONTRACTOR 
WHO HAS NO KNCM iDGE OF THE R EG U LA T IO N S , AND T3 UN L IC ENSED T l. . .0  
THE TO TA L SCOPE OF WORK T R IE S  TO DO THE JO B . THE REGULAT IO NS THE 
STATE HAS ADOPTED PUT A LL CONTRACTORS ON AM EQUAL B A S IS , AND
SHOULD BE KEPT IN  P LA TE AND ADHERED TO .



TO. DAVE

PROM. BROOKE T . ADKINSOM 
PO BOX 1 0 8 0  
CORDOVA, AK. 9 9 5 7 4

DATE. MARCH 1 6 , 1 9 9 3

RE: HB 180

PAGES: 4 , INCLUDING COVER SHEET

HERE ARE THE QUESTIONS WHICH I  PRESENTED TO YOU ON MARCH 
i 2 t n  & i 5 t h .

PLEASE CONSIDER THESE QUESTIONS WHEN YOU ARE CONSIDERING 
H B 1 8 0 .

THANK YOU.

BROOKE T . ADKINSON
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Alaska Bankers Association
A n c h o ra g e , A la sk a  99510 -0 600P .O . S o x  100600

March 9, 1993

Representative Eileen MacLean 
State Capital 
Room 507 
Juneau, AK 99801
Dear Representative MacLean:
We believe HB180 is a necessary change in Section I AS 18.56.300(b) 
regarding mandatory construction inspections that affect the entire state of 
Alaska. The change will mitigate the severe financial and procedural impact of 
the law on rural area? while still providing quality housing, health, and safety 
protection.
There are approximately 178 ICBO certified inspectors who graduated from a 
class put on in 1992 by AHFC in anticipation of this law. These inspectors are 
distributed through 33 communities around the state. These private inspectors 
may not provide their services at reasonable cost when considering the social 
need to provide modem housing in rural Alaska.
We see two problems with the existing statutes for rural home builders: 1) The 
high cost of a home builder supporting the inspection program, and 2) the 
required inspectors are limited narrowly to only IC80 inspectors. In outlying 
areas such as St. Paul, King Cove, or Nome, the cost of four on-site inspections 
is for round-trip airfares plus possibly room and board. Anchorage/St. Paul is 
currently $1,054 round-trip. If a typical inspector charges $1,800 for a house, 
the total bill could exceed $7,800. Costs for on-sile visits for appraisal, surveys, 
thermal standards, and environmental considerations are in addition to this.
Secondly, by limiting the inspector pool to only IC80 inspectors, many qualified 
architects, engineers or other responsible persons are eliminated in assisting in 
the inspection process. Some of these local officials may be more experienced 
in local conditions than a newly created inspector flying out from an urban area. 
Many architects and engineers have frequent occasion to fly to rural areas to 
inspect projects and could add a home inspection at little extra cost.



R epresentative Eileen M acLean
March 9, 1993
Page Two

It is our understanding that the original legislation exempted DCRA’s Rural 
Housing Program from the statute, but an unintended by-product of the merger 
of DCRA’s rural housing program into AHFC was to make this law a fact-of-life for the entire state.
We believe the solution to this problem is through passage of house bill 180 as it 
is currently written and asks for the legislature's support of the bill.
Sincerely,



...

§ 18.56.220 H ealth  and Safety § 1 8 .5 6 .3 0 0

Sec. 18.56.220. Duty to advise ab o u t c o rp o ra tio n ’s p rogram s. 
The corporation shall make a reasonable effort, through seminars, 
training sessions, and other t'orms of technical assistance, to assist 
local governments, regional housing authorities, nonprofit organiza­
tions, and other organizations and individuals to understand the cor­
poration’s housing programs and the opportunities that exist to obtain 
financial assistance from the corporation. (§ 98 ch 4 FSSLA 1992)

E f f e c t i v e  d a t e s .  —  S e c t io n  1 5 2 , ch . 4 ,
F S S L A  1 9 9 2  m a k e s  th is  s e c t io n  e ffe c t iv e  
J u ly  I .  1 9 9 2 .

Sec. 18.56.300. C o n stru c tio n  s ta n d a rd s  for housing  eligible 
fo r p u rch ase  of loans, (ai The corporation may not make or pur­
chase a housing loan for residential housing the construction of which 
begins after June 30, 1992, unless the seller of the mortgage loan 
complies with the provisions of this section and unless

(1) the unit is in compliance with the construction codes of the 
municipality, if the unit is located within a municipality tha t has 
adopted and enforces construction codes and each of those codes meets 
or exceeds the comparable standards for similar housing established 
by the state building code; or

(2) the unit is in compliance with the comparable standards for 
sim ilar housing established by the state building code

(A) if the unit is located
(i) within a municipality whose construction codes do not meet the 

standards for sim ilar housing established by the state building code;
(ii) within a municipality th a t does not enforce construction codes;

or
(iii) outside a municipality; or
(B) as to each specific code within the construction codes of the 

municipality tha t has adopted and enforces construction codes if the 
specific code does not meet or exceed the comparable standard for 
similar housing established by the state building code.

(b) As a condition of a commitment to purchase or approve a loan 
under this section for residential housing the construction of which 
begins after June 30, 1992, the corporation shall require inspection of 
the unit of residential housing th a t is the subject of the loan. The 
inspection must be performed by a municipal building inspector or by 
a person who is approved or certified to perform residential inspec­
tions by the International Conference of Building Officials or the In­
ternational Association of Electrical Inspectors. The person who 
makes the inspection shall determine whether the construction con­
forms to relevant provisions of the construction codes of the munici­
pality or of the state building code, as applicable, at each of the follow­
ing stages of construction:



§ 18.56.390 A l a s k a  St a tu te s  S u p p le m e n t  $ 18.56.390

is

(1) plan approval;
(2) completion of footings and foundations:
(3) completion of electrical installation, plumbing, and framing;
(4) completion of installation of insulation;
(5) final approval.
(c) A person may not bring an action for damages based on a duty 

imposed by (b) of this section to inspect a residential unit unless the 
action is for damages caused by gross negligence or intentional mis­
conduct. #

(d) This section does not apply to a n#nconfomijpg housing loan 
made or purchasedkby the corporation.

(e) In this section,
(1) "construction codes” means, with reference to a municipality, 

the building, mechanical, plumbing, and electrical codes, or any of 
them that have been adopted and are enforced by the municipality;

(2) "state building code” means
(A) for building standards, the standards set out in the version of 

the Unfform Building Code adopted by the Department of Public 
Safety under AS 18.70.080, including the provisions of tha t code appli­
cable to buildings used for residential purposes containing fewer than 
four dwelling units, notwithstanding the exclusion of those buildings 
from the Department of Public Safety’s jurisdiction made by AS 
18.70.080(a)(2);

(B) for mechanical standards, the standards set out in the version of 
the Uniform Mechanical Code adopted by the Departm ent of Public 
Safety under AS 18.70.080, including the provisions of tha t code appli­
cable to buildings used for residential purposes containing fewer than 
four dwelling units, notwithstanding the exclusion of those buildings 
from the Department of Public Safety’s jurisdiction made by AS 
18.70.080(a)(2);

(C) for plumbing standards, the publications identified as the mini­
mum plumbing code under AS 18.60.705; and

(D) for electrical standards, the minimum electrical standards pre­
scribed by AS 18.60.580. (§ 2 ch 85 SLA 19S0; am § 1 ch 29 SLA 1991; 
am §§ 1, 2 ch 52 SLA 1991; am § 99 ch 4 FSSLA 1992)

4

E ffe c t o f  am en dm ents. —  The 1S02 
amendment, effective July 1,19 92 , in sub­
section (a), inserted "nonconforming” and

"or purchased” and deleted "under AS 
18.56.106" from the end.

Sec. 18.56.390. D efinitions for AS 18.56.010 — 18.56.390. In AS 
18.56.010 — 18.56.390, unless the context clearly indicates a different 
meaning,

(1) "adjustable rate mortgage loan” means a mortgage loan with 
respect to which the interest rate varies or is expected to vary from 
time to time by reference to an index or formula or other reference 
point;
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March 11,1993

Representative Harley Olberg 
Alaska State Legislature 
State Capital 
Juneau, AK 99801-1182
Re: Residential Housing Inspection

Requirements of AHFC
Dear Representative Olberg:
National Bank of Alaska has been a participant in the development of the 
housing needs of Alaskans since its inception 77 years age Due to the difficulty 
of attracting capital to our state for housing, NBA maintained an office in New 
York for that purpose in the 1S50s and have participated in the creation of 
Alaska Housing Finance Corporation. NBA has been actively involved with 
Fannie Mae, Freddie Mac, HUD, VA, the Farmers Home Administration, and 
other secondary market lenders to assure the flow of capital to meet the housing 
needs of all Alaskans. If is our belief that ihe long-term viability of the state of 
Aiaska is dependent on the equal access of housing to ali inhabitants. 
Government regulations that inhibit equal access to housing or create a situation 
thai discriminates by adding burdensome costs to particular residents of our 
state and does not foster equal access to housing of our population are not 
acceptable.
We believe that the IC80 legislation previously enacted created a costly 
bureaucratic situation for rural residents of the state of Alaska and does not 
practically increase equality cf housing to our rural residents. We!therefore 
have supported and encouraged the enactment of House 3ill 180 which deals 
with inspections in rural and remote Alaska and ask that you provide support to 
this legislation as well. Keep in mind that the proposed amendments to the 
existing law relate to rural areas and increases the ability of Alaska Housing 
Finance to meet quality and safety objectives by giving it flexibility to deal with 
problems of remote communities. Rural in this legislation means an area that is 
not land connected by the state highway system.

A l a s k a ' s  M o s t  C a n u t m e n c B a n k



March 11, 1993 
Faga Two

Alaskans, in general, abhor ether people forcing governmental authority onto us 
when we feel that these rules inhibit cur ability to function as a unique society. 
Please keep in mind that Alaska has numerous communities and climates with 
unique situations which may require unique solutions. Costs related to 
Government regulations that may seem reasonable to a Kenai home builder may 
cost ten times as much for a home in the Bush. The original ICSO law was not 
intended to cover rurai Alaska; however, with the merging of DCRA and Alaska 
Finance Corporation such a regulatory requirement new exists.
Your support and assistance in this matter would be greatly appreciated. If you 
have additional questions about the technical aspects of the bill, please contact 
Jim McCormack at 265-2878.
Sincerely yours,

Jan K. Sieberts 
Senior Vice President
sr
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ANS ROYALTY RIK RETROACTIVE AMERADA HESS ADJUSTMENTS
(Millions of Dollars)

(Includes Interest through Fall 1992 Billing Date)

Company Billed
Resolved, 

Paid or Pending 
Settlement

Paid
Under
Protest

Unpaid
or

Disputed Comments
Petrostar $ 2 $ 2 $ 0

Tesoro
To Chevron

142
m .97 97 0

$45 M on bbls. sold to Chevron 
with an Amerada Hess 
Adjustment Clause. The rest 
would be covered under the 
Tesoro Settlement agreement 
Payment Plan if consummated.

Chevron
From Tescro

64
45

109
$47
~47

$17
45
62

$47 M Payments under protest 
pending resolution of litigation. 
Scheduled for trial April 1995.

Mapco
(GVEA)
(Mapco)

18
101
119

18
101
119

Subject to two pending lawsuits 
-- one in Juneau and one in 
Anchorage.

TOTALS $327 $99 $47 $181



WALTER J. HICKEL. GOVERNOR

D E P A R T M E N T  O F  L A W

O F F I C E  OF  THE A T TOR N EY  GENERAL

F e b r u a r y  26, 1993

REPLY TO-

□ 1031 W  -HO AVENUE SUITE 200 
ANCH O RAG E. A L A SK A  99501-195-1 
PHONE : (907 ) 276 -3550  
FAX: (907) 276 -369 /

d  K E Y BANK SUILOING
100 C U SH M AN  ST. SU ITE  J00  
FAIRBANKS. A LA SK A  39701-J673 
PHONE . (90? ) 452-1563 
FAX: (907) 456-1317

~  P.O. BOX K -  STATE CAPITOL 
JUNEAU. A LA SK A  95811-0300 
PHONE: (907) 465 -3500  
FAX: (907 : 463 -5295

R a l p h  T h o m a s  
A n c h o r a g e  D a i l y  N e w s  
319 S e w a r d  St., #8 
J u n e a u ,  A K  9 9 8 0 1

Re: S B  134 a n d  HB  135

D e a r  Mr. T h o m a s :

A t t a c h e d  p l e a s e  f i n d  a r g u m e n t s  a n d  a n a l y s i s  of p o i n t s  in 

o p p o s i t i o n  t o  S3  134 a n d  H B  135 ( c r e d i r s  f o r  c a p i t a l  i n v e s t m e n t s  

of R I K  p u r c h a s e r s ) . T h e  a r g u m e n t s  r a i s e d  in t h e  a t t a c h m e n t  f o r m  

t h e  b a s i s  f o r  t h e  a t t o r n e y  g e n e r a l ' s  o p p o s i t i o n  t o  t h e s e  bills.

S i n c e r e l y ,

C H A R L E S  E. C O L E  
A T T O R N E Y  G E N E R A L

X
B y : ,-^2 v

j a m e s  L. B a l d w i n  
A s s i s t a n t  A t t o r n e y  G e n e r a l

J L B :t g

: s l h



Rationale for Opposing Capital Credits Legislation (SB 134)

Capital credits are anti-competitive and not necessary for the refiners’ economic

expansion.

A. Capital credits are anti-competitive. Tesoro and MAPCO are expanding 

primarily into the super convenience store business (featuring the sale of 

alcohol), not the refining and distribution business. The state is being asked 

to finance competition with locally-owned grocety stores, fuel companies, fast 

food outlets, and other businesses. If the state pays for that expansion with 

capital credits, it makes all competing stores less competitive and dramatically 

discourages entry of new competitors. Moreover, MAPCO presently ships 

refined crude to Anchorage on the Alaska railroad, but is considering building 

a pipeline. If the state in effect pays for the pipeline with capital credits, it 

will be harming the railroad, as well as further exacerbating Tesoro’s 

economic aisadvantage vis a vis MAPCO.

The effect is worse on the oil side of the business. There is very limited 

competition now. If the state pays for expansion of the existing industry, no 

.•ne will be able to afford to enter the market. Further, the greater the 

former underpayment (i.e., the bigger the RIK bill), the greater the subsidy. 

Capital credits use public funds to destroy private capital and tend to create 

monopolies.
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Capital credits would increase refining margins (profits). They would not 

decrease consumer costs and would probably increase consumer costs by 

limiting competition. If the legislature’s goal is to reduce consumer energy 

costs, it could better achieve that goal by issuing checks to consumers when 

they purchase fuel. The consumers would then decide whether to keep the 

check for themselves, or return it to MAPCO or Tesoro.

Payment of the purchasers’ debts with public funds has nothing to do with 

their economic decisions to expand. Facilities that make economic sense will 

be built without this bill. This bill puts the state in the business of financing 

non-economic construction. At best, the bill will create low paying jobs that 

could not exist without a subsidy and those jobs will displace skilled jobs such 

as railway workers and truckers. Furthermore, payment of accrued obligations 

does not affect refining margins (profits); it simpiy increases the purchasers’ 

stockholders’ equity.

Capital credits to the oil refiners would harm the development of other 

alternative fuels by making it possible to sell refined products cheaper. This, 

in turn, may depress economic development by limiting the competitiveness 

of alternative fuels.



Capital credits violate the spirit, if not the letter, of the constitution requiring the 

legislature to manage its resources to obtain the maximum benefit for ail of the 

state’s citizens.

The Alaska Constitution requires that the legislature must provide for the "maximum 

benefit" of all citizens of the state. An Alaska court has already ruled that this 

provision prohibits the state from selling its oil for less than it would receive if it 

allowed the producers to sell the oil for the state. This bill would result in that effect 

because the state would receive less than if it had let the producers sell the oil. 

Thus, the bill would violate the constitution.

Moreover, it would benefit some citizens of the state more than others. Capital 

credits are a form of appropriation. The debt is owed to the general fund (and 

Permanent Fund). Capital credits, however, only "benefit" a small portion of the 

state, presuming that any benefit from having had their valid debts forgiven through 

capital credits were in turn passed through to purchasers of Tesoro’s and MAPCO’s 

refined products.

Finally, the Permanent Fund is entitled to 25% of the debts currently owed. If this 

bill is enacted, the state treasury is exposed to a claim by the Permanent Fund for 

the value of any credits attributable to the Permanent Fund.



Capital credits could undermine the fiscal security of the state.

Currently, royalty revenues (including RIK payments) constitute 45% of the state’s 

income. RIK payments range from 25% to 50% of that total. It is possible, under 

this legislation, that the state could be deprived of 10 to 25% of its entire income for 

any given year. In essence, it would be giving away a substantial portion of its 

natural resources.

RIK purchasers are not in the business of benefitting Alaskans.

The primary RIK purchasers who would potentially benefit from the proposed 

legislation, i.e., Tesoro, MAPCO, and Chevron, are subsidiaries of out-of-state parent 

corporations. They have made substantial profits from their Alaskan operations to 

pay dividends to their shareholders or fund non-Alaskan operations. Their business 

is to benefit their shareholders, not Alaska. From 1987 to 1991, MAPCO paid its 

shareholders in excess of S134 million in dividends, 526 million more than the total 

amount of the state’s claim, inclusive of interest. Note, it would have the state 

underwrite its further competitive advantage by forgiving its debts, and allowing it to 

shelter even greater profits for its shareholders.

RJK purchasers fail to produce data which support their contention that they priced 

their product based upon the supply price. In fact, MAPCO’s SEC filings suggest 

that sales prices remained constant while supply costs decrease. Price was, and is, 

controlled only by competition. It must be remembered that MAPCO has monopoly 

power in Fairbanks and anti-tmst violations were alleged against MAPCO in that ,

4



area. For example, Ma PCO charges more for gas in Fairbanks (where it processes 

its oil) than in Anchorage (where competition exists). There is no independent 

evidence to suggest that MAPCO has passed on the benefits of lower supply prices 

to Alaskans.

Third, the refiners have not always used the oil they purchased from the state to 

make products for consumption in Alaska. For example, Chevron bought oil from 

Tesoro which Tesoro bought from the state. Chevron then shipped the oil out of 

state to its West Coast refineries.

V. Royalty Oil Purchasers should not be singled out for favorable treatment.

A. If the state is going to give capital credits for money the state alleges is due

it under a contract with a third party, there is no reason to single out refiners 

for special treatment. North Slope producers provide greater economic

benefits to the state and have many large disputes regarding amounts owed

to the state for royalties. The producers also are planning substantial 

additional capital investments in the future. How can the state maintain 

equal treatment for all pans of the oil industry unless it allows capital credits 

to others?

B. The state has loan programs to assist students, fishermen, farmers, small

business owners, and homeowners. Those people are expected to repay their 

obligations to the state. It is difficult to see the fairness of a doctrine that 

throws a farmer and his family off the farm or forecloses a poor student when ,

5



he won’t or can’t pay his obligation to the state, yet forgives (by capital credit) 

the debt of large, powerful corporations who negotiated their contracts with 

the state with die benefit of informed counsel, and who have been cognizant 

of their potential retroactive obligations since their original contacts were 

signed.

VI. The legislation encourages RIK purchasers not to pay amounts legitimately owed the 

state.

In essence, the bill provides for a capital credit any time an RIK purchaser disputes 

a debt owe. i to the state. In other words, any time a lawyer for an RIK purchaser 

dreams up a reason for not paying, they won’t. The legislation would invite 

perpetuation of disputes so that debts could be avoided and new investments could 

be underwritten by the state's citizens.

Moreover, the bill allows the purchaser to try first to get a favorable result in court. 

Then, even if the purchaser loses (after the state incurs considerable litigation costs), 

the purchaser wins because he will be entitled to capital credits.

The bill sends a strong message to those who contract with the state that they will 

not be required to honor the agreement they made with the state.

6



VII. The legislation has many technical problems.

A. Terms like "credit," "gross value of capital investment,” and "substantially 

completed" are not defined. For example, does the credit apply to a total 

capital investment of S100 MM when S99 MM of the expenditure occurred 

out of state for construction of modular refining components which were 

subsequently shipped to Alaska and reassembled?

B. It creates an administrative bureaucracy to determine whether a project’s

benefit: are commensurate with the credit.

C. It is impossible to determine how the credit would work.

D. The bill appears to allow the Department of Commerce and Economic

Development to approve material amendments to existing RIK contracts 

without the benefit of legislative oversight currently required by 

AS 38.05.183(f).

capcredit/022393
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United Association of Journeymen and Apprentices of the 
Plumbing and Pipe Fitting Industry

PLUMMERS & STKAMPITTKKS LOCAL UNION NO. 367

610 W. 54TH AVENUE • ANCHORAGE, ALASKA 99518 

LARRV GALLAGHER. BUSINESS MANAGER 

PHONE: (907) 562-2810 • FAX: (907) 562-2587

M a r c h  1 8 ,  1 9 9 3

D e a r  R e p r e s e n t a t i v e  B i l l  H u d son:
S t a t e  C a p i t o l  
Room 108
J u n e a u ,  AK 9 9 8 0 1 - 1 1 8 2

On b e h a l f  o f  t h e  mem bers o f  U . A .  L o c a l  3 6 7 ,  l e t  me e n c o u r a g e  
y o u r  s u p p o r t  o f  HB 1 8 5  a s  i t  c o m e s b e f o r e  y o u r  l e g i s l a t i v e  b o d y  
f o r  c o n s i d e r a t i o n .

T h e  mem bers o f  t h i s  o r g a n i z a t i o n  s e e  t h e  many b e n e f i t s  t o  t h e  
S t a t e  and i t s  r e s i d e n t s  i n  a l l o w i n g  c r e d i t s  t o  t h e  i n - s t a t e  
r e f i n e r s  t o  o f f s e t  r e t r o a c t i v e  r o y a l t y  c l a i m s .  S u c h  a move w i l l  
b e  c o n v e r t e d  d i r e c t l y  i n t o  j o b s  an d c a p i t a l  i m p r o v e m e n t s  
b e n e f i t t i n g  a  g r e a t  many c i t i z e n s  f o r  a number o f  y e a r s .  You c a n  
p l a y  an i m p o r t a n t  r o l e  i n  m a k i n g  t h a t  h a p p e n  w i t h  y o u r  s u p p o r t  
o f  HB 1 8 5 .

T h a n k  y o u  f o r  y o u r  a t t e n t i o n  t o  t h i s  m a t t e r .  T h e  members o f  
L o c a l  3 6 7  w i l l  a p p r e c i a t e  i n f o r m a t i o n  w i t h  r e g a r d  t o  y o u r  
d e c i s i o n  c o n c e r n i n g  t h i s  i m p o r t a n t  p i e c e  o f  l e g i s l a t i o n .  Y o u r  
r e s p o n s e  t o  t h i s  o f f i c e  w i l l  b e  r e l a y e d  t o  o u r  s e v e r a l  h u n d r e d  
A l a s k a  r e s i d e n t  members who a r e  e a g e r l y  a w a i t i n g  f a v o r a b l e  
d i s p o s i t i o n  o f  HB 1 8 l .

B u s i n e s s  M a n a g e r  
U . A .  L o c a l  36 7
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OFFICE OF THE ATTORNEY GENERAL

M ar ch 1 2 ,  19 93

Hon. B i l l  Hudson
A l a s k a  H o u s e  o f  R e p r e s e n t a t i v e s
Room 108
S t a t e  C a p i t o l
J u n e a u ,  AK 9 8 0 8 1 - 1 1 8 2

WALTER J. HICKEL, G O V E R N O R

REPLY TO:
□  1031 W 4th AVENUE SUITE 200 ANCHORAGE, ALASKA 99501-1994 

PHONE: (907) 2/6-3550
FAX: (907) 276-3697

□  KEY BANK BUILDING100 CUSHMAN ST. SUITE 400 FAIRBANKS, ALASKA 99701-4679 
PHONE: (907)452-1568 
FAX: (907)456-1317

X  P.O. BOX K- STATE CAPITOL JUNEAU, ALASKA 99811-0300 
PHONE: (907) 465-3600 
FAX: (907) 463-5295

R e :  SB 1 3 4  a n d  HB 1 8 5  ( C a p i t a l
c r e d i t s  f o r  r o y a l t y  
o i l  p u r c h a s e r s )

D e a r  R e p r e s e n t a t i v e  Hud so n:

R o y c e  W e l l e r  o f  y o u r  s t a f f  r e q u e s t e d  o u r  a n a l y s i s  o f  
m a t e r i a l s  p r e p a r e d  b y  c e r t a i n  r o y a l t y  o i l  p u r c h a s e r s  c o n c e r n i n g  
HB 1 8 5  a n d  SB 1 3 4  ( c a p i t a l  c r e d i t s  f o r  r o y a l t y  o i l  p u r c h a s e r s )  . 
T h e  m a t e r i a l s  we r e v i e w e d  i n c l u d e :

1 )  "A R e s p o n s e  t o  Two q u e s t i o n s  R e g a r d i n g  C a p i t a l  C r e d i t  
L e g i s l a t i o n  f o r  R o y a l t y  O i l  P u r c h a s e r s "  -  a u t h o r  u n k n o w n ;

2) "SB 13 4  and  HB 1 8 5  -  A S o u n d  I n v e s t m e n t  i n  A l a s k a ' s  
E c o n o m i c  F u t u r e "  -  b y  T e s o r o  P e t r o l e u m  Com pan y;  and

3) " T h e  f i s c a l  and E c o n o m i c  I m p a c t  o f  New Vacuum a nd  
A s p h a l t  U n i t s  a t  t h e  K e n a i  R e f i n e r y  o f  T e s o r o  A l a s k a  P e t r o l e u m  
Com pany"  -  b y  ECO N o r t h w e s t .

T h e  f o r e g o i n g  d o c u m e n t s  p r o v i d e  a r a t i o n a l e  f o r  t h e  p a s s a g e  o f  
SB 13 4  a n d  HB 1 8 5 .  Our a n a l y s i s  o f  t h e  p o i n t s  r a i s e d  i n  t h e s e  
d o c u m e n t s  b y  p r o p o n e n t s  o f  t h e  b i l l s  i s  a t t a c h e d .  I f  y o u  d e s i r e  
more d e t a i l  c o n c e r n i n g  a n y  o f  t h e  p o i n t s  r a i s e d  i n  t h e  a n a l y s i s ,  do  
n o t  h e s i t a t e  t o  a s k .  A l s o  e n c l o s e d  i s  a c o p y  o f  t h e  T e s o r o  r o y a l t y  
o i l  s e t t l e m e n t  a g r e e m e n t  y o u  r e q u e s t e d .

S i n c e r e l y  y o u r s ,

CHARLES E.  COLE
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RESPONSE TO CERTAIN MATERIALS SUPPORTING
THE ENACTMENT OF SB 13 4 AND HB 1 8 5  ( C A P IT A L  CREDITS)

M a t e r i a l  i s  b e i n g  c i r c u l a t e d  p u r p o r t i n g  t o  a n a l y z e  t h e  

r e l a t i o n s h i p  b e t w e e n  t h e  Am e r ada H e s s  s e t t l e m e n t s  a n d  t h e  a m o u n t s  

owed b y  t h e  r o y a l t y  o i l  p u r c h a s e r s .  T h e s e  m a t e r i a l s  l e a d  t h e  

r e a d e r  t o  t h e  i n c o r r e c t  c o n c l u s i o n  t h a t  SB 1 3 4  a n d  HB 1 8 5  

( c a p i t a l  c r e d i t s  f o r  r o y a l t y  o i l  p u r c h a s e r s )  w i l l  c r e a t e  j o b s  and  

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

1 )  "A R e s p o n s e  t o  Two Q u e s t i o n s  R e g a r d i n g  C a p i t a l

C r e d i t  L e g i s l a t i o n  f o r  R o y a l t y  O i l  P u r c h a s e r s "  -  a u t h o r  u nk n o w n ;

2) "SB 1 3 4  a n d  HB 1 8 5  -  A S ou nd I n v e s t m e n t  i n  A l a s k a ' s  

E c o n o m i c  F u t u r e " ,  b y  T e s o r o  P e t r o l e u m  C o m p a n y ; a n d

3) " T h e  F i s c a l  a nd  E c o n o m i c  I m p a c t  o f  New Vacuum and  

A s p h a l t  U n i t s  a t  t h e  K e n a i  R e f i n e r y  o f  T e s o r o  A l a s k a  P e t r o l e u m  

C o m p a n y , "  b y  ECO N o r t h w e s t :

1 .  P a y i n g  f u l l  v a l u e  f o r  t h e  O i l  D o e s  N o t  T h r e a t e n  t h e  I n - S t a t e

R e f i n i n g  I n d u s t r y - - M A P C O  a n d  T e s o r o  H a v e  t h e  R i g h t  t o  P a y

t h e  C l a i m  i n  M o d e s t  I n s t a l l m e n t s  O v e r  T e n  Y e a r s

T h e  s t a t e ' s  c l a i m  a g a i n s t  t h e  r o y a l t y  o i l  p u r c h a s e r s

a r o s e  o u t  o f  c e r t a i n  p r o v i s i o n s  i n  p r e s e n t  a n d  p a s t  c o n t r a c t s

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

a c t i v e  a m o u n t s  i f  t h e  s t a t e  p r e v a i l e d  i n  t h e  A m e r a d a  H e s s  c a s e  

a g a i n s t  t h e  p r o d u c e r s  o f  N o r t h  S l o p e  c r u d e  o i l .  A s  a r e s u l t  o f  

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



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

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

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

i m p l y  t h a t  t h e  p a y m e n t  o f  t h e  s t a t e ' s  c l a i m  w o u l d  t h r e a t e n  t h e  

f i s c a l  h e a l t h  o f  m a j o r  i n - s t a t e  r e f i n e r s .  H o w e v e r ,  e x i s t i n g  c o n ­

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

p r o v i d e  i o r  t h e  p a y m e n t  o f  t h e  d e b t  owed t o  t h e  s t a t e .  MAPCO a n d  

T e s o r o  h a v e  t h e  r i g h t  t o  p a y  o v e r  a p p r o x i m a t e l y  t e n  y e a r s .  MAPCO 

h a s  t h a t  r i g h t  i n  i t s  m a j o r  c o n t r a c t  w h i c h  a c c o u n t s  f o r  m o s t  o f  

t h e  s t a t e ' s  c l a i m  a g a i n s t  t h a t  c o m p a n y .  T e s o r o  w a s  g i v e n  t h a t  

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

s t a t e .  N e i t h e r  c o m p a n y  h a s  r e p o r t e d  t o  i t s  s h a r e h o l d e r s  o r  t o  

t h e  S e c u r i t i e s  a n d  E x c h a n g e  C o m m i s s i o n  t h a t  p a y m e n t  o f  t h e  

s e t t l e m e n t  am ou n t  o v e r  t e n  y e a r s  ( T e s o r o )  o r  t h e  c l a i m  (MAPCO) 

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

MAPCO h a s  r e p e a t e d l y  s a i d  t o  t h e  SEC a n d  i t s  s t o c k ­

h o l d e r s  t h a t  t h e  c l a i m  " w i l l  n o t  h a v e  a m a t e r i a l  a d v e r s e  e f f e c t  

on M APCO' s c o n s o l i d a t e d  f i n a n c i a l  p o s i t i o n . "  MAPCO, I n c .  1 0 - Q  

R e p o r t  t o  t h e  SE C. T e s o r o  p r a i s e d  t h e  s e t t l e m e n t  i n  i t s  

J a n u a r y  1 9 ,  1 9 9 3  p r e s s  r e l e a s e  s a y i n g :

M a n a g e m e n t  i s  p l e a s e d  t h a t  t h i s  d i s p u t e  w a s  c o n ­
c l u d e d  on m u t u a l l y  f a v o r a b l e  t e r m s  . . . .  T h i s  
s e t t l e m e n t  r e p r e s e n t s  a s i g n i f i c a n t  s t e p  f o r w a r d  
a n d  w i l l  a l l o w  T e s o r o " s  m a n a g e m e n t  t o  f o c u s  on  
o t h e r  o p e r a t i o n a l  a n d  f i n a n c i a l  m a t t e r s .  F u r t h e r  
i t  r e m o v e s  an e n o r m o u s  u n c e r t a i n t y  r e g a r d i n g  t h e  
C o m p a n y ' s  f u t u r e  o p e r a t i o n s .
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h e a r i n g  t h e s e  b i l l s  s h o u l d  

c a r e f u l l y  w e i g h  t h e  c l a i m  t h a t  t h e  b i l l s  w i l l  c r e a t e  new j o b s  o r  

u n a n t i c i p a t e d  t a x  r e v e n u e .  T h e  ECO N o r t h w e s t  s t u d y  c l a i m s  t h a t  

a $ 4 6 . 5  m i l l i o n  r e f i n e r y  e x p a n s i o n  may w o r k  e c o n o m i c  w o n d e r s .  

T h e  q u e s t i o n a b l e  a s s u m p t i o n s  made i n  t h a t  s t u d y  a r e  d i s c u s s e d  i n  

p a r a g r a p h  4A a n d  B,  b u t  t h e  s t u d y  m e t h o d o l o g y  m e r e l y  d i v e r t s  

a t t e n t i o n  f r o m  t h e  r e a l  i s s u e .  T h a t  b e i n g :  a r e  t h e  b e n e f i t s  o f

c a p i t a l  c o n s t r u c t i o n  a v a i l a b l e  w i t h o u t  t h e  p r o v i s i o n  o f  c a p i t a l  

c r e d i t s ?  I n  T e s o r o ' s  c a s e ,  c a p i t a l  c r e d i t s  w i l l  n o t  c r e a t e  t h e  

p r o m i s e d  e c o n o m i c  b o n a n z a  -  i t  i s  t h e  r e f i n e r y  e x p a n s i o n  i t s e l f  

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

t a k e  i n t o  c o n s i d e r a t i o n  t h e  s t a t e ' s  r o l e  i n  t h e  f u n d i n g  o f  

T e s o r o ' s  r e f i n e r y  e x p a n s i o n .  N or  d i d  i t  c o n s i d e r  T e s o r o ' s  

m o t i v a t i o n  t o  e x p a n d .

T h e  S t a t e ' s  s e t t l e m e n t  w i t h  T e s o r o  was made s o  a s  n o t  

t o  i n t e r f e r e  w i t h  e x p a n s i o n  o f  T e s o r o ' s  r e f i n e r y .  T h e  S t a t e  

a g r e e d  t o  t a k e  m o d e s t  p a y m e n t s  a n d  t o  r e d u c e  i t s  c o l l a t e r a l  s o  

T e s o r o  c o u l d  e x p a n d  ( p a g e  1 1 ,  p a r a g r a p h  6 o f  t h e  s e t t l e m e n t  

a g r e e m e n t ) . I n  i t s  n e w s r e l e a s e ,  T e s o r o  a c k n o w l e d g e d  t h e  k e y



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

s a y i n g :

T e s o r o ' s  o b l i g a t i o n  owed t h e  s t a t e  u n d e r  t h e  
a g r e e m e n t  i s  s u b o r d i n a t e d  t o  c u r r e n t  a n d  f u t u r e  
s e n i o r  d e b t  o f  T e s o r o  o f  up t o  $ 1 7 5  m i l l i o n  p l u s  
i n d e b t e d n e s s  i n c u r r e d  i n  t h e  f u t u r e  t o  i m p r o v e  t h e  
Company A l a s k a  R e f i n e r y .

I d .

W h a t e v e r  t h e  b e n e f i t s  o f  t h e  e x p a n s i o n  may b e ,  t h e y  a r e  

a v a i l a b l e  w i t h o u t  c a p i t a l  c r e d i t s .  T h e  s t a t e  g a v e  T e s o r o  t h e  

a b i l i t y  t o  u n d e r t a k e  t h e  e x p a n s i o n  w i t h o u t  c a p i t a l  c r e d i t s .

3 .  R o y a l t y  o i l  p u r c h a s e r s  w o u l d  b e  S i n g l e d  O u t  f o r  S p e c i a l  

T r e a t m e n t .

T h e  l e g i s l a t u r e  i s  p r o h i b i t e d  b y  a r t i c l e  I I ,  s e c t i o n  19  

o f  t h e  A l a s k a  C o n s t i t u t i o n  f r o m  p a s s i n g  s p e c i a l  l e g i s l a t i o n  i f  a  

g e n e r a l  a c t  c a n  b e  made a p p l i c a b l e .

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

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

v i d e  a v a l u a b l e  b e n e f i t  t o  a l i m i t e d  g r o u p  o f  f i r m s  d o i n g  

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

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

t h a t  a r e  s i m i l a r l y  s i t u a t e d .  T h e r e  m u s t  b e  a f a i r  a n d  s u b s t a n ­

t i a l  r e l a t i o n s h i p  t o  l e g i t i m a t e  p u r p o s e s .  S t a t e  v .  L e w i s . 559
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P . 2d 630 ( A l a s k a  1 9 7 7 ) .  T h e  b u r d e n  o f  p r o v i n g  t h e  l e g i t i m a c y  o f  

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

c o m p l i c a t e d  u n d e r  t h e  A l a s k a  S u prem e C o u r t ' s  e n l i g h t e n e d  a p p r o a c h  

t o  a n a l y z i n g  e q u a l  p r o t e c t i o n  c l a i m s .

A.  T h e  am o u n t  owed b y  r o y a l t y  o i l  p u r c h a s e r s  d o e s n ' t  j u s ­

t i f y  s p e c i a l  t r e a t m e n t .

I n  an  a t t e m p t  t o  show t h a t  r o y a l t y  o i l  p u r c h a s e r s  a r e  a  

c l a s s  w a r r a n t i n g  s p e c i a l  t r e a t m e n t ,  T e s o r o  n o t e s  t h a t  t h e y  owe  

a p p r o x i m a t e l y  $300 m i l l i o n ,  an am ou n t  e q u a l  t o  t h e  t o t a l  v a l u e  o f  

t h e i r  c a p i t a l  a s s e t s ,  and  t h a t  t h e  a p p r o x i m a t e l y  $7 0 0 m i l l i o n  

p a i d  b y  t h e  p r o d u c e r s  r e p r e s e n t s  o n l y  6 p e r c e n t  o f  t h e  v a l u e  o f  

t h e i r  a s s e t s .

Among o t h e r  t h i n g s ,  t h i s  a s s e s s m e n t  i n d i c a t e s  t h a t  t h e  

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

v i c i n i t y  o f  1 2  b i l l i o n  d o l l a r s .  I n  t h e  i n t e r e s t  o f  e q u i t y ,  i t  i s  

c l e a r  t h a t  t h e  p r o d u c e r s  h a v e  made much g r e a t e r  d i r e c t  i n v e s t ­

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

e f f e c t s  on t h e  A l a s k a  e c o n o m y .

I t  i s  s u g g e s t e d  t h a t  t h e  s t a t e ' s  c l a i m  f o r  r e i m b u r s e ­

m e n t  i s  h u g e  i n  r e l a t i o n  t o  t h e  a b i l i t y  o f  r o y a l t y  o i l  

p u r c h a s e r ' s  t o  p a y .  T h e  c l a i m ,  f o r  e x a m p l e ,  i s  c o m p a r e d  t o  t h e  

v a l u e  o f  t h e  c o m p a n i e s '  A l a s k a  a s s e t s .  T h i s  c o m p a r i s o n  h a s  no
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m e a n i n g .  I t  i s  c h a r a c t e r i s t i c  o f  many i n d u s t r i e s  t h a t  ra w  

m a t e r i a l  o r  f e e d - s t o c k  c o s t s  e x c e e d  t h e  v a l u e  o f  t h e  p l a n t s  i n  

w h i c h  t h e y  a r e  p r o c e s s e d .  F o r  e x a m p l e ,  f i s h  c o s t  mor e t h a n  t h e  

p l a n t s  i n  w h i c h  t h e y  a r e  p r o c e s s e d .  MAPCO a n d  T e s o r o  h a v e  p a i d  

f o r  o i l  m a n y ,  many t i m e s  t h e  v a l u e  o f  t h e i r  A l a s k a  a s s e t s .  T h a t  

i s  a c h a r a c t e r i s t i c  o f  t h e  r e f i n i n g  b u s i n e s s ,  n o t  a d i s t i n g u i s h ­

i n g  c h a r a c t e r i s t i c .

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

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

a s k e d  t o  p a y  a d i s p r o p o r t i o n a t e  p a r t  o f  t h e  t o t a l  p r i c e  a d j u s t ­

m e n t  r e s u l t i n g  f r o m  t h e  A m e r ada H e s s  s e t t l e m e n t .  T h e y  a r g u e  t h a t  

t h e  r o y a l t y  o i l  p u r c h a s e r s  h r v e  t a k e n  o n l y  4 p e r c e n t  o f  t o t a l  o i l  

p r o d u c t i o n  y e t  owe $300 m i l l i o n  f o r  t h e  r e t r o a c t i v e  p r i c e  a d j u s t ­

m e n t .  T h e  i m p l i c a t i o n  i s  t h a t  t h e  S t a t e  i s  c l a i m i n g  $300 m i l l i o n  

f o r  4 p e r c e n t  o f  t h e  o i l  a n d  $7 00  m i l l i o n  f o r  t h e  r e m a i n i n g  96 

p e r c e n t .  H o w e v e r ,  t h i s  c o m p a r i s o n  i s  d i s i n g e n u o u s  a n d  m i s l e a d ­

i n g .  T h e  p r o p e r  c o m p a r i s o n  i s  t o  r o y a l t y  o i l  t a k e n ,  n o t  t o  t o t a l  

o i l  p r o d u c t i o n .  T h e  S t a t e ' s  r o y a l t y  s h a r e  i s  1 2 . 5  p e r c e n t .  

T h r e e - q u a r t e r s  o f  t h i s  a m o u n t ,  9 p e r c e n t ,  i s  s u b j e c t  t o  A m e r ada  

H e s s  p r i c e  a d j u s t m e n t s .  R o u g h l y  4 p e r c e n t  w a s  s o l d  t o  i n - s t a t e  

r e f i n e r s  a n d  5 p e r c e n t  ( n o t  96 p e r c e n t )  w a s  t a k e n  " i n  v a l u e "  by  

t h e  p r o d u c e r s .  T h e  r o y a l t y  o i l  p u r c h a s e r s  t h u s  r e c e i v e d  a b o u t  44 

p e r c e n t  o f  t h e  S t a t e ' s  o i l  s u b j e c t  t o  p r i c e  a d j u s t m e n t  (4 p e r c e n t  

d i v i d e d  b y  9 p e r c e n t )  a n d  a r e  b e i n g  a s k e d  t o  p a y  o n l y  o n e - t h i r d
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($ 300 m i l l i o n  d i v i d e d  b y  $ 1  b i l l i o n )  o f  t h e  t o t a l  am o u n t  o w e d .  

T h e r e  i s  no d i s p a r i t y  h e r e  t h a t  w a r r a n t s  s p e c i a l  t r e a t m e n t .

B.  T h e  e f f e c t  o f  t h e  A m e r a da H e s s  s e t t l e m e n t  on r o y a l t y  

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

T h e  r o y a l t y  o i l  p u r c h a s e r s  i m p l y  t h a t  t h e y  d e s e r v e  

s p e c i a l  t r e a t m e n t  b e c a u s e  t h e y  w e r e  u n f a i r l y  made s u b j e c t  t o  t h e  

Am erad a H e s s  o i l  v a l u e s  s e t t l e m e n t .  T e s o r o  a n d  MAPCO n e g o t i a t e d  

c o n t r a c t s  w i t h  t h e  s t a t e  t o  b e  bo u n d  t o  t h e  r e s u l t s  o f  t h e  

A m erad a H e s s  l i t i g a t i o n  o r  s e t t l e m e n t  a n d  t o  r e f r a i n  f r o m  i n t e r ­

v e n i n g  i n  t h a t  l i t i g a t i o n .  I t  i s  d i s i n g e n u o u s  now f o r  T e s o r o  o r  

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

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

no k n o w l e d g e  o f  t h e  p r o d u c e r s '  p r i c i n g  p r a c t i c e s  a n d  w o u l ' 1 h a v e  

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

p u t e .  T h e  S u p e r i o r  C o u r t  d e c i d e d  t h a t  t h e  r e f i n e r s  i n t e r e s t s  

w e r e  w e l l  r e p r e s e n t e d  b y  t h e  p r o d u c e r s  when i t  d e n i e d  t h e  

r e f i n e r s '  m o t i o n  t o  i n t e r v e n e .  T h e  S t a t e  now a s k s  f o r  n o t h i n g  

m ore f r o m  T e s o r o  a n d  MAPCO t h a n  t h e y  a g r e e d  t o  p a y  i n  t h e i r  c o n ­

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

t r e a t m e n t .



4 .  T h e  R o y a l t y  O i l  P u r c h a s e r s  Owe a  p r e - e x i s t i n g  d e b t  f o r  t h e

M o d e s t  P r i c e  A d j u s t m e n t  w h i c h  t h e  S t a t e  now C l a i m s .

T h e  s t a t e ' s  c l a i m  f o r  r e i m b u r s e m e n t  r e p r e s e n t s  a p r e ­

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

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

p u r p o s e  p r o v i s i o n  o f  t h e  A l a s k a  C o n s t i t u t i o n  f o r b i d s  t h e  b a r e  

f o r g i v e n e s s  o f  p r e e x i s t i n g  d e b t .  H o w e v e r ,  i f  i t  c a n  b e  shown  

t h a t  t h e  s t a t e  r e c e i v e s  a d e q u a t e  c o n s i d e r a t i o n  f o r  t h e  f o r g i v e ­

n e s s ,  t h e  p u b l i c  p u r p o s e  may b e  e s t a b l i s h e d .

A s  f o r  t h e  v a l i d i t y  o f  t h e  d e b t ,  t h e  m a t e r i a l s  p r o v i d e d  

b y  t h e  r e f i n e r s  i n  s u p p o r t  o f  t h e  b i l l s  i m p l y  t h a t  s o m e t h i n g  i s  

w r o n g  w i t h  b e i n g  a s k e d  t o  p a y  an a d d i t i o n  t o  t h e  o r i g i n a l  c h a r g e .  

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

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

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

o i l  p u r c h a s e r s  h a d  known a b o u t  t h e  a d d i t i o n a l  c h a r g e .

T h e  p r i c e  a d j u s t m e n t  t h e  s t a t e  i s  s e e k i n g  i s  a b o u t  3 . 0  

p e r c e n t  ( e x c l u d i n g  i n t e r e s t )  o f  t h e  t o t a l  am ou nt  w h i c h  t h e  

r e f i n e r s  p a i d  f o r  r o y a l t y  o i l .  T h i s  i s  a v e r y  m o d e s t  a d j u s t m e n t  

a c c r u e d  o v e r  r o u g h l y  t e n  y e a r s .  A t i n y  a c c o u n t i n g  r e s e r v e  e a c h  

y e a r  w o u l d  h a v e  b e e n  p r u d e n t .  T h e  o i l  p r o d u c e r s  a n d  T e s o i - o

a p p a r e n t l y  h a d  r e s e r v e s ,  b u t  MAPCO f i l e d  l a w s u i t s  a s s e r t i n g



. s u r p r i s e  a n d  d i s a s t e r .  N e i t h e r  s u r p r i s e  n o r  d i s a s t e r  s h o u l d  be  

t h e  r e s u l t  o f  a 3 . 0  p e r c e n t  p r i c e  a d j u s t m e n t .  MAPCO i s  h a r d  

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

t h a t  i t s  n e i g h b o r  r e f i n e r y ,  P e t r o  S t a r ,  w a s  r e q u i r e d  t o  e s c r o w  

$ 1 . 1 2  p e r  b a r r e l  f o r  i t s  f u t u r e  A m e r a d a  H e s s  a d j u s t m e n t s  b e g i n ­

n i n g  i n  1 9 8 5 .  I t  c o m e s  a s  no s u r p r i s e  t h a t  P e t r o s t a r  s a t i s f i e d  

i t s  o b l i g a t i o n s  t o  t h e  s t a t e  w i t h o u t  c o m p l a i n t .

A .  T h e  ECO N o r t h w e s t  S t u d y  u s e  f a u l t y  a s s u m p t i o n s .

T h e  c l e a r  i m p l i c a t i o n  o f  ECO N o r t h w e s t ' s  s t u d y  i s  t h a t  

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

c a p i t a l  c o n s t r u c t i o n .  T h e  ECO N o r t h w e s t  s t u d y  r e l i e s  on a  com­

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

i n d i r e c t l y  s t i m u l a t e  e c o n o m i c  a c t i v i t y .  T h e  d e s i r e d  r e s u l t  i s  

pr og r a m m e d i n t o  t h e  m o d e l .  F u r t h e r m o r e ,  t h e  m o d e l  d o e s  n o t  

r e c o g n i z e  p u b l i c  c o s t s  ( e . g . ,  s c h o o l s ,  s e w e r ,  w a t e r ,  p o l i c e ,  

f i r e )  w h i c h  r e s u l t  f r o m  a p r o j e c t ,  i t  d o u b l e  c o u n t s  r e v e n u e ,  and  

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

d i s c u s s e d  i n  s u b p a r a g r a p h  B b e l o w .  T h e  m o d e l  a l s o  u s e s  t h e  w r o n g  

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

w h i c h  w i l l  o c c u r ,  i f  t h e y  o c c u r  a t  a l l , o v e r  20 o r  m o r e  y e a r s .

T h e  m o d e l  s h o w s  t o t a l  A l a s k a  s p e n d i n g  b e n e f i t s  o f  $87  

m i l l i o n  d o l l a r s  p e r  y e a r  ( s e e  T a b l e  1  o f  t h e  s t u d y ) . T h i s  a m o u n t  

s e r v e s  a s  t h e  b a s i s  f o r  e a c h  r e s u l t  o f  t h e  m o d e l  a n d  c r e a t e s  t h e
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d e s i r e d  e c o n o m i c  b o n a n z a .  O f  t h e  $8 7 m i l l i o n ,  $82 m i l l i o n  (94 

p e r c e n t )  i s  " e x p e n d i t u r e s  on a d d i t i o n a l  c r u d e  p e t r o l e u m .  . . . "  

T h i s  m u s t  mean r o y a l t y  o i l  p u r c h a s e d  f r o m  t h e  s t a t e  b e c a u s e  t h e r e  

i s  no o t h e r  l c n g - t e r m  s o u r c e  o f  l a r g e  q u a n t i t i e s  o f  o i l .  T h i s  

a m o u n t s  t o  d o u b l e  c o u n t i n g .  T h e  m o d e l  a s s u m e s  t h a t  a d d i t i o n a l  

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

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

e x p a n s i o n .  T he  o i l  w i l l  e i t h e r  b e  t a k e n  i n  v a l u e  ( i . e . ,  e f f e c ­

t i v e l y  " p u r c h a s e d "  b y  t h e  p r o d u c e r s )  o r  t a k e n  i n  k i n d ,  b u t  t h e  

q u a n t i t y  p r o d u c e d  w i l l  n o t  b e  c h a n g e d .  On a v e r a g e ,  t h e  l i k e l y  

r e a l  b e n e f i t s  a r e  o n l y  a b o u t  6 p e r c e n t  o f  t h e  b e n e f i t s  c l a i m e d  i n  

t h e  ECO N o r t h w e s t  s t u d y  ( s e e  T a b l e  A - 3 ) .

T h e  m o d e l  f u r t h e r  o v e r s t a t e s  t h e  a d e q u a c y  o f  c o n s i d e r ­

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

p r e s e n t  v a l u e  o f  f u t u r e  d o l l a r s .  T h e  m o d e l  u s e s  4 p e r c e n t  an d  

i g n o r e s  i n f l a t i o n  ( s e e  T a b l e  4 o f  t h e  s t u d y ) . A more r e a l i s t i c  

d i s c o u n t  r a t e  w o u l d  b e  i n  t h e  r a n g e  o f  8 t o  p e r h a p s  a s  h i g h  a s  1 5  

p e r c e n t  t o  r e c o g n i z e  b o t h  i n f l a t i o n  a n d  t h e  r i s k  t h a t  t h e  p r o ­

j e c t e d  b e n e f i t s  w i l l  n o t  o c c u r .  U s i n g  t h e  c o r r e c t  d i s c o u n t  r a t e s  

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

T a b l e  A - 8 ,  f o u n d  on t h e  n e x t  t o  l a s t  p a g e  o f  t h e  ECO N o r t h w e s t  

s t u d y ,  s h o w s  t h a t  a t  a n y  d i s c o u n t  r a t e  g r e a t e r  t h a n  4 p e r c e n t ,  

t h e  a d d i t i o n a l  t a x  r e v e n u e s  o v e r  20 y e a r s  a r e  l e s s  t h a n  t h e  c o s t  

o f  t h e  p r o j e c t .  P u t  a n o t h e r  w a y ,  t h e  p r o j e c t  h a s  a n e g a t i v e  

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



s a l e s  r e v e n u e .  T h e  s e l e c t i o n  o f  a  4 p e r c e n t  d i s c o u n t  r a t e  f o r  

t h e  m o d e l  w a s  n o t  a c o i n c i d e n c e .

B. T h e  ECO N o r t h w e s t  s t u d y  o m i t s  c o n s i d e r a t i o n  o f  o t h e r  

b e n e f i t s  p r o v i d e d  b y  t h e  s t a t e .

I n  d e t e r m i n i n g  w h e t h e r  t h e r e  i s  a d e q u a t e  c o n s i d e r a t i o n  

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

t h e  o t h e r  v a l u a b l e  b e n e f i t s  p r o v i d e d  b y  t h e  s t a t e  t r e a s u r y  t o  

e n c o u r a g e  i n - s t a t e  r e f i n i n g .  I n  t h e  f i r s t  p h a s e  o f  t h e  A m e r ada  

H e s s  l i t i g a t i o n ,  t h e  S u p e r i o r  C o u r t  f o u n d  t h a t  t h e  s t a t e  h a d  no  

o b l i g a t i o n  t o  r e i m b u r s e  i t s  l e s s e e s  f o r  f i e l d  c o s t s  s o  l o n g  a s  

t h e  s t a t e  t o o k  i t s  o i l  i n  v a l u e ,  b u t  r u l e d  t h a t  a f i e l d  c o s t  was

d u e  i f  t h e  o i l  w a s  s o l d  t o  an i n - s t a t e  r e f i n e r .  T h i s  r u l i n g  was

a  m a j o r  i m p e d i m e n t  t o  t h e  d e v e l o p m e n t  o f  i n - s t a t e  r e f i n i n g .

R e c o g n i z i n g  t h i s  i m p e d i m e n t ,  a n d  i n  a c o n s c i o u s  

d e c i s i o n  t o  s u p p o r t  i n - s t a t e  r e f i n i n g ,  t h e  s t a t e  g a v e  u p  i t s  

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

o i l  a n d  n e g o t i a t e d  a s e t t l e m e n t  a g r e e m e n t  w i t h  t h e  N o r t h  S l o p e

p r o d u c e r s  w h i c h  o b l i g a t e d  i t  t o  p a y  t h e  sa me f i e l d  c o s t s  r e g a r d ­

l e s s  o f  w h e t h e r  i t  t a k e s  i t s  o i l  i n  v a l u e  o r  i n  k i n d .  T h a t  

am o u n t  i s  c u r r e n t l y  7 9  c e n t s  p e r  b a r r e l  a t  P r u d h o e  B a y  a n d  42 

c e n t s  p e r  b a r r e l  a t  t h e  K u p a r u k  R i v e r  U n i t .  T h e s e  a r e  f i e l d  

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

o f  p o l i c y  t o  s e l l  t o  T e s o r o ,  MAPCO, GVEA, C h e v r o n  a n d  P e t r o  S t a r .
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T h e  t o t a l  v a l u e  o f  t h e  f i e l d  c o s t  d e d u c t i o n  i s  now more  

t h a n  $7 0 0 m i l l i o n ,  a n d  i s  s u b j e c t  t o  e s c a l a t e  u n d e r  t h e  s e t t l e ­

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

t o t a l  a minimum o f  $ 1 . 4  b i l l i o n  o v e r  t h e  l i f e  o f  t h e  f i e l d s .

B a s e d  on t h e  f o r e g o i n g  a n a l y s i s  i t  i s  q u e s t i o n a b l e  

w h e t h e r  t h e r e  w o u l d  b e  a d e q u a t e  c o n s i d e r a t i o n  t o  s u p p o r t  t h e  

f o r g i v e n e s s  o f  t h e  R I K  p u r c h a s e r ' s  p r e e x i s t i n g  d e b t  o r  o f f s e t  t h e  

i n c e n t i v e s  p r e v i o u s l y  p r o v i d e d .

5 .  T h e r e  A r e  No S a f e g u a r d s  i n  t h e  B i l l

T h e  b i l l  t a k e s  f r o m  t h e  l e g i s l a t u r e  a n d  g i v e s  t o  

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

h u n d r e d s  o f  m i l l i o n s  o f  d o l l a r s .  T h e r e  a r e  no s a f e g u a r d s ,  

c h e c k s ,  o r  b a l a n c e s .  T h e  a u t h o r i t y  e x t e n d s  f o r  t e n  y e a r s .  T h e r e  

i s  no o v e r s i g h t  o f  t h e  c o m p a n y ' s  d e c i s i o n s ,  d e c i s i o n s  t h a t  am ou nt  

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

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

p r o t e c t e d  b e c a u s e  t h e  c o m m i s s i o n e r  o f  t h e  D e p a r t m e n t  o f  Commerce  

and E c o n o m i c  D e v e l o p m e n t  m u s t  a p p r o v e  c a p i t a l  c r e d i t s .  H o w e v e r ,  

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

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

b y  " c l e a r  a n d  c o n v i n c i n g  e v i d e n c e , "  t h a t  t h e  c r e d i t  w i l l  n o t
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