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peekdunkFess F&en)an House (iabor and Commerce Committee
fﬁﬂf;.ﬁ‘”fk-k FROM: Rep. Eileen Panigeo MacLeanyjj\/'-
ngglé‘: DATE: March 22, 1993
RE: Scheduling of HB 180
i
Kare HB 180 has been]re erred to the Llfabor and Commerce Committee, and |
el am requesting a nhearing on this bill at your earliest convenience.
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Rep. Bill Hudson
March 22, 1993

AS 18 0. 300% ]was orl | aII enactedt nsure that ar S|mmed|ate|
outside munic pE\I 98% (F {0 com ara e INS ec |o

Liwements on AH re3| entia ousmgc nstruction cts
Wrile a requwement of our on-site Ins ec |o ereaso e n

S Md
urﬁan areas, Itb FﬂgOSES dan unreasona P(HI] IN areéaS Wnere
Inspectors must be flown in.

HB 180 h s the rt of the b s involved in. r ral lending. I is
welco Eh KHF%Jprnd man ?a ers have testl |e fo the negd for a
more le arrangement in rural areas.

éfta/ﬁ &e&% further documentation, please contact David Harding of my
Thank you,



§ 18.56.220 Health and °.*c Mty § 18.56.300

Sec. 18.56.220. Duty to advise about corporation's programs.
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)

Effective dates. — Section 152. ch. 4,
FSSLA 1992 makes this section effective
July 1. 1992.

Sec. 18.56.300. Construction standards for housing eligible
for purchase 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 that 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;

(i) within a municipality that does not enforce construction codes;
or

(iii) outside a municipality; or

(B) as to each specific code within the construction codes of the
municipality that 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 that 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 ofthe state building code, as applicable, at each of the follow -
ing stages of construction:
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8§ 18.56.390 Alaska Statutes Supplement 8§ 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.

() 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 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 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);

(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 § 1ch 29 SLA 1991;
am 88 1, 2 ch 52 SLA 1991; am § 99 ch 4 FSSLA 1992)

Effect of amendments. — The 1992 “or purchased” and deleted "under AS
amendment, effective July 1,1992, in sub- 18.56.106" from the end.
section (d), inserted "nonconforming" and

Sec. 18.56,390. Definitions for AS 18.56.010 — 18.56.390. in As
18.56.010 — 1856390, 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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Sponsor Statement

) HB 180
Rep. Eileen Panigeo MacLean

HB 180 relates to the residential housing inspection requirements of the Alaska
Housing Finance Corporation. When DCRA’ 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 gftdified 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 Statement -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.



Alaska Bankers Association
P.O. Sox 100600 Anchorage, Alaska 95104600

March 9, 1993

Representatrve Eileen MacLean
State Capital

Room 307
Juneau, AK 99801
Dear Representative MacLean:

We believe HBl80 IS a necessa %/ chan%e In Section | AS 18.56,300 bz

re ar rn man atorg constryction jnspe tron? that affect the entire state of
echang will mrtrrtqate the severe financial and procedural Impact of

E)hrg lear\:Nr &n rural aréas while still providing quality housing, health, and safety

There are approxrmately 178 ICBO certi red rnspect?rs wh graduated foma

class put nrn 1992 by’ AHFC In anticipa Ao c?no Fthis law. Thase rnsg)ectors are

drstrrbute %h 33 communrtres arouna the state. These private Inspectors
ey ay not rovr heir services at reasonable costwhen considering the social
d to provide modem housing in rural Alaska.

We see two groblemsvnéhthe existing statutes for rural home builders: 1) The
high cost.of @ home builder s c}orﬁrortrn the Inspection program, and 23 the
regjuired inspectors are limited narrowly to onl ICBO rns ectors. |n gutl rng
areas such S tPau Krn Cove, or Nome, the cost of four on-Site Inspections
15 orrou% trréj airfares Ipus possrbyroom and board. Anchora e/St auI 1S
current}/ r’t ound-t A It a typical rn? ectorcharges $1,8( ora house,
ne total bill couldl exceed $7,800. Costs for on-site visits for z&o?rarsa %rveys
ermal standards, and environmental considerations are in addition o't

Secondly, by limiting the inspector pool to only ICBO rns[oectors many qualified
architects, engineers or other responsr le ersons are eliminated in assrstrng in
the ins ectron process. Someo these Iocalofrcrals ma be more experienced

rn oca c N rtrons than ane creat di rns ector flyin E rom an urban area.
garc |tects an e eer e re ue tocca (f fo rural areas to
INSPEC projects an co ome Inspection at little extra cost



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 bz-product of the merg’er

Pofr%eRenE' rirgl pousmg program into AHFC was to make this law a fact-of-[ife

Ire Stale.

We believe the solution tq thjs
IS currentYy written an as(Ls go

Sincerely,

ARSI e 0



DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA
(907) 465-3867 or 465-2450

FAX (907) 465-2029 uo Sewerd Sreeu Suile 40P
Mad Stop 3101 Juneau, Alaska 99801-2105
MEMORANDUM 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 hill.

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 | may be of further assistance, please advise.

TLB:gc
93-193.glc

SECTIONAL ANALYSIS
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March 11, 1993

Representative Harley Olberg
Alaska State Legislature
State Capital

Juneau, AK 99801-1182

Re:  Residential HousingI 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 it mcerﬁ)tmn 17 years a%e Due to the difficulty
of attracting capital to our state for housing, NBA maintained an office in New
Y?r for that_ﬂureose inthe 1350s and have ﬁ)artémgated n Ehe_ creiitugp of
Alaska Housing Fipance CorBoratmn. N3A has-heen 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 Viahility of the state of
Alaska is dependent on the equal access of housing o ali inhdbitants,
(Government requlations that inhibit equal access t0 ho_usm%] or create a situation
thal discriminates by adding burdensome costs to particular resigents of our
state atmgl does not foster equal access to housing of cur population are not
acceptable.

We believe that the ICBO legislation previously enacted created a costly
bureaycratic situation for rural residents of the’ state of Alaska and does not
ﬁractmal Increase equality of housing to our rural residents, Weltherefore

ave supported and encouraged the énactment of House Bill 180 which deals
with inspections in rural and femote Alaska and ask that you provide supﬁort 0
this legislation as well. Keep in mind that the proposed dmendments to the
existinig law relate to rural areas and increases the ability of Alaska Housing
FIn Pce 0 {neet uah%and safety ob eftwes.b)( v n?| flexibility to deal th
Rro ems of remote communities © Rural In this Tegislation means an area ihat is
of land connected by the state highway system.

Alaska's Most Canutnterit Bank



Alaskans, in general abhO( ether eoBIe [g)rcm? %overnmental authority opto us
en we feel"that, the erUf f< htcram unction.as a unique Societ

Please keep in m|n tatAas as numero scommunmes an c mates '
unigue situations which may require unlgue S0 ubons Costs related to
Government regulaﬂons that may seen reasonable to a Ker.ai nome builder may
cost ten times ds much for a home in the 3ush. The original ICSG !aw was not
intended to cover rurai Alaska; however, with the merginig of DCRA and Alaska
Finance Corporation such a requlatory requirement néw exists.

Your support ar.d assistance in this matter would be greatly appreciated. If you
have ad@?t?onal questions about the te ﬁ]mcal aspect ? I¥e l?ﬁ (fease contact
Jim McCormack at 265-2878.

Sincerely yours,

Jan K Sieberts
Senior Vice President



HOFFMAN-LANGLIE, INC

GENERAL CONTRACTORS /.
P.O. BOX 721  BETHEL, AK 99559 -
(907) 543-3983  FAX (907) 543-3956

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.

Sincerely,

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



1 KE*Al *ENINSLIA
k. BUILDER
~LmMmLZ” associaTION
CZ5 I|— «

kenai peninsula builders association
Written Testimony
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 of 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.

Box 1753 +« Kenai, Alaska 93311 =« (907) 776-5719
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A la s k a S tate Legislature

Heasa enter into toe retard my testimony tc the _ic_  '~'"niriTh T O 4.

ccfT.mntee name

committee on U= LM _ gt - March 11, 1988 -
bill/subject

The problem K3T-3C i1ddresses dees not have ta he £ difficult. The
cosc cc inspections or the rural areas could easily be substantial!

lowered. The estimated costs, frecuar-1y qgacted. are i;er, much
sM seersted Five - eish~ “ivrusari wm5 erl, e - of .-u-.

inspections "required, only ewe wool:” require an on-site inspection.

, Plan_approval - could be mailed to iInspector.
/ uccrcngs and fruniations - could be aiecuately ohctorratho

, Electrical, plcirirr.g, framing - would require an co-site
insteerionl

1

3

4, Insulation - photographed.
5, final - on-site inspection.

In this way the cost could be. very much reduced. If the cosc Io
stole tCQOhrigr. tne builder should call another certified inspect’s
tc pat a setter price, To allow an archi tech cr engineer Cor other

to do an 1inspection is definitely not the way to go. Make them cat
the tests.

Signed: I3\*kiA bCSAffiiwi

Testifier

Advanced Home Inspections
Representing (Optional)

Box 419*, Homer 91603

Address
235-4227

Phone No.

*/M LioiUtw WitgmjBOfl QTfCy
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March 9, 1993

Representative Eileen MacLean
State C%mtal

Room 507

Juneau, AK 99801

Dear Representative MacLean:

We believe HBdl80 IS a necessar ,chan%e_ in Section | AS 18.56,300 bz

regar Ing_ man atorg constryction jnspe tlon?,t at aifect the entire state of
Alaska. The chang will m|t|ct;_ate the severe financial and procedural Impact of
the law; on rural argas while still providing quality housing, health, and safety

protection.

There are ap,oroximately 178 ICBO certified ms;t)e,ct?rs wh grad,uated from a
class BUt gn n 1992 by’ AHFC In.anticipation of this law, T se,msgectors are
distribute th_rougih 33°communities aroung the state. These.private Inspectors
may not provide Thelr services at reasonable cost when consicering the social

neéd to provide modem housing in rural Alaska.

We see two groblems with the existing statutes for rural home builders: 1) The
high cost of a home bunder_swortm the mi ection Pro ram, and 23 the
required inspectors are [imited narrowly to only ICBO Inspectors. In outl mg
areas such as St. Paul, King Cove, or Nome, the cost of four on-site Inspections
IS for roung-trip airfares plus ?033|b_ly room and board. Anchorage/St. Paul Is
currently$_1,0 4 round-trip, _Ifa typical |n? ector_char_g,es $1,8( fo_ra1house,
the total bill couldl exceed'$7,800. Costs for on-Site visits for%P,r,ama, SUIVeys,
thermal standards, and environmental considerations are In addition to this.
Secandly, by limiting th© inspector poal to only ICBO inspectors, many qualified
architects, engineers or gther responsible persons are eliminated in assisting in
the Inspection; grocess. Some ofthese local officials mag be more experienced
In local c%nd|t| ns than a newly created msRectorfIynr%] uﬁfrom an urban area.
Many architects and engineer Q?]ve requent qccasion to fly to rural areas to

Inspect projects and could add a home inspection at?ittlee ra Cost.

LETTERS OF SUPPORT
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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 b}(f—pro_duct of the m?r(]_]’er
of DCRA's rural housing program into AHFC was to make this law a fact-of-[Tfe

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 forpthe Iegislature'sgsquort ft?]e bihl.

Sincerely,

Jim McCarmack
Vice President

(IN
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Ref: House Bill 180
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EAGLE CONTRACTING CORPORATION
You've tried the rest now try the best.

March 10, 1993

RE: House Bill 180

This letter 1S to_urge you tos port HB 180. This bill would greatly benefit rural
commun?ties vvith% gard tothea Mse ot fefiikimg. 1 | Jey

Sincerely,

David SjosteéH
President

PO.BOX 1128 * CORDOVA. ALASKA 99574 « (907)424-7702



TO. DAVE

FROM. BROOKE T. ADKINSON
PO BOX 1080
CORDOVA, AK. 99574

DATE. MARCH 16, 1993

RE: HB 180

PAGES: 4, INCLUDING COVER SHEET

HERE ARE THE QUESTIONS WHICH | PRESENTED TO i'GU ON MARCH
12th & 15th.

PLEASE CONSIDER THESE QUESTIONS WHEN YOU ARE CONSIDERING
HB180.

THANK YOU.

BROOKE T. ADKINSON
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«30I NN BUILDING SIT<V!r
GENERAL CONTRACTOR
PQ POX i0*“l

3F7HF-L, AH- tSSV;
"-ag. r
3 I'ATE AL AGFA
SIRS:
I ftr A GENERAL CSNTKACTL'fi IV’NG AND DC?INC~ BUSINESS HEPE£/ IN
5i.:Twr*L., ak. * would k:yz to voice my support pop he ;a*>regarding

Tr.E LOOSENING ur INSPECT «OnF Of. 5''ATE FUNDED CONE'TL'C.) TOM, THfe
CCST C3¥ LIVING AND DOING &&>Xpi:inC HERE IN BEfMfc'L AND THE \i\fc-
RCUIMDIHC APE.-' Tf» PAD ENOUGH UITHGL'T THE PROHIBITIVE COST3 Or
THESE INSPSCTDNS. AS An EXAttPU* . if S WAS SHORT 2 PIECEF Or
HUEETRCCI fCR A JOB TODAY, I CAN 3GY THEN IN ANCHORACC PCIR *<e.00
EACH, BUT IT WILL. COST £ STS,CO EACH Tfj GET iIHLN HERE, EON A
TOTAL. QT« 43.00 fe'A IN EvViKF. INSTANCE'S, -ME COOT OP THE |INSPEC-
TIONS 73 3tr PHS O01“FIl'F:ANCB KETWIir‘£'J AM APPROVAL OR DENIAL OF
FUNDS FUR A PROJECT. MAN* TINES THERE IS A COMPETENT ENGINEER OR
CONTRACTOR IN TOWN OR CLOSE BY THAT CAN ATTEST TO THE RUALIIY OF
PHASES CF fit BUILD TNG. ALSO. IF CHOSEN, THE USE Of VIDEC WIL...
GREATLY ij'jT DOWN THE COST OF THE PROJECT.

GENERALLY. THE GUALiIirY THE STATE +th TRYING TO ATTAIN ON THESE
PROJECTS 13 '“TORF THAN SATISFACTORY WHEN A L fCENSED GENERAL CON-
TRACTOR IS nIRSt?. THE PROBLEMS ARISE WHEN A SPECIALTY CONTRACTOR
WHO HAS NO KNCMfUGE OF THE REGULATIONS 4 AND IS UNLICENSED VU DO
THE TOTAL SCCPF OF WORK TRIES TG CO THE JOE. THE REGULATION: THE
STATE: HAS ADOPTED PUT all contractors CN AM FUUAI PAG rs ,
SHOULD SE KEPT IN PLACE AND ADHERED TO.

SINCERELY.

Jin GUINN. OWNER



Written Testimony
House Biii No0.180

March 11, 1993
Steve Wisdom

JU ¢l tit)e
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 agd contractors could be assured that
homes meet minimum building® standards, Thatbench mark is that all
homes be built to ICBO codes and thatthis be verified by aseries 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
0. do the inspections, then all that is currently required of them
is 0 _ 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 whoworks 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.

| feel that the best approachto isolated problems with the
inspections would best be dealt with on acase-by-case basis.



Representative Eileen Panigeo MacLean
Co-Chair House Finance Committee

P.O. Box 830

Barrow, Alaska 99723

(907) 852-7111

D fitrlct37
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19 (F,gﬁgirBHoﬂggsfabor and Commerce Committee
FROM: Rep. Eileen Panigeo MacLear\i"A""

DATE: March 22, 1993

RE: Scheduling of HB 180

HB 180 has beerhre erred to the Llfabor and Commerce Committee, and |
am requesting a hearing on this bill at your earliest convenience.

0 esponds to an unintended consedence of ast year's mr
ol i S R i 2
C0 truct|on i Tunic {E t|e

Catl ote seft I’ a|OfP] ICI ate(i : Ser%nresu n
ﬂ%) sané)s Otfoaifﬂ itional d gae fo the Cost 0 a new ome Tth

wor sa ainst eve opment of new ousmg In remote areas Where |t

IS MOt ee e

HB 180 dos not eliminate the requjrement for multiple buildin
cJ It a?lows AI—‘E& t% use somg

se ons ur|n nstruction. .Insfe
qu %y In app|y| V t?]e exIsting criteria In remote Settings.
HB 180 broadens the pool of eligible ms ect 1S. by Includin ed
archifects . an en(]qrm(ej Ps and . mgre |m8 tant N uthonzegﬁ(lglg%5
Igentity other qual ? géo le i, rural communities wno are capable
omg ne or more of th reauwed Inspections.
ad ition, this bill allows the use of videotape or other means thﬁ-l
é)ohe without re ¥|r|n a Site |?s€e% Qd| au‘honzesé%
uilding co ong as healt

é./se exibill dn ItS | erP tation o es as
and safety conSiderations are not compromised.

State Capitol, Room 507
Juneau, Alaska 99001-1182



ASl 6. 300 Hall enactedt nsure that ar S|mmed|ateIX
OU'[SI e mun p/al de to.com ara e Inspectio
nements on re3| ential housing construction cts
ea requirement of our on-Site Inspections nc]a}/] g reaso e n
ur an areas, tbnf]goses an unreasonable burden In areas where
Inspectors must be flown in

R0 et e ol NS i
more flex| arrangement in rural areas.
éfta/ﬁ &ebeg further documentation, please contact David Harding of my

Thank you.



HOFFMAN-LANGLIE, INC.

GENERAL CONTRACTORS
P.O. BOX 721 BETHEL, AK 99559
(907) 543-3983  FAX (907) 543-3956

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 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.

Sincerely

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



Sponsor Statement

. 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. ). These requirements were never intended
to apply to rural housing loan programs; in fact, AHFCs 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 Statement -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.



DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA
(907) 465-3867 or 465-2450

F/iX (90Y) 465-2029 130 Seward Street, Suite 409
Mail Slop 3101 Juneau, Alaska 99801-2105
MEMORANDUM 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 hill.

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-
%rgved persons) to perform in rural areas the inspections required by AS 18.56.-

(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 1 may be of further assistance, please advise.

TLB:gc
93-1934lc

SECTIONAL ANALYSIS
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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)

Revisor's note*. — Former AS Legislative history reports. — For
18.56.210 waa renumbered as AS legislative letter of inteut relating to a
18.56.900 in 1986. legislative oversight committee in connec-

Crosa references. — For legislative  tion with AHFC activities under this sec-

findings and intent, see sec. 1, ch. 147, tion, see 1988 Senate Journal 3681.
SLA 1988 in the Temporary and Special
Acts.

Sec. 18.56.300. Construction standards for housing eligible
for purchase 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 that 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;

(i) within a municipality that does not enforce construction codes;
or

(iii) outside a municipality; or

(B) as to each specific code within the construction codes of the
municipality that 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.

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 that 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 ofthe follow-
ing stages of construction: n

(1) plan approval;



mmiinTity

§ 18.56.300 Health and Safety 8§ 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.

(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 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 ofthat 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 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 § 1ch 29 SLA 1991;
am 88 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-
mam plumbing code' for ‘the minimum
ptanhtng code adopted by the Depart-
ment of Labor.”

Ito 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, meemended 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(h)."
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March 11, 19S3

Representative Harley Olber
Afa{)ska State Lelg-ls[atﬁre .
State Capital

Juneau, AK 95801-1182

Re:  Residential HousinlgI Inspection
Requirements of AHFC

Dear Representative Olberg:

Natignal Bank of Al?ska has been a Partluloant in the development of the
housmg,_needs of Alaskans since its incgption /7 years age. - Due fo the difficulty
ofartraCiing capital to our state for housing, NBA maintained an office in New
Y?rk for that purpose inthe 1950s and have Haarnu ated In ihe_ crefmon of
Alaska Housing Finance Corporation. NBA has-been actively involved with
Fannie Mae, Freddie M D, VA the Farm?rs Heme Administration, ﬁnd _
: _ ow Or capital o 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 all inhdbitants. .
%ov%[nment re[geul%tmng that Inhibit equal access to ho_usmg or create a situation
that discriminates by aadin bTr ensome costs to particular residenis of cur
3E:actgp%2gl eolees not foster egual access to housing cf cur population are not

We believe that the 1CSO legislation previously enacted created a costly
buregucratic situation fcr rural residents cf the state of Alaska ana cdoes not
ﬁracncally Increase equality cf housing to cur rurgl re5|dent_?. Weltherefore
ave supported and e coura(rjedt e enactment of House Bill 180 which deals
with inspections inrural and femote Alaska and ask that you orcvide supRort 0
this 'egisiaticn as well. Keep inmind that the Eropose_d_ to the
existinig law relate to rural areas and increases tne ability of Alaska Housing
FIn Pce 0 meet quah and safety obJeftwes_ bY v ”ﬂ' flexibility tc deal vitth
Rro ems of remo gco munities, . Rural In this tegislation means art area that is
et land connected by the state highway system.

¢, HUD,
other secondary markeﬂ naers to.assure the f



Eskans In general, afcher ether eoBIeHcm? overnmental authontz onto us
when we feel"that, these rwfs Injoit cur aol unct|on as a unique Soclety,
ease keep In mmdt at aska has numerous communities andc mates with

lue S|tuat|ons ITM require unuﬂue soluti Pns Costs re(ated tb

ernment reg uIat|ons that may seem reasona etoaKena| ome builder may
cost ten times as much for a home inthe Bush. The original ICSG law was not
Intencled to cover rurai Alaska; h?wever with the mergmg of DCRA and Alaska
Finance Corporation such a requlatory requirement new exists.

Your support and assistance in this matter would be gre reciated. If ycu
have ad%lri)nonal questions about the tec mca?aspectg ? Mei?ﬁ ?ease con¥act

Jim McCormack at 265-257S.
Sincerely ycurs,

/S

Jan K. Sieberts
Senior Vies President
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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 chan emS ction 1 AS 18.56.300 2

re ardl grmandatorg constryctio msge t|on? at affect éhe entire state of
ska he chang will m|t|%ate the Severe financial ana procedura |mpact of

t e law on rural argas while still providing quality housing, health, and safety

DFOtGCtIOH

There are ap'oroxmately 178 ICBO certified ms;t)ectors who graduated from a
class put on In 1992 by’AHFC In anticipation of this law. Thése msgectors are
distribute throu%h 33 communities around the state. These_privat mspectors
may not provide Thelr services at reasonable cost when considering the social
neéd to provide modem housing in rural Alaska.

We see tvvo roblems with the exmtn;& statutes for rural home builders. 1) The

high cost. of a home bunders (Prﬁ)ortm the | m? ection Pro ram, and 23 the
required Inspectors are |m|te arrowly to only ICBO ns ectors. In outl mg
areas such as St. Paul, K g Cove, or Nome, the cost of four on- 3|te Inspections
IS for roung- tr| a|rfares |US ?osmbyroom and bo rd. Anchora e St au IS
currently$l rounc-trip atyp|ca mg ectorc ar es $1.80 ora NOUSE,
the total bi'l could exceed$ 0. Casts for on-Site vi |ts for appraisal, Surveys,
thermal standards, and enwronmental considerations are in addition to this.

Secondl%/ by limiting the mspector poal fo only ICBO inspectors, many qualified
architects, engmeers or ot er res on3|be persons are efiminated in assisting in
tems ection process. omeo hese local oﬁluals may be more expenenced

|n local C nd|t|ons than a, newl creat di ms ector f Q/II]%I from an Uf al aled.
Many arc |1ects an e l%mee have re ue tocca tO to rural areas to

INSpect projects an could a ome i spection at |tt|e € tra cost.

LETTERS OF SUPPORT



Representative Eileen MacLean

March 9, 1993
Page Two

It is our understanding that the original legislation exempted DC-RA'S Rural
Housm%Pro ram from the statute, but an unintended b}(f—pro_duct of the m?rl%er
of DCRA's rural housing program into AHFC was to make this law a fact-of-Ilfe

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
\/<ee President



ARCHITECTS & PLANNERS
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Ref: House Bill 180 Dot
Dear legislator:

ece elved a copy of HB 180 entitled ct Rel t| To The
Eea e ﬁ sAgjns e/ctlo Be ujremen dbfnrﬁe

S tere arc |tect| the St teoﬁ aan s N
E.ﬁ 3|on IJngo ved| the Ins ectlono residential and ¢ mmercﬂ on

I, ne B

Fix »

W
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% % cutl |r ctoro rp S
0he

enp ce r&dtlIS th raeitstﬂ Smg[ ggntcjlgr?%%ode

H'ESI en “1'% S'[fUC 10N Iﬂ L 1S enforced b ne

e osea shve een ecue
?%%%cu Ve 0USIng Finance C t?] deE clo
Raslﬂ] Ie |sa|ona rue lca ecod
e ﬂ tto ma e changes and ex e jons, diton presen
exist and will continue toeX|st ased upon this Ieglsla

e eesaegseome oo fanrof s
NCPARC PLANNERS
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brter, Jr.

118 E. INTERNATIONAL AIRPORT RD. *ANCHORAGE. ALASKA 89518 «(907) 5C2-2283 . (907) 683-8368 FAX
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Please enter into the record my testimony to the | ogas I Affairs
cemmntee riame

committee on m — Gated--—--Marah..11. 1933 '
bill/subject

?lan approval - could be ma|Md to Inspector o
T?sungs and [oundaﬂoq could gdequatew theto—
3, %n%cggﬁgAl plumbing, ramlng - woul require”an on- -
ins&ﬂation hotographed,
5, Final - on-site inSpection.
In tnis way the cost could he very much reduced. |f the cost is
stx‘| too hth the bU|f8er shcuac %a another certified |nsgect0r
tc get a setter Pr|ce, 0.allow an arch|tech or engineer (or otherg
Eﬂe ?eg?s|nspect on Is def|n|te|y net the way to go. Make them tea
Testifier

Advanced Home Inspections
Representing (Optional)

Jox 4194, Homer 99.603
Address

235-4227

Phone No.
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W ritten Testimony

House Bill No0.180
March 11, 1993
Steve Wisdom
-fluu cnd Kc C
The 16sas-& !'»sflIM 8« worked hard with Alaska Housing

Finance Corporation, bankers and other concerned people throughout the
Stata of Alaska to bring this statute into existence. We feel one of the
main purposes of this statute was to establish a bench mark by which the
home buyer, lending institutes' contractors could be assured that
homes meet minimum buildingl'standards. That: bench mark is that all
homes be built to ICBO codes and that this be wverified 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 the original statue. If all architects and engineers are so clearly
qualified to dc the inspections, then all that is currently required of them
is to take 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, 3 would not feel confident with a structural engineer
inspecting the electrical or plumbing in my house. If architects and
engineers are approved to do the inspections in non-rural areas, this would
go against the original intent of the statute, eliminating the bench mark of
ICBA certified inspectors.

| feel that the best approach to isolated problems with the

inspections would best be dealt with on a case-by-case basis.
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GiJIJNN 5UILD}ING SLRVTOES
GENERAL CONTRACTOR
Q BOX 10el
BFTHN'L., At'- 99:507
343-4613 "AGLR

3 I'ATE GF ALASKA
PE: HB 1ISO

SIRS?

) A r. OcNi.rRAL CONTRACTOR I.T" NG AND DOING BUSINESS HERE rN
E*XTWFL 4 At-. j WOULD LIKE TO VOt-fil HY SUPPORT FOR HE 180 REGARD [HO
THE LOOSENING GF |INSEEtTIC,NE CM STATE FUNDED COtMCTUCYfION. the.
COST OF LIV TNG AND DOING SUGINKS2 HERR IN ;?EI'HEL AND THE PUft-
RCUIMDING AREA TO RAD ENOUGH WITHOUT THE PROHTf.tU.nVE COSTS Or

THESE INSPECrONS. AS AM E*APPLE, IF £ WAS SHORT 2 PL'EIIFF OF
EhEETROCK FOR A JOB TODAY, | CAM BUY THEN IN ANCHORAGE FOR *S.0O0
EACH, BUT IT WILL COST PC 375,00 EACH TQ GET THENHERE, FOR A
TOTAL OF*43.00 EA. IN IGNE INSTANCES, *“HE COST OF THE |INSPEC-
TIONS NAT* SE THE 31“"FRANCE BETWEEN AMAPPROVAL OR DEN | Ai,. OF

FUNDS FUR ft PROJECT. MANY TIMES THERE IS ft COMPETENT ENGINEER OR
CONTRACTOR IN TOWN OR CLOSE BY THAT CAN ATTEST TO THE DUALITY OF
PHASES CF A BUILDING, ALSO. |IF CHOSEN, THE USE OR VTDEC WILL
GREATLY OUT DOWN THE COST OF THE PROJECT.

GENERALLY, THE QUALITY THE STATE 13 TRYING TO ATTAIN ON THREE
PROJECTS IS MORE THAN SATISFACTORY WHEN A LICENSED GENERAL CON-
TRACTOR IS HIRED. THE PROBLEMS ARISE WHEN A SPECIALTY CONTRACTOR
WHO HAS NO KNCMIDGE OF THE REGULATIONS, AND T3 UNLICENSED TI. ..0
THE TOTAL SCOPE OF WORK TRIES TO DO THE JOB. THE REGULATIONS THE
STATE HAS ADOPTED PUT ALL CONTRACTORS ON AM EQUAL BASIS, AND

SHOULD BE KEPT IN PLATE AND ADHERED TO.

GUINN. OWNER



TO. DAVE
PROM. BROOKE T. ADKINSOM
PO BOX 1080
CORDOVA, AK. 99574
DATE. MARCH 16, 1993
RE: HB 180
PAGES: 4, INCLUDING COVER SHEET
HERE ARE THE QUESTIONS WHICH | PRESENTED TO YOU ON MARCH
i2tn & i5th.
PLEASE CONSIDER THESE QUESTIONS WHEN YOU ARE CONSIDERING
HB180.

THANK YOU.

BROOKE T. ADKINSON
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Alaska Bankers Association
P.0. Sox 100600 Anchorage, Alaska 99510-0600

March 9, 1993

Rea[Jresentat|ve Eileen MacLean
tate Capita
Room 5

Juneau, AK 99801

Dear Representative MacLean:

We helieve HBl80 IS a necessary change in Section | AS 18.56, 300$b2

re ar |n man dator constructro Inspe trons that affect the entire stafe of
chang wil| mrtrgate the severe financial and procedural impact of

E rg éaérvl grn rural aréa? while still providing quality housing, health, and safety

There are aploroxr ately 178 ICBO certified mspect?rswh graduated from a

class put on In 1992 b AHFC In anticipation orthis law, These inspectors are

drstrrbuted thy ugh communrtres around the state. These grrvat Inspectors
gnot rovice helr services at reasonable cost when consiering the'socal
d to provide modem housing in rural Alaska.

We see lvv? groblems vvrcshthe existing statutes for. rural home builders: 1) The
high cost of a home builder s Oﬂbortrn the |ns ection Pro ram, an 23 the
required inspectors are limited narrowly to only 1C80 Inspectors. _In outlyin
areas such as St. Paul, K Ing Cove, or Nome, the cost of four on-site Ins ec lons
|sforround tri arrfares U3 possrbyroom and board Anchora e/t aul 1S
current $1,054 round-rip, _Ita typical mF ector? arges $1,800'for a nouse,

the tota brII coucfl exceedp$7 800" Costs for on-sile visits for apprais i]rveys
thermal standards, and environmental considerations are In addition to t

Second|¥ by limiting the mspector poal to only 1C80 inspectors, many qualified
architects, engineers or gther responsrble persons are eliminated in assisting in
he Inspection; process. Someo these ocalofrcrals may be more experienced
|n Ioca c drtrons than a new creat drns ector f gnn oui rom an urban area.
garc |tects an en rnee éy Ve re ue tocca to rural areas to
INSpect projects an could ome Inspection at |tt|ee tra cost,



Representative Eileen MacLean
March 9, 1993
Page Two

It is our understaning that the original legislation exempted DCRA's Rural

Housm%,Program from the statute, but an"unintended bx—pro_duct of the mergfer
PJrI%hCeRen I Iapeousmg program Into AHFC was to make this law a fact-of-[ife

pelieye the solutio tthis roble s hrough assage of s il 180 as i
A A A

Sincerely,



§ 18.56.220 Health and Safety § 18.56.300

Sec. 18.56.220. Duty to advise about corporation’s programs.
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’ housing programs and the opportunities that exist to obtain
financial assistance from the corporation. (8 98 ch 4 FSSLA 1992)

Effective dates. — Section 152, ch. 4,
FSSLA 1992 makes this section effective
July 1. 1992,

Sec. 18.56.300. Construction standards for housing eligible
for purchase 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 that 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;

(if) within a municipality that does not enforce construction codes;
or

(iii) outside a municipality; or

(B) as to each specific code within the construction codes of the
municipality that 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 that 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:



8§ 18.56.390 Alaska Statutes Supplement $ 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.

() 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 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 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);

(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 § 1ch 29 SLA 1991;
am 88 1, 2 ch 52 SLA 1991; am § 99 ch 4 FSSLA 1992)

Effect of amendments. — The 1S02  "or purchased” and deleted "under AS
amendment, effective July 1,1992, in sub- 18.56.106" from the end.
section (a), inserted "nonconforming” and

Sec. 18.56.390. Definitions 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

RF resentative Harley Olberg
Alaska State LegislatUre
State Capital

Juneau, AK 99801-1182

Re:  Residential HousingI Inspection
Requirements of ARFC

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
Y?rk for that,ﬂur ose inthe 1550 and have rParﬂm ated Jn Ehe_ crefmon of
Alaska Housing Finance Corporation. NBA has been actively. involved with
Fannie Mag, Freddie I\/Ieﬁc,ld D, VA the Fe}]rm IS H?me Aqmmlstratlon, ﬁnd_
other secondary market lenders to assure the flow or capital to meet the housing
needs of all Aldskans. If is our belief that ihe long-term viability of the state of
Alaska is dependent on the equal access of housing to alj inhdbitants.
(Government regulations that Inhibit equal access t0 ho_usmg or create a situation
thal discriminates oy addin b?rdensome costs, to particular resients of our
3tcactgp%2g| goes not foster equal access to housing of our population are not

We believe that the IC80 legislation IErewously enacted created a costly
buregucratic situation for rural residents of the state of Alaska and does not
Hracncally Increase equality cf housing to our rural residents, Weltherefore
ave_ supported and encouraged the enactment of House 3ill 180 which deals

with inspections in rural and femote Alaska and ask that you provide supRort 0
this legislation as well KeeP Inmind that the r%pose,?_ am?ndments to'the
existing law relate to rural areas and increases tne ability of Alaska Housing
Fmgpce {0 meet quah%and safety ob#eftwes. lV|n9I flexibility to deal uth.
problems of remote communities,”. Rural In this Tegislation means an area that is

not land connected by the state highway system.



March 11, 1993
Faga Two

Alaskans, in general, abholr ether eoBIe [ﬂ,cmg %overnmental authority onto us
wnen we feel that these ru fs n h t cur ability toTunctiop as atguﬂue OCIEty.
Please keep in ming that Alaska has numerods communities and climates with
unique situations which ITEJIX require unuﬂue soluans. Costs related to
Government regulations that may seem reasonable to @ Kenai home builder may
cost ten times as much +er @ home inthe Bush, The original ICSO law was not
Intended to cover rural Alaska; h?wever, with the mergmg of DCRA and Alaska

Finance Corporation such a requlatory requirement néw exists.

Your support and assistance in this matter would be great reciated. If you
have a%i%?ﬂonapquesnons agout Hw tec mca?aspectg ot e&m p(fease con}/act
Jim McCormack at 265-2878.

Sincerely yours,

Jan K. Sieberts
Senior Vice President

S
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Company
Petrostar

Tesoro
To Chevron

Chevron
From Tescro

ey
Mapco)

TOTALS

ANS ROYALTY RIK RETROACTIVE AMERADA HESS ADJUSTMENTS

fwough Fa”a SE')92 Billing Date)

Billed
§ 2

142

7

Milljon
(Includes Interéstt
Resolved Paid
Paid or Pending  Undler
Settlement Protest
$2
97
$47
~4]
$99 $47

Unpaid
o
Disputed

Comments
$ 0

$45 M on bbls. sold to Chevron
é an mer?da Hes

0 A l18'[ ent Clause. The rest
wo eccfvered under the

Tesoro Sett emfnt agreement
Payment Plan If conSUmmated.

$47 M Pa nts un er protest
R

&>
o=
NOOT—

—oo

Subrkect to two Bendln lawsuits
e|n Juneau and one In
119 Anchorage.
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$181
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WALTER J. HICKEL. GOVERNOR

REPLY TO-

DEPARTMENT OF LAW [] 1031 W -HO AVENUE SUITE 200

ANCHORAGE. ALASKA 99501-195-1

OFFICE OF THE ATTORNEY GENERAL A 607 2Tk 2o

d KEY BANK SUILOING

100 CUSHMAN ST. SUITE J0O
FAIRBANKS. ALASKA 39701-J673

PHONE. (90?) 452-1563
February 26, 1993 FAX:(9078456-1317

~ PO.BOXK - STATE CAPITOL
JUNEAU. ALASKA 95811-0300
PHONE: (907) 465-3500
FAX: (907 463-5295

Ralph Thomas
Anchorage Daily News
319 Seward St., #8
Juneau, AK 99801
Re: SB 134 and HB 135
Dear Mr. Thomas:

Attached please find arguments and analysis of points in
opposition to S3 134 and HB 135 (credirs for capital investments
of RIK purchasers). The arguments raised 1in the attachment form
the basis for the attorney general®s opposition to these bills.

Sincerely,

CHARLES E. COLE
ATTORNEY GENERAL

X
By:,-"2

v
james L. Baldwin
Assistant Attorney General

JLB:tg



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 vs a vis MAPCO.

The effect is worse on the ail side of the business. There is very limited
competition now. If the state pays for expansion of the existing industry, no
e Will be able to afford to enter the market. Further, the greater the
former underpayment (i.e., the bigger the RIK hill), the greater the subsidy.
Capital credits use public funds to destroy private capital and tend to create

monopolies.



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



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.

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



VI.

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.

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.



VII.  The legislation has many technical problems.

A

capcredit/022393

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?

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

benefit: are commensurate with the credit.

It is impossible to determine how the credit would work.

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).



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

March 18, 1993

Dear Representative Bill Hudson:
State Capitol

Room 108

Juneau, AK 99801-1182

On behalf of the members of U.A. Local 367, let me encourage
your support of HB 185 as it comes before your legislative body
for consideration.

The members of this organization see the many benefits to the

State and its residents in allowing credits to the in-state
refiners to offset retroactive royalty claims. Such a move will
be converted directly into jobs and capital improvements
benefitting a great many citizens for a number of years. You can

play an important role in making that happen with your support
of HB 185.

Thank you for your attention to this matter. The members of
Local 367 will appreciate information with regard to your
decision concerning this important piece of legislation. Your
response to this office will be relayed to our several hundred

Alaska resident members who are eagerly awaiting favorable
disposition of HB 181 .

Business Manager
U.A. Local 367
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Hon. Bill Hudson
Alaska House of Representatives
Room 108

: PHONE: (907) 465-3600
State Capitol FAX: (907) 463-5295
Juneau, AK 98081-1182

Re: SB 134 and HB 185 (Capital
credits for royalty
oil purchasers)

Dear Representative Hudson:

Royce Weller of your staff requested our analysis of
materials prepared by certain royalty oil purchasers concerning
HB 185 and SB 134 (capital credits for royalty oil purchasers)

The materials we reviewed include:

1) "A Response to Two questions Regarding Capital Credit

Legislation for Royalty Oil Purchasers" - author unknown;

2) "SB 134 and HB 185 - A Sound Investment in Alaska's
Economic Future"™ - by Tesoro Petroleum Company; and

3) "The fiscal and Economic Impact of New Vacuum and
Asphalt Units at the Kenai Refinery of Tesoro Alaska Petroleum
Company" - by ECO Northwest.

The foregoing documents provide a rationale for the passage of
SB 134 and HB 185. Our analysis of the points raised in these
documents by proponents of the bills is attached. If you desire
more detail concerning any of the points raised in the analysis, do
not hesitate to ask. Also enclosed is a copy of the Tesoro royalty
oil settlement agreement you requested.

Sincerely yours,

CHARLES E. COLE
ATTORNEY GENERAL

iruce Botelho
Deputy Attorney General

BMB:JLB:tg
Attachments

03-C5LH



RESPONSE TO CERTAIN MATERIALS SUPPORTING
THE ENACTMENT OF SB 134 AND HB 185 (CAPITAL CREDITS)

M aterial is being circulated purporting to analyze the

relationship between the Amerada Hess settlements and the amounts

owed by the royalty oil purchasers. These materials lead the
reader to the incorrect <conclusion that SB 134 and HB 185
(capital credits for royalty oil purchasers) will create jobs and
tax revenues. The following analysis serves as a rebuttal to

1) "A Response to Two Questions Regarding Capital
Credit Legislation for Royalty Oil Purchasers™ - author unknown;

2) "SB 134 and HB 185 - A Sound Investment in Alaska's
Economic Future"™, by Tesoro Petroleum Company; and

3) "The Fiscal and Economic Impact of New Vacuum and

Asphalt Units at the Kenai Refinery of Tesoro Alaska Petroleum

Company,” by ECO Northwest:

1. Paying full value for the Oil Does Not Threaten the In-State
Refining Industry--MAPCO and Tesoro Have the Right to Pay

the Claim in Modest Installments Over Ten Years

The state's <claim against the royalty oil purchasers
arose out of certain provisions in present and past contracts
that required the purchasers to pay the state additional retro-
active amounts if the state prevailed in the Amerada Hess case
against the producers of North Slope crude oil. As a result of

settlements between the state and the producers, the state



claimed that the royalty oil it sold to purchasers was under-

valued to the extent that the producer’'s undervalued the oil.

Those who would benefit from the enactment of the bill
imply that the payment of the state's claim would threaten the
fiscal health of major in-state refiners. However, existing con-
tracts and settlement agreements contain provisions that fairly
provide ior the payment of the debt owed to the state. MAPCO and
Tesoro have the right to pay over approximately ten years. MAPCO

has that right in its major contract which accounts for most of

the state's claim against that company. Tesoro was given that
right in its recently negotiated settlement agreement with the
state. Neither company has reported to its shareholders or to

the Securities and Exchange Commission that payment of the
settlement amount over ten years (Tesoro) or the claim (MAPCO)

would threaten the future of the companies.

MAPCO has repeatedly said to the SEC and its stock-

holders that the claim "will not have a material adverse effect
on MAPCO's consolidated financial position."” MAPCO, Inc. 10-Q
Report to the SEC. Tesoro praised the settlement in its

January 19, 1993 press release saying:

Management is pleased that this dispute was con-

cluded on mutually favorable terms . . . . This
settlement represents a significant step forward
and will allow Tesoro"s management to focus on
other operational and financial matters. Further

it removes an enormous uncertainty regarding the
Company's future operations.



hearing these bills should

carefully weigh the claim that the bills will create new jobs or
unanticipated tax revenue. The ECO Northwest study claims that
a $46.5 million refinery expansion may work economic wonders.

The questionable assumptions made in that study are discussed in
paragraph 4A and B, but the study methodology merely diverts
attention from the real issue. That being: are the benefits of

capital construction available without the provision of capital

credits? In Tesoro's case, capital credits will not create the
promised economic bonanza - it is the refinery expansion itself
that will produce whatever benefits may arise. The study did not
take into consideration the state's role in the funding of
Tesoro's refinery expansion. Nor did it consider Tesoro's

motivation to expand.

The State's settlement with Tesoro was made so as not
to interfere with expansion of Tesoro's refinery. The State
agreed to take modest payments and to reduce its collateral so
Tesoro could expand (page 11, paragraph 6 of the settlement

agreement). In its news release, Tesoro acknowledged the Kkey



provisions of the settlement that provide for future expansion by

saying:

Tesoro's obligation owed the state under the

agreement is subordinated to current and future

senior debt of Tesoro of up to $175 million plus
indebtedness incurred in the future to improve the

Company Alaska Refinery.

Id.

Whatever the benefits of the expansion may be, they are
available without capital credits. The state gave Tesoro the
ability to undertake the expansion without capital credits.

3. Royalty oil purchasers would be Singled Out for Special

Treatment.

The legislature is prohibited by article 11, section 19
of the Alaska Constitution from passing special legislation if a

general act can be made applicable.

Under the bill, royalty oil purchasers would have a
special benefit available only to them. In order to validly pro-
vide a valuable benefit to a limited group of firms doing
business in the state, the legislature would need to establish

that it is not denying equal protection of the law to other firms
that are similarly situated. There must be a fair and substan-

tial relationship to legitimate purposes. State v. Lewis. 559
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P.2d 630 (Alaska 1977). The burden of proving the legitimacy of
legislation wunder this standard has become significantly more
complicated under the Alaska Supreme Court's enlightened approach

to analyzing equal protection claims.

A. The amount owed by royalty oil purchasers doesn't jus-

tify special treatment.

In an attempt to show that royalty oil purchasers are a
class warranting special treatment, Tesoro notes that they owe
approximately $300 million, an amount equal to the total value of
their capital assets, and that the approximately $700 million
paid by the producers represents only 6 percent of the value of

their assets.

Among other things, this assessment indicates that the
value of the investments by the producers is somewhere in the
vicinity of 12 billion dollars. In the interest of equity, it is
clear that the producers have made much greater direct invest-
ments which, in turn, have had even greater indirect multiplier

effects on the Alaska economy.

It is suggested that the state's claim for reimburse-

ment is huge in relation to the ability of royalty oil
purchaser's to pay. The claim, for example, is compared to the
value of the companies' Alaska assets. This comparison has no



meaning. It is characteristic of many industries that raw

material or feed-stock costs exceed the value of the plants in

which they are processed. For example, fish cost more than the
plants in which they are processed. MAPCO and Tesoro have paid
for oil many, many times the value of their Alaska assets. That

is a characteristic of the refining business, not a distinguish-

ing characteristic.

Proponents of the bill claim that royalty oil pur-
chasers are entitled to special treatment because they are being

asked to pay a disproportionate part of the total price adjust-

ment resulting from the Amerada Hess settlement. They argue that
the royalty oil purchasers hrve taken only 4 percent of total oil
production yet owe $300 million for the retroactive price adjust-
ment. The implication is that the State is claiming $300 million
for 4 percent of the oil and $700 million for the remaining 96
percent. However, this comparison is disingenuous and mislead-
ing. The proper comparison is to royalty oil taken, not to total
oil production. The State's royalty share is 12.5 percent.
Three-quarters of this amount, 9 percent, is subject to Amerada
Hess price adjustments. Roughly 4 percent was sold to in-state
refiners and 5 percent (not 96 percent) was taken "in value" by
the producers. The royalty oil purchasers thus received about 44
percent of the State's oil subject to price adjustment (4 percent

divided by 9 percent) and are being asked to pay only one-third



($300 million divided by $1 billion) of the total amount owed.

There is no disparity here that warrants special treatment.

B. The effect of the Amerada Hess settlement on royalty
oil purchasers does not warrant special treatment.
The royalty oil purchasers imply that they deserve

special treatment because they were unfairly made subject to the
Amerada Hess oil values settlement. Tesoro and MAPCO negotiated
contracts with the state to be bound to the results of the
Amerada Hess litigation or settlement and to refrain from inter-
vening in that litigation. It is disingenuous now for Tesoro or
MAPCO to imply that they were unfairly excluded from settlement
discussions with various producers. The refiners had little or
no knowledge of the producers' pricing practices and woul'l have

added time and expense to the ultimate resolution of that dis-

pute. The Superior Court decided that the refiners interests
were well represented by the producers when it denied the
refiners' motion to intervene. The State now asks for nothing

more from Tesoro and MAPCO than they agreed to pay in their con-
tracts. This would not provide a reasonable basis for special

treatment.



4. The RoyaltyOil Purchasers Owe a pre-existing debt for the

ModestPrice Adjustment which the State now Claims.

The state's claim for reimbursement represents a pre-
existing debt of the royalty oil purchasers. They are asking for
forgiveness of this debt. As a general matter, the public
purpose provision of the Alaska Constitution forbids the bare
forgiveness of preexisting debt. However, if it can be shown
that the state receives adequate consideration for the forgive-

ness, the public purpose may be established.

As for the validity of the debt, the materials provided
by the refiners in support of the bills imply that something is
wrong with being asked to pay an addition to the original charge.
The truth is that the royalty oil purchasers agreed by contract
to make the additional payment now. It is suggested that prices
of refined products would have been higher iif only the royalty

oil purchasers had known about the additional charge.

The price adjustment the state is seeking is about 3.0

percent (excluding interest) of the total amount which the
refiners paid for royalty oil. This is a very modest adjustment
accrued over roughly ten years. A tiny accounting reserve each
year would have been prudent. The oil producers and Tesoi-o0

apparently had reserves, but MAPCO filed lawsuits asserting



.surprise and disaster. Neither surprise nor disaster should be
the result of a 3.0 percent price adjustment. MAPCO is hard
pressed to <claim surprise now, particularly when it was aware
that its neighbor refinery, Petro Star, was required to escrow
$1.12 per barrel for its future Amerada Hess adjustments begin-
ning in 1985. It comes as no surprise that Petrostar satisfied

its obligations to the state without complaint.

A. The ECO Northwest Study use faulty assumptions.

The clear implication of ECO Northwest's study is that

consideration for debt forgiveness will flow from the benefits of
capital construction. The ECO Northwest study relies on a com-
puter model that assumes capital spending will directly and
indirectly stimulate economic activity. The desired result s
programmed into the model. Furthermore, the model does not
recognize public costs (e.qg., schools, sewer, water, police,
fire) which result from a project, it double counts revenue, and
it ignores the beneficial effect of the field cost allowance
discussed in subparagraph B below. The model also uses the wrong

discount rate to determine the present value of alleged benefits

which will occur, if they occur at all, over 20 or more years.

The model shows total Alaska spending benefits of $87
million dollars per year (see Table 1 of the study). This amount

serves as the basis for each result of the model and creates the



desired economic bonanza. Of the $87 million, $82 million (94

percent) is "expenditures on additional crude petroleum. "
This must mean royalty oil purchased from the state because there
is no other Icng-term source of large quantities of oil. This
amounts to double counting. The model assumes that additional
oil will be produced because of the refinery expansion. In fact,
the oil will be produced and purchased without the refinery
expansion. The oil will either be taken in value (i.e., effec-

tively "purchased”™ by the producers) or taken in kind, but the
qguantity produced will not be changed. On average, the likely
real benefits are only about 6 percent of the benefits claimed in

the ECO Northwest study (see Table A-3).

The model further overstates the adequacy of consider-

ation by wusing an incorrect discount rate to determine the
present value of future dollars. The model uses 4 percent and
ignores inflation (see Table 4 of the study). A more realistic

discount rate would be in the range of 8 to perhaps as high as 15
percent to recognize both inflation and the risk that the pro-
jected benefits will not occur. Using the correct discount rates
would dramatically reduce the claimed benefits. For example,
Table A-8, found on the next to last page of the ECO Northwest
study, shows that at any discount rate greater than 4 percent,
the additional tax revenues over 20 years are less than the cost
of the project. Put another way, the project has a negative

return to the state even with the double counting of crude oil



sales revenue. The selection of a 4 percent discount rate for

the model was not a coincidence.

B. The ECO Northwest study omits consideration of other

benefits provided by the state.

In determining whether there is adequate consideration
to support the forgiveness of debt, the legislature must consider
the other valuable benefits provided by the state treasury to
encourage in-state refining. In the first phase of the Amerada
Hess litigation, the Superior Court found that the state had no
obligation to reimburse its lessees for field costs so long as
the state took its oil in value, but ruled that a field cost was
due if the oil wassold to an in-state refiner. This ruling was

a major impediment to the development of in-state refining.

Recognizing this impediment, and in a conscious
decision to support in-state refining, the state gave up its
right to avoid the payment of field costs for in-value royalty
oil and negotiated a settlement agreement with the North Slope
producers which obligated it to pay the same field costs regard-
less of whether it takes its oil in value or in Kkind. That
amount is currently 79 cents per barrel at Prudhoe Bay and 42
cents per barrel at the Kuparuk River Unit. These are field
costs which the state incurred only because it chose as a matter

of policy to sell to Tesoro, MAPCO, GVEA, Chevron and Petro Star.



The total value of the field cost deduction is now more

than $700 million, and is subject to escalate under the settle-

ment agreements. These field cost deductions are estimated to

total a minimum of $1.4 billion over the life of the fields.
Based on the foregoing analysis it is qguestionable

whether there would be adequate consideration to support the
forgiveness of the RIK purchaser's preexisting debt or offset the

incentives previously provided.

5. There Are No Safeguards in the Bill

The bill takes from the legislature and gives to
royalty oil purchasers the responsibility and authority to spend
hundreds of millions of dollars. There are no safeguards,
checks, or balances. The authority extends for ten years. There

is no oversight of the company's decisions, decisions that amount

to material amendments of the royalty contracts.

Proponents of the legislation claim that the state s
protected because the commissioner of the Department of Commerce
and Economic Development must approve capital credits. However,
the protection afforded by the bill is illusory. The commis-
sioner is compelled to approve the credits unless there is proof

by "clear and convincing evidence,” that the <credit will not



