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1 11. N o t  i c e s . W r i t t e n  n o t i c e s  u n d e r  t h i s  A g r e e m e n t  s n a i l

2 b e  g i v e n  b y  m a i l ,  e x p r e s s  c o u r i e r ,  o r  F A X  t r a n s m i s s i o n ,  to the

3 f o l l o w i n g  d e s i g n a t e d  r e p r e s e n t a t i v e s  o f  t h e  p a r t i e s  at the

4 f o l l o w i n g  a d d r e s s e s  a n d  F A X  n u m b e r s ,  (or t o  s u c h  n e w

5 r e p r e s e n t a t i v e s ,  a d d r e s s e s ,  o r  F A X  n u m b e r s  as a r e  d e s i g n a t e d  in

g w r i t i n g  b y  t h e  p a r t y  m a k i n g  a c h a n g e ) :

7 If t o  t h e  S t a t e :

g C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s
4 0 0  W i l l o u g h b y  A v e n u e , F i f t h  F l o o r  

o J u n e a u ,  A l a s k a  9 9 8 0 1

(FAX: 9 0 7 / 5 8 6 - 2 7 5 4 )
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a n d

D i r e c t o r ,  D i v i s i o n  o f  O i l  a n d  G a s  
B o x  1 0 - 7 0 3 4
A n c h o r a g e ,  A l a s k a  9 9 5 1 0
(FAX: 9 0 7 / 5 6 2 - 5 2 6 9  a n d  9 0 7 / 5 6 2 - 3 8 5 2 )

I f  t o  T e s o r o :

P r e s i d e n t
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  
3 2 3 0  C  S t r e e t  
A n c h o r a g e ,  A l a s k a  9 9 5 0 3  
(FAX: 9 0 7 / 5 6 1 - 5 0 4 7 )

P r e s i d e n t
T e s o r o  P e t r o l e u m  C o m p a n y  

8 7 0 0  T e s o r o  D r i v e  
S a n  A n t o n i o ,  T e x a s  
(FAX: 5 1 2 / 2 G 3 - 2 4 0 0 )
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3 B S

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

12. D e f a u l t  U p o n  d e f a u l t  in p a y m e n t  o f  a n y  o b l i g a t i o n  

o w e d  u n d e r  t h i s  A g r e e m e n t  o r  r e p o r t i n g  u n d e r  P a r a g r a p h  3 w h i c h  

r e m a i n s  u n c u r e d  for 30 d a y s  a f t e r  w r i t t e n  n o t i c e  of d e f a u l t  

( " N o t i c e  o f  D e f a u l t " )  s p e c i f y i n g  t h e  a m o u n t  in d i s p u t e  ( " D i s p u t e d  

A m o u n t " ) , t h e  S t a t e  s h a l l  b e  e n t i t l e d  t o  a l l  r e m e d i e s  a v a i l a b l e  at 

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

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

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

t h i s  A g r e e m e n t  u n l e s s  T e s o r o  p a y s  t h e  D i s p u t e d  A m o u n t  i n  full 

w i t h i n  30 d a y s  f o l l o w i n g  t h e  w r i t t e n  N o t i c e  o f  D e f a u l t .

If T e s o r o  p a y s  t h e  D i s p u t e d  A m o u n t  in full, T e s o r o  m a y  

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

p r o t e s t .  A n y  p o r t i o n  o f  t h e  p a y m e n t  f o u n d  n o t  to b e  o w e d  s h a l l  b e  

s u b j e c t  t o  r e f u n d  t o  T e s o r o .  A n y  r e f u n d  w i l l  b e  m a d e  as a c r e d i t  

t o  T e s o r o  a n d  s h a l l  b e a r  i n t e r e s t  a t  t h e  B a n k  o f  A m e r i c a  r a t e  

s p e c i f i e d  in P a r a g r a p h  3.B. If T e s o r o  d o e s  n o t  i n i t i a t e  a n  a c t i o n  

i n  t h e  S u p e r i o r  C o u r t  o f  t h e  S t a t e  w i t h i n  180 d a y s  o f  p a y i n g  t h e  

D i s p u t e d  A m o u n t  t o  d e t e r m i n e  w h e t h e r  t h e  D i s p u t e d  A m o u n t  is owed, 

t h e  D i s p u t e d  A m o u n t  s h a l l  b e  d e e m e d  o w e d  t h e  S t a t e .

If T e s o r o  d o e s  n o t  p a y  t h e  D i s p u t e d  A m o u n t  in f u l l  a n d  if 

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

u n p a i d  b a l a n c e  s h a l l  b e  c a l c u l a t e d  a s  f o l l o w s :
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A. If d e f a u l t  o c c u r s  b e f o r e  t h e  s e c o n d  b u s i n e s s  d a y  of 2002, 

t h e  u n p a i d  b a l a n c e - s h a l l  be e q u a l  to 1 1 0  p e r  c e n t  o f  the 

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

i n t e r e s t )  c a l c u l a t e d  as o f  t h e  d a t e  o f  t h e  S t a t e ' s  

w r i t t e n  N o t i c e  o f  D e f a u l t .  If d e f a u l t  o c c u r s  p r i o r  to 

D e c e m b e r  31, 1993, t h e  P r e p a y m e n t  A m o u n t  s h a l l  be 

i n t e r p o l a t e d  f o r  1993 as if t h e r e  h a d  b e e n  a P r e p a y m e n t  

A m o u n t  o f  5 8 6 . 5  m i l l i o n  a t  D e c e m b e r  31, 1992.

B. If d e f a u l t  o c c u r s  o n  o r  a f t e r  t h e  s e c o n d  b u s i n e s s  d a y  of 

2 0 0 2 , t h e  u n p a i d  b a l a n c e  s h a l l  b e  e q u a l  t o  5 6 0  m i l l i o n  

( p l u s  a n y  p a s t  d u e  a m o u n t s ,  i n c l u d i n g  i n t e r e s t )  p l u s  all 

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

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

p r e p a y m e n t s  m a d e  p u r s u a n t  t o  t h e  s e c o n d  p a r a g r a p h  of 

P a r a g r a p h  3.C.

13. P a y m e n t s  a n d  I n t e r e s t . A l l  p a y m e n t s  d u e  u n d e r  this 

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

i n s t r u c t i o n s  p r o v i d e d  f r o m  t i m e - t o - t i m e  b y  t h e  S t a t e .  E x c e p t  u n d e r  

t h e  l i m i t e d  c i r c u m s t a n c e s  s p e c i f i e d  in P a r a g r a p h s  3.B. a n d  12, all 

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

a s  a n  a d j u s t m e n t  s h a l l  b e a r  i n t e r e s t  f r o m  t h e  d a t e  d u e  a t  t h e  r a t e  

f o r  r o y a l t y  p a y m e n t s  p r o v i d e d  in A S  3 8 . 0 5 . 1 3 5 ( d )  a s  it m a y  be 

a m e n d e d  f r o m  t i m e - t o - t i m e  ( " D e f a u l t  R a t e " ) .  T h e  " d a t e  d u e "  for

T E S O R O  S E T T L E M E N T  A G R E E M E N T / 1 7
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t e s o r o

c e n t s  p e r  b a r r e l  p a y m e n t s  is t h e  2 0 t h  d a y  o f  t h e  m o n t h  f o l l o w i n g  

t h e  m o n t h  t h e  b a r r e l s  a r e  c h a r g e d  t o  t h e  A l a s k a  R e f i n e r y  ;as 

p r o v i d e d  in P a r a g r a p h  3.3. ) .

14. F o r u m  F o r  D i s p u t e  R e s o l u t i o n . T h i s  A g r e e m e n t  s h a l l  

b e  g o v e r n e d  b y  t h e  l a w s  o f  t h e  S t a t e .  A n y  l i t i g a t i o n  c o n c e r n i n g  

t h i s  A g r e e m e n t  s h a l l  b e  f i l e d  in t h e  S u p e r i o r  C o u r t  o f  t h e  S t a t e  in 

J u n e a u  u n l e s s  a n o t h e r  S t a t e  S u p e r i o r  C o u r t  is t h e  r e q u i r e d  forum.

15. N o  I n t e n d e d  T h i r d  P a r t y  B e n e f i c i a r i e s . N o  p e r s o n  o r  

e n t i t y ,  i n c l u d i n g  C h e v r o n ,  is a n  i n t e n d e d  t h i r d  p a r t y  b e n e f i c i a r y  

o f  t h i s  A g r e e m e n t .

16. C o u n t e r p a r t s . T h i s  A g r e e m e n t  m a y  b e  e x e c u t e d  in 

m u l t i p l e  c o u n t e r p a r t s .  E a c h  c o u n t e r p a r t  s h a l l  b e  d e e m e d  t o  be an 

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

d o c u m e n t .

17. E f f e c t i v e  D a t e . T h i s  A g r e e m e n t  is d a t e d  D e c e m b e r  

15, 1 9 9 2  f o r  r e f e r e n c e  p u r p o s e s .  It is e f f e c t i v e  w h e n  e x e c u t e d  b y  

a l l  p a r t i e s  a n d  p a y m e n t  is m a d e  in a c c o r d a n c e  w i t h  p a r a g r a p h  3 . A.

TESORO SETTLEMENT AGREEMENT/18
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S T A T E  Or A L A S K A

B y : ______________________________________________________
C c m m i s s L o n o r  o f  N a t u r a l  R e s o u r c e s  

D a t e  S i g n e d : __________________________

B y : ____________________________
A t t o r n e y  G e n e r a l  

D a t e  S i g n e d : ___________

S T A T E  O F  A L A S K A  

T H I R D  J U D I C I A L  D I S T R I C T

) ss

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

d a y  o f  _________________ , 1 D 9 3, b y ___________________________________________ ,
C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  o f  t h e  S t a t e  o f  A l a s k a .

N O T A R Y  P U B L I C  in a n d  f o r  A l a s k a  
M y  c o m m i s s i o n  e x p i r e s : _______________

S T A T E  O F  A L A S K A  

T H I R D  J U D I C I A L  D I S T R I C T

) S S : 

)

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

  d a y  o f  ____  , 1993, b y _____________________________________ ,
A t t o r n e y  G e n e r a l  f o r  t h e  S t a t e  o f  A l a s k a .

N O T A R Y  P U B L I C  in a n d  f o r  A l a s k a  
M y  c o m m i s s i o n  e x p i r e s :  _
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TESORO ALASKA PETROLEUM COMPANY

B y : ______________
T i t l e : ___

D a t e  S i g n e d :

T E S O R O  P E T R O L E U M  C O M P A N Y

By:

T i t l e :
D a t e  S i g n e d :

S T A T E  O F  

C O U N T Y  O F
) ss:

T h e  f o r e g o i n g  i n s t r u m e n t  w a s  a c k n o w l e d g e d  b e f o r e  m e  t h i s
d a y  o f  ________________ , 1993, b 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 ,  a ______________

c o r p o r a t i o n ,  o n  b e h a l f  o f  t h e  c o r p o r a t i o n .

N O T A R Y  P U B L I C  in a n d  f o r  
M y  c o m m i s s i o n  e x p i r e s : _____

S T A T E  O F  _ 

C O U N T Y  O F

) s s :

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

d a y  o f _____________________ , 1993, b y
o f  T e s o r o  P e t r o l e u m  C o m p a n y ,

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

N O T A R Y  P U B L I C  in a n d  f o r  
M y  c o m m i s s i o n  e x p i r e s : _____

T E S O R O  S E T T L E M E N T  A G R E E M E N T / 2 0

T E S O R O 1 7 2



1
■)

3
4

5
6
7
8

9
10

11

12

13
14
15
16
17
18
19
2 0

21
*n

23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

E x h i b i t  r

P a r c e l  I:

That portion of Section 22 and the Northeast 1/4 of Section 21, Township 7 North. Range
12 West, Seward Meridian, records of the Kenai Recording District, Third Judicial District.
State of Alaska, described as follows:

Commencing at the 1/4 corner common to Section 22 and Section 27, 
Township 7 North, Range 12 West, Seward Meridian, Alaska, marked by an 
Alaska Department of Highways survey monument found; proceed East 
2640.92 feet along the section line, Basis of Bearing for this description, 
according to General Land Office datum for the Section corner common to 
Sections 22, 23, 26 and 27 marked by an Alaska Department of Highways 
monument found; theDce N 00°07’44" W 1982.23 feet along the section line 
common to Section 22 and Section 23 to the northeast corner of the Seaman 
property, the true Point of Beginning for this description, marked by a 5/8"
X 30" rebar with 2" aluminum cap attached, set; thence S 89°58’52" W 330.15 
feet along the north boundary line of the Seaman property to the northwest 
corner of said property, marked by a 5/8" X 30" rebar with 2" aluminum cap 
attached, set; thence S 00°07’59" E 660.69 feetaion^ the western boundary of 
the Seaman property to the southwest corner of said property, marked by a 
5/8" X 30" rebar with 2" aluminum cap attached, set; thence S 89°59’26" W 
2310.72 feet to the CS 1/16 corner of Section 22, marked by a 3 1/4" 
aluminum monument 4928-S, found; thence N 00°08’43" W 1320.75 feet to the 
C 1/4 of Section 22, marked by a brass cap G.L.O. monument 610-S, found; 
thence S 89°58’28" W 1320.53 feet to the CW 1/16 corner, marked by a brass 
cap monument 610-S, found; thence S 89°56’49" W 991.57 feet to a property 
corner which is situated in a small pond; thence North 00°05'58" W 1170.92 
feet to a property corner marked by a 5/8" X 30" rebar, set; thence N 
89°59’53" W 330.64 feet to the section line common to Section 21, Section 22 
and HES 74, marked by a brass capped monument, found; thence N 89°59’53"
W 659.87 feet to a property corner situated along the easterly right-of-way 
line of the North Kenai Road; thence N 20°33’50" W 19.36 feet along said 
right-of-way to a point of curvature; thence along a curve of said right-of-way 
whose radius point bears northeasterly 1357.50 feet, delta of r25’49", arc

E X H I B I T  3  T O  T H E  S E T T L E M E N T  A C R E E M E N T  D A T E D  1 2 / 1 5 / 9 2
Page - 3 8 -  ok - 3 9 -
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length 33.89 feet to a property- corner marked by a 5/8" X 30" rebar with 2" 
aluminum cap attached, set; thence S 89°59’53" E 678 10 feet to a property 
corner situated on the east line of Section 21, marked by a. 5/8" X 30" rebar 
with 2" aluminum cap attached, set; thence N 00°05'14" W 100.68 feet to the 
N I, 16 corner common to Section 21 and Section 22, marked by a brass cap 
monument 610-S, found; thence S 89°59’34" E 1320.96 feet to the NW 1/16 
corner Section 22. marked by a 3-1/4" aluminum monument 4928-S found; 
thence S S9C57’03" E 322.87 feet to the Southwest corner of Tract A, K.R.D. 
86-135, marked by a 5/8" rebar with aluminum cap attached, found; thence N 
00°10’25" W 131.00 feet to the northwest corner of said tract, marked by a 
5/8" rebar with aluminum cap attached, found; thence S 89°59’05" E 997.56 
feet to the n o rth er  corner of said tract, marked by a 5/8" rebar with 
aluminum cap attached, found; thence N 00°10’25" W 413.73 feet along the 
N-S centerline of Section 22 to a property corner, marked by 5/8" X 30" rebar 
with 2" aluminum cap attached, set; thence N 85°16’01" E 1324.75 feet to a 
property corner, marked by a 5/8" X 30" rebar with 2" aluminum cap attached, 
set; thence N 00°09’47" W 668.93 feet to the E 1/16 corner common to 
Section 15 and Section 22, marked by a 3 1/4" aluminum cap monument 4928- 
S set; thence N 89°58’44" E 1320.69 at along the section line to the section 
corner common to Sections 15, 14, 22 and 23, marked by a brass cap 
monument 631-S, found; thence S 00°06,52" E 1320.60 feet to the N 1/16 
corner common to Section 22 and Section 23, marked by a survey monument 
3808-S, found; thence S 00°15’44" E 780.99 feet to the W.C. 1/4 corner 
common to Section 22 and Section 23, marked by a brass cap monument 
G.L.O., found; thence S 00°07‘44" E 1200.83 feet to the northeast corner of 
the Seaman property and the true Point of Beginning.

P a r c e l  11;

That certain portion of U.S. Government Lot Sixty (60) of Section 23, Township 6 North, 
Range 12 West, Seward Meridian, that lies West of Existing Westerly right-of-way line of 
the North Kenai Highway, in the Kenai Recording District, Third Judicial District, State of 
Alaska.

EXH11MT 3 TO THE SETTLEMENT AGREEMENT DATED 12/15/92 
P a g e  -39- o k  -39- • ,

•2*

T E S O R O  1 7 4



m

t
2

3
4

5
6
7

8

9
10

11

12

13
14
15
16
17
18
19
2 0

2 1

2 2

23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

S u b o r d i n a t i o n  A g r e e m e n t

1. a p p l i c a b i l i t y  a n d  D e f i n i t i o n s . T h i s  S u b o r d i n a t i o n  A g r e e m e n t
is an exhibit to the Settlement Agreement dated for reference purposes December 15, 1992, 
and to the Deed of Trust, Security Agreement, and Bond, attached as Exhibits to that 
Settlement Agreement. The terms of this SUBORDINATION AGREEM ENT are incorporated 
by reference to each.

1.1 The reference to the "State" herein shall mean the State of 
Alaska in its capacity under the Settlement Agreement and as the Secured party under the 
Security Agreement, Beneficiary under the Deed of Trust, or Holder of the Bond as 
appropriate to each of the Security Documents.

1.2 The "Security Documents" shall collectively mean the Deed of 
Trust, the Security Agreement, the Bond, and the Non-Standard Financing Statement.

1.3 The "Subordinated Debt" is the obligations of Tesoro under the 
Settlement Agreement and the Security Documents.

1.4 All other terms and words used herein shall be given the same 
meaning as given in the Settlement Agreement, its exhibits, and the Security Documents.

2. Subordination. Paragraph 6 of the Settlement Agreement sets forth 
the extent of the Subordination of the obligations created by the Settlement Agreement and 
Security Documents to the Senior Debt as defined below. Paragraph 6 reads:

The rights of the State and obligations owed the State under this 
Agreement and the State's collateral interest in the Alaska 
Refinery shall be subordinate to no more than $175 million in 
other obligations of Tesoro, at any one time outstanding, plus 
Expansion Debt as defined below on the terms and to the extent 
provided in Exhibit 7. Expansion Debt means debt incurred by 
Tesoro which is used to finance all or part of any improvements, 
replacements, or additions, including land, to the Alaska Refinery.

E x h i b i t  7  t o  t h e  S e t t l e m e n t  a g r e e m e n t  d a t e d  1 2 / 1 5 / 9 2
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Except as provided in the immediately preceding paragraph, other 
obligations of Tesoro for borrowed money, lease obligations which 
are required to be included as debt on the balance sheet of Tesoro 
under generally accepted accounting principles, and the deferred 
purchase price for property, plant and equipment, other than trade 
payables in the ordinary course of business, incurred after the 
effective date of this agreement shall be subordinate to all 
obligations (including, without limitation, cents per barrel 
payments, interest, and the $60 million bond) owed the State 
under this Agreement.

3. D efinition Of Senior Debt. "Senior Debt" means all principal, 
interest, fees, expenses, indemnities and all other amounts, contingent or otherwise, now or 
hereafter existing or owing by Tesoro (whether directly or as a result of a guarantee) up to 
but not to exceed O N E  HUNDRED SEVENTY F i v e  M ILLION AND No/100 DOLLARS 
($175,000,000.00) and Expansion Debt, which by its terms expressly provides in writing that 
it is Senior Debt.

4. No Payment On The Subordinated Debt. If Tesoro defaults in the 
payment of any principal of, or interest or other payment on, any Senior Debt when the 
same becomes due and payable, whether on demand, at stated maturity, at a date fixed for 
prepayment, upon acceleration or otherwise, then, unless and until such default shall have 
been remedied or waived or shall have ceased to exist, no direct or indirect payment (in 
cash, property or securities or by set-off or otherwise) shall be made or agreed to be made 
on account of any Subordinated Debt, or as a sinking fund for the Subordinated Debt.

5. OTHER Defaults. If Tesoro receives from any holder of Senior Debt 
a notice of occurrence of a default or Event of Default other than a default described in 
Paragraph 4 above, no direct or indirect payment (in cash, property or securities or by set­
off or otherwise) shall be made or agTeed to be made on account of any Su*" jrdinated Debt 
or as a sinking fund for the Subordinated Debt, or in respect of any redemption, retirement, 
purchase or other acquisition of any of the Subordinated Debt; provided, however, that if 
such default or Event of Default shall be cured or waived, or such default or Event of 
Default shall continue for a period of 365 or more days after the receipt by the Issuer of 
such notice without the same being cured or waived, then this restriction shall no longer 
apply.

6 . Dissolution, Winding Up, Etc. In the event of (i) any insolvency, 
bankruptcy, receivership, liquidation, reorganization, readjustment, composition or other 
similar proceeding relating to Tesoro, its creditors as such or its property, (ii) am 
proceeding for the liquidation, dissolution or other winding-up of the Tesoro voluntary or

E x h i b i t  7  t o  t h e  s e t t l e m e n t  a g r e e m e n t  d a t e d  1 2 / 1 5 / 9 2

-2-
2

T E S O R O 1 7 6



Em

3
4
5
6

7
8 

9
10

11

12

13
14
15
16
17
18
19
2 0  

21 
2*>

23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

i
i

involuntary, whether or not involving insolvency or bankruptcy proceedings, pii) anv 
assignment by Tesoro for the benefit of creditors or (iv) any other marshalling of the assets 
of Tesoro, all Senior Debt shall first be paid in full before any payment or  distribution, 
whether in cash, securities or other property, shall be made to any holder of any 
Subordinated Debt on account of any Subordinated Debt. Any payment or distribution, 
whether in cash, securities or other property (other than securities of Tesoro or any other 
corporation provided for by a plan or reorganization or readjustment the payment of which 
is subordinate, at least to the extent provided in these subordination provisions with respect 
to Subordinated Debt, to the payment of all Senior Debt at the time outstanding and to any 
securities issued in respect thereof under any such plan of reorganization or readjustment), 
which would otherwise (but for these subordination provisions) be payable or deliverable 
in respect of this Subordinated Debt shall be paid or delivered directly to the holders of 
Senior Debt in accordance with the priorities then existing among such holders until all 
Senior Debt shall have been paid in full.

7. Certain Payments Held In Trust. If any payment or distribution 
of any character or any security whether in cash, securities or other property (other than 
securities of Tesoro or any other corporation provided for by a plan of reorganization or 
readjustment the payment of which is subordinate, at least to the extent provided in these 
suoordination provisions with respect to Subordinated Debt to the payment of all Senior 
Debt at the time outstanding and to any securities issued in respect thereof under any such 
plan of reorganization or readjustment), shall be received by any holder of Subordinated 
Debt in contravention of any of the terms hereof and before all Senior Debt shall have been 
paid in full, such payment or distribution or security shall be received in trust for the benefit 
of, and shall be paid or delivered and transferred to, the holders of the Senior Debt at the 
time outstanding in accordance with the priorities then existing among such holders for 
application to the payment of all Senior Debt remaining unpaid, to the extent necessary to 
pay all such Senior Debt in full. In the event of the failure of any holder of any 
Subordinated Debt to endorse or assign any such payment, distribution or security, each 
holder of Senior Debt is hereby irrevocably authorized to endorse or assign the same.

8 . Rights Not Impaired. No present or future holder of any Senior 
Debt shall be prejudiced in the right to enforce the subordination of any Subordinated Debt 
by an act or failure to act on the part of Tesoro. Except as provided in paragraphs 4, 5, 6, 
7, II and 12, nothing contained herein shall impair, as between Tesoro and the holder of 
any Subordinated Debt, the obligation of Tesoro to pay to the bolder thereof the principal 
thereof and interest thereon as and when the same shall become due and payable in 
accordance with the terms thereof, or prevent the holder of any Subordinated Debt from

E x h i b i t  7 t o  t h e  S e t t l e m e n t  a g r e e m e n t  d a t e d  12/15/92
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exercising all rights, powers and remedies otherwise permitted by applicable law under anv 
instrument evidencing or relating to such Subordinated Debt upon a default, all subject to 
the rights of the holders of the Senior Debt to receive cash, securities or other property 
otherwise payable or deliverable to the holders of any Subordinated Debt.

9. Subrogation. Upon payment in full of all Senior Debt, the holders 
of any Subordinated Debt shall be subrogated to all rights of any holders of Senior Debt 
to receive any further payments or distributions applicable to the Senior Debt until the 
Subordinated Debt shall have been paid in full, and, for the purposes of such subrogation, 
no payment or distribution received by the holders of Senior Debt of cash, securities, or 
other property to which the holders of the Subordinated Debt would have been entitled 
except for these subordination provisions shall, as between Tesoro and its creditors other 
than the holders of Senior debt, on the one hand, and the holders of Subordinated Debt, 
on the other, be deemed to be payment or distribution by Tesoro on account of Senior 
Debt.

10. Subordination o f  Liens and Subsequent Recordation. The 
security interests, mortgages, and liens created by the Security Documents are and shall 
continue to be subject and subordinate to all security interests, mortgages, and liens, tow 
or hereafter securing, or in favor of, the Senior Debt. The effect of this subordination is 
effective over documents representing Senior Debt but recorded or filed subsequent to this 
"Subordinated Debt."

11. Rights Under The Security Documents. Rights and obligations 
under the Security Documents, by way of example but not by limitation, of the State, to 
receive insurance proceeds (as provided in Paragraph 5.7 of the Security Agreement and 
Paragraph 1.3 of the Deed of Trust) and rents, issues, royalties, profits, awards and proceeds 
(as provided in Paragraph 1.8 and 2.5 of the Deed of Trust), to be named as insured or loss 
payee, or receive originals of insurance policies, to exercise powers of attorney or other 
rights, or to grant approvals or negotiate on behalf of the grantor of the Security 
Documents, are subject to and subordinate to the Senior Debt and the rights of the holders 
of the Senior Debt with respect thereto as provided in the Senior Debt or the documents 
securing the Senior Debt.

12. DEFAULT. Promptly following any default under the Security 
Documents, the Settlement Agreement or the Bond (and in all events prior to the State 
exercising any remedies contained in the Security Documents), the State will give any Senior 
Debt holder written notice of the default, subject to the following conditions:

12.1 For purposes of this Subordination Agreement, the Subordinated 
Debt shall not be deemed in default until (1) 30 days have passed from the State's issuance

E x h i b i t  7  t o  t h e  S e t t l e m e n t  a g r e e m e n t  d a t e d  1 2 / 1 5 / 9 2
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of a written Notice of Default as defined in paragraph 12 of the Settlement Agreement and 
(2) Tesoro’s failure to pay the Disputed Amount or failure to satisfy the Subordinated Debt 
in its entirety;

12.2 The State shall not be required to give a notice of default to anv 
Senior Debt holder unless the Senior Debt holder has given the State written notice of the 
person to whom aud place to which the notice should be sent.

12.3. The State will not, for a period of 30 days following receipt by 
the Senior Debt holder (identified under 12.2 above) of the notice of default from the State, 
file an action to foreclose judicially any of Tesoro’s real property, record a notice of non­
judicial foreclosure of any of Tesoro’s real property or otherwise take any action permitted 
by Section 2 of the Deed of Trust, or file an action to take possession of any of Tesoro’s 
personal property or otherwise take any action permitted by Section 8.1 of the Security 
Agreement.

12.4. Subject to the right to cure set forth in paragraph 12.5, at the 
expiration of the 30 day period following the date the Senior Debt holder received notice 
from the State of Tesoro’s default, the State shall be entitled to institute foreclosure 
proceedings or initiate other remedies as specified in the Security Documents, subject to 
paragraphs 4, 5, 6 and 7 above and the other provisions of this Subordination Agreement. 
Subject to paragraphs 4, 5, 6 and 7 above and the other provisions of this Subordination 
Agreement, the State may file any actions, record any notices, or take any other actions it 
deems necessary to enforce its remedies. The State will not, however, take possession of 
or sell or cause to be sold any of Tesoro’s real property or any of Tesoro's personal 
property or cause a receiver to be appointed for any of Tesoro’s property prior to the 121st 
day following the day on which the Senior Debt holder received the notice from the State 
of default by Tesoro.

12.5 At any time during the 120 day period following the date the 
Senior Debt holder received the notice from the State of Tesoro’s default the Senior Debt 
holder may cure or cause Tesoro to cure the default by paying the Disputed Amount (as 
defined in the Settlement Agreement) plus interest from the date due at the rate for 
royalty payments provided in AS 38.05.135(d) as it may be amended from time-to-time, plus 
the State’s reasonable actual attorney fees and costs incurred in conjunction with the 
default If the Senior Debt holder cures or causes Tesoro to cure Tesoro's default, the 
State shall take no further action against Teroro based on the default.

12.6 The right to cure after foreclosure proceedings have been 
initiated as granted by this Paragraph 12 may not be used more than two times in any 12 
month period.

E x h i b i t  7  t o  t h e  S e t t l e m e n t  a g r e e m e n t  d a t e d  1 2 / 1 5 / 9 2
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13. A d d i t i o n a l  DOCUMENTS. Tesoro and the State agree to execute and  
record and/or file at any time and from time to time such documents as may reasonably be 
requested by a holder of the Senior Debt to further evidence the subordination of this 
Subordinated Debt to the Senior Debt.

14. Waiver. The State agrees that the holder of the Senior Debt may in 
its sole discretion, exercise or refrain from exercising any of its rights that may exist under 
the terms and conditions of the Senior Debt and its Collateral. The State waives any and 
all claims against the holder of the Senior Debt that the State may assert ou account of the 
exercise of the rights of the holder of the Senior Debt and subject to the extent of this 
subordination.

15. E n f o r c e m e n t . The State agrees that the holders of the Senior Debt 
may enforce the provisions of this Subordination Agreement against the holders of the 
Subordinated Debt.

IN WITNESS WHEREOF, this S U B O R D I N A T I O N  A G R E E M E N T  has been duly 
executed by Trustor.

TESORO ALASKA PETROLEUM COMPANY

By:______

Its:

STATE O F _________________ )
) ss:

COUNTY O F _______________  )

The foregoing instrument was acknowledged before me th is day of
__________________ , 1993, by _________________ ,   of Tesoro Alaska
Petroleum Company, a corporation named as Trustor in the foregoing deed, and 
acknowledged to me that he executed the same on behalf of said corporation freely and 
voluntarily for the uses and purposes therein mentioned.

NOTARY PUBLIC in and for New York 
My commission expires:_______________

EXHIBIT 7  TO THE SETTLEMENT AGREEMENT DATED 1 2 / 1 5 / 9 2
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) ss:
THIRD JUDICIAL DISTRICT )

STA TE O F  A LASKA )

The foregoing instrument was acknowledged before me th is  day of
 • 1993, b y _________________ , Attorney General for the State of

Alaska.

NOTARY PUBLIC in and for Alaska 
My commission expires:_____________
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Consent &  Estoppel

Tesoro Petroleum Company, a Delaware Corporation and the parent of 
Tesoro Alaska, hereby consents to the execution of the SUBORD INAT ION AGREEMENT ,  by 
Tesoro Alaska, affirms the representations and warranties made herein by Tesoro Alaska 
and affirms the State's material reliance on the warranties, covenants and representations 
made herein.

Tesoro Petroleum Company

By:.

I ts:

STATE OF

COUNTY OF
) ss:

The foregoing instrument was acknowledged before me th is   day of
 , 1993, by _________________ ,   of Tesoro Petroleum

Company, a corporation, on behalf of the corporation.

NOTARY PUBLIC in and for 
My commission expires:______

E x h i b i t  7  t o  t h e  s e t t l e m e n t  a g r e e m e n t  l / . t e d  1 2 / 1 5 / 9 2
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Fo r m  O f B o n d

Registered 
No. R-l

United States of America 
State of Texas

Registered
S60.000.000

Tesoro Alaska Petraeum  Company 
Tesoro Petroleum Company 

State of Alaska 
RIK Settlement Bond

Interest Rate: 0% Maturity Date: January , 2002.
Subject to Extension

Registered Holder: State OF Alaska

Principal Amount: Sixty Million Dollars

Tesoro Alaska Petroleum Company, a Delaware corporation and Tesoro 
PETROLEUM Company, a Delaware corporation, (collectively "the Issuer"), for value 
received, hereby, jointly and severally, promise to pay to the Registered Holder named 
above, or registered assigns, on the Maturity Date set forth above the Principal Amount set 
forth above; provided, however, that the Issuer may defer the term of payment in 
accordance with Paragraph 3.C of the Settlement Agreement dated December 15, 1992, 
between the Issuer, Tesoro Petroleum Corporation and the State of Alaska (the 
"Agreement"). The Issuer shall have no obligation to pay interest with respect to the

Exhibit 5 to the Settlement agreement dated 12/15/92 
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Principal Amount except upon the failure to pay the Principal Amount and then m 
accordance with and subject to the terms of Paragraph 13 of the Agreement.

1. Payment. Principal and the prepayment premium of this Bond shall 
be payable to the Registered Holder if this Registered Holder is the State of Alaska, in 
accordance with Paragraph 13 of the Agreement, and to all other Registered Holders at the 
corporate office of the Issuer located in Anchorage, Alaska (the "Place of Payment') upon 
the surrender for cancellation of this Bond.

If the specific date for any such payment shall be a Saturday, a Sunday or 
legal holiday or the equivalent for banking institutions generally (other than legal 
moratorium) at the place where payment thereof is to be made, then such payment may be 
made on the next succeeding day which is not one of the foregoing days without interest and 
with the same force and effect as if made on the specified date for such payment. All such 
payments shall be made in such coin or currency of the United States of America as at the 
time of payment is legal tender for payment of public and private debis.

2. Prepayment. This Bond may be prepaid at any time at the option of 
the Issuer in accordance with Paragraph 3.D of the Agreement.

3. SECURITY. This Bond and the obligations hereunder are secured by a 
Deed of Trust substantially in the form of and covering the property described in Exhibit 3 
to the Agreement.

4. Certain Rights of Holders. If a default shall occur under 
Paragraph 12 of the Agreement, the principal amount of this Bond, together with a 
prepayment amount, may be declared due and payable in the manner and with the effect 
provided in the Agreement.

5. Transfer and Exchange. This Bond is transferable on the 
registration books of the Issuer to be maintained by the Issuer, upon surrender of this Bond 
for transfer at the office of the Issuer in the Place of Payment duly endorsed by, or 
accompanied by a written instrument of transfer in form reasonably satisfactory to the Issuer 
duly executed by the Registered Holder hereof or its attorney duly authorized in writing and 
thereupon a new Bond will be issued to the designated transferee.

Exhibit 5  to the Settlement a gr e e m e n t dated 1 2 / 1 5 / 9 2
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No service charge will be made for any such transfer or exchange, but the 
Issuer may require payment of a sum sufficient to cover any tax or other governmental 
charge payable in connection therewith.

The Issuer, and any agent of the Issuer, may treat the person in whose name 
this Bond is registered on the registration books maintained by the Issuer as the owner 
hereof for the purpose of receiving payment as herein provided and for all other purposes 
whether or not this Bond shall be overdue.

6 . Subordination. The obligations of this Bond are subordinate to 
Senior Debt on the terms set forth in the Subordination Agreement, a form of which is 
attached as Exhibit 7 to the Agreement, the terms of which are expressly incorporated 
herein.

7. Waiver of Notice, Etc. The Issuer hereby waives presentment, 
demand, protest, notice of intent to accelerate and any other notice of any kind except as 
provided :n the Agreement or the Deed of Trust.

It Is Hereby Certified, Recited and Represented that the issuance of this 
Bond is duly authorized by law, that all acts, conditions and things required to exist and 
necessary to be done or performed precedent to and in the issuance of this Bond to render 
the same lawful, valid and binding have been properly done and performed and have 
happened in regular and due time, form and manner as required by law, that all acts, 
conditions and things necessary to be done or performed by the Issuer or to have happened 
precedent to and in the execution and delivery of the Agreement have been done and 
performed and have happened in regular and due form as required by law; and that the 
issuance of the Bond does not contravene or violate any constitutional or statutory 
limitation.

In Witness Whereof, the Issuer has caused this Bond to be duly executed.

Tesoro Alaska Petroleum Company

By
S r . [Vice] President 
C h i e f  F i n a n c i a l  O f f i c e r

E x h i b i t  5  t o  t h e  S e t t l e m e n t  a g r e e m e n t  d a t e d  1 2 / 1 5 / 9 2
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T e s o r o  P e t r o l e u m  c o r p o r a t i o n

'ice] President
C h i e f  F i n a n c i a l  O f f i c e r
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S U BO R D l N AT10  S A G  R E EM E NT

1. A p p l i c a b i l i t y  a n d  D e f i n i t i o n s .  This S u b o r d i n a t i o n  A g r e e m e n t  
is an exhibit to the Settlement Agreement dated for reference purposes December 15. 1992. 
and to the Deed of Trust. Security Agreement, and Bond, attached as Exhibits to that 
Settlement Agreement. The terms of this SUBORDINATION AGREEMENT are incorporated 
by reference to each.

1.1 The reference to the "State'1 herein shall mean the State of
AJaska in its capacity under the Settlement Agreement and as the Secured party under the
Security Agreement. Beneficiary under the Deed of Trust, or Holder of the Bond as
appropriate to each of the Security Documents.

1.2 The "Security Documents" shall collectively mean the Deed of 
Trust, the Security Agreement, the Bond, and the Non-Standard Financing Statement.

1.3 The " Subordinated Debt" is the obligations of Tesoro under the 
Settlement Agreement and the Security Documents.

1.4 All other terms and words used herein shall be given the same 
meaning as given in the Settlement Agreement, its exhibits, and the Security Documents.

2. S u b o r d i n a t i o n . Paragraph 6 of the Settlement Agreement sets forth 
the extent of the Subordination of the obligations created by the Settlement Agreement and 
Security Documents to the Senior Debt as defined below. Paragraph 6 reads:

The rights of the State and obligations owed the ate under this
Agreement and the State's collateral interest a the Alaska
Refinery shall be subordinate to no more than S175 million in 
other obligations of Tesoro. at any one time outstanding, plus 
Expansion Debt as defined below on the terms and to the extent 
provided in Exhibit 7. Expansion Debt means debt incurred by 
Tesoro which is used to finance all or part of any improvements, 
replacements, or additions, including land, to the Alaska Refinery.
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Except as provided in the immediately preceding paragraph, other 
obligations of Tesoro for borrowed money, lease obligations which 
are required to be included as debt on the balance sheet of Tesoro 
under generally accepted accounting principles, and the deferred 
purchase price for property, plant and equipment, other than trade 
payables in the ordinary course of business, incurred after the 
effective date of this agreement shall be subordinate to all 
obligations (including, without limitation, cents per barrel 
payments, interest, and the S60 million bond) owed the State 
under this Agreement.

3. D e f i n i t i o n  O f  S e n i o r  D e b t .  'Senior Debt" means all principal, 
interest, fees, expenses, indemnities and all other amounts, contingent or otherwise, now or 
hereafter existing or owing by Tesoro (whether directly or as a result of a guarantee) up to 
but not to exceed O n e  H u n d r e d  S e v e n t y  F i v e  M i l l i o n  a n d  No/100 D o l l a r s  
($175,000,000.00) and Expansion Debt, which by its terms expressly provides in writing that \ 
it is Senior Debt.

4. No Payment O n  The S u b o r d i n a t e d  Debt. If Tesoro defaults in the 
payment of any principal of, or interest or other payment on, any Senior Debt when the 
same becomes due and payable, whether on demand, at stated maturity, at a date fixed for 
prepayment, upon acceleration or otherwise, then, unless and until such default shall have 
been remedied or waived or shall have ceased to exist, no direct or indirect payment (in 
cash, property or securities or by set-off or otherwise) shall be made or agreed to be made 
on account of any Subordinated Debt, or as a sinKing fund for the Subordinated Debt.

5. Other Defaults. If Tesoro receives from any holder of Senior Debt 
a notice of occurrence of a default or Event of Default other than a default described in 
Paragraph 4 above, no direct or indirect payment (in cash, property or securities or by set­
off or otherwise) shall be made or agreed to be made on account of any Subordinated Debt 
or as a sinking fund for the Subordinated Debt, or in respect of any redemption, retirement, 
purchase or other acquisition of any of the Subordinated Debt; provided, however, that if 
such default or Event of Default shall be cured or waived, or such default or Event of 
Default shall continue for a period of 365 or more days after the receipt by the Issuer of 
such notice without the same being cured or waived, then this restriction shall no longer 
apply.

6. Dissolution. Winding U p, Etc. In the event of (i) any insolvency, 
bankruptcy, receivership, liquidation, reorganization, readjustment, composition or other 
similar proceeding relating to Tesoro. its creditors as such or its property, (ii) any 
proceeding for the liquidation, dissolution or other winding-up of the Tesoro voluntary or
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involuntary, whether or not involving insolvency or bankruptcy proceedings. >nn anv 
assignment by Tesoro for the benefit of creditors or (iv) any other marshalling of the assets 
of Tesoro, ail Senior Debt shall first be paid in full before any payment or distribution, 
whether in cash, securities or other property, shall be made to any holder of any 
Subordinated Debt on account of any Subordinated Debt. Any payment or distribution, 
whether in cash, securities or other property (other than securities of Tesoro or anv other 
corporation provided for by a plan or reorganization or readjustment the payment of which 
is subordinate, at least to the extent provided in these subordination provisions with respect 
to Subordinated Debt, to the payment of all Senior Debt at the time outstanding and to any 
securities issued in respect thereof under any such plan of reorganization or readjustment), 
which would otherwise (but for these subordination provisions) be payable or deliverable 
in respect of this Subordinated Debt shall be paid or delivered directly to the holders of 
Senior Debt in accordance with the priorities then existing among such holders until all 
Senior Debt shall have been paid in full.

Exhibit 7 t o  t h e  S e t t l e m e n t  a g r e e m e n t  d a t e d  12/15/92
-3-

7. Certain Payments Held In Trust. If any payment or distribution 
of any character or any security whether in cash, securities or other property (other than 
securities of Tesoro or any other corporation provided for by a plan of reorganization or 
readjustment the payment of which is subordinate, at least to the extent provided in these 
subordination provisions with respect to Subordinated Debt, to the payment of all Senior 
Debt at the time outstanding and to any securities issued in respect thereof under any such 
plan of reorganization or readjustment), shall be received by any holder of Subordinated 
Debt in contravention of any of the terms hereof and before all Senior Debt shall have been 
paid in full, such payment or distribution or security shall be received in trust for the benefit 
of, and shall be paid or delivered and transferred to. the holders of the Senior Debt at the 
time outstanding in accordance with the priorities then existing among such holders for 
application to the payment of all Senior Debt remaining unpaid, to the extent necessary to 
pay all such Senior Debt in full. In the event of the failure of any holder of any 
Subordinated Debt to endorse or assign any such payment, distribution or security, each 
holder of Senior Debt is hereby irrevocably authorized to endorse or assign the same.

8. Rights Not Impaired. No present or future holder of any Senior 
Debt shall be prejudiced in the right to entorce the subordination of any Subordinated Debt 
by an act or failure to act on the part of Tesorc. Except as provided in paragraphs 4. 5. 6, 
7, 11 and 12, nothing contained herein shall impair, as between Tesoro and the holder of 
any Subordinated Debt, the obligation of Tesoro to pay to the holder thereof the principal 
thereof and interest thereon as and when the same shall become due and payable in 
accordance with the terms thereof, or prevent the holder of any Subordinated Debt from

TESORO 1 9 C
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exercising all rights, p o w e r s  a n d  r e m e d i e s  o t h e r w i s e  p e r m i t t e d  by a p p l i c a b l e  law u n d e r  any 
instrument evidencing o r  r e l a t i n g  to  s u c h  S u b o r d i n a t e d  D e b t  u p o n  a d e f a u l t ,  all s u b j ec t  to 
the rights of the h o l d e r s  o f  the  S e n i o r  D e b t  to r ece iv e  ca sh ,  s e c u r i t i e s  o r  o t h e r  p r o p e r t y  
otherwise p a y a b l e  o r  d e l i v e r a b l e  to  th e  h o l d e r s  o f  an y  S u b o r d i n a t e d  D e b t .

9. S u b r o g a t i o n . Upon payment in full of all Senior Debt, the holders 
of any Subordinated Debt shall be subrogated to all rights of any holders of Senior Debt 
to receive any further payments or distributions applicable to the Senior Debt until the 
Subordinated Debt shall have been paid in full, and, for the purposes of such subrogation, 
no payment or distribution received by the holders of Senior Debt of cash, securities, or 
other property to which the holders of the Subordinated Debt would have been entitled 
except for these subordination provisions shall, as between Tesoro and its creditors other 
than the holders of Senior debt, on the one hand, and the holders of Subordinated Debt, 
on the other, be deemed to be payment or distribution by Tesoro o ccount of Senior 
Debt.

10. Subordination o f L i e n s  a n d  S u b s e q u e n t  R e c o r d a t i o n . The 
security interests, mortgages, and liens created by the Security Documents are and shall 
continue to be subject and subordinate to all security interests, mortgages, and liens, now 
or hereafter securing, or in favor of, the Senior Debt. The effect of this subordination is 
effective over documents representing Senior Debt but recorded or filed subsequent to this 
"Subordinated Debt."

11. Rjghts Under The Security Documents. Rights and obligations 
under the Security Documents, by way of example but not by limitation, of the State, to 
receive insurance proceeds (as provided in Paragraph 5.7 of the Security Agreement and 
Paragraph 1.3 of the Deed of Trust) and rents, issues, royalties, profits, awards and proceeds 
(as provided in Paragraph 1.8 and 2.5 of the Deed of Trust), *o be named as insured or loss 
payee, or receive originals of insurance policies, to exercise powers of attorney or other 
rights, or to grant approvals or negotiate on behalf of the grantor of the Security 
Documents, are subject to and subordinate to the Senior Debt and the rights of the holders 
of the Senior Debt with respect thereto as provided in the Senior Debt or the documents 
securing the Senior Debt.

12. D e f a u l t . Promptly following any default under the Security 
Documents, the Settlement Agreement or the Bond (and in all events prior to the State 
exercising any remedies contained in the Security Documents), the State will give any Senior 
Debt nolder written notice of the default, subject to the following conditions:

12.1 For purposes of this Subordination Agreement, the Subordinated 
Debt shall not be deemed in default until (I) 30 days have passed from the State’s issuance

E x h ib i t  7 t o  t h e  S e t t l e m e n t  a g r e e m e n t  d a t ed  12/15/92
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of a written Notice of Default as defined in paragraph 12 of the Settlement Agreement and 
(2) Tesoro's failure to pay the Disputed Amount or failure to satisfy the Subordinated Debt 
in its entirety;

12.2 The State shall not be required to give a notice of default to anv
Senior Debt holder unless the Senior Debt holder has given the State written notice of the 
person to whom and place to which the notice should be sent.

12.3. The State will not, for a period of 30 days following receipt bv 
the Senior Debt holder (identified under 12.2 above) of the notice of default from the State, 
file an action to foreclose judicially any of Tesoro's real property, record a notice of non­
judicial foreclosure of any of Tesoro's real property or otherwise take any action permitted 
by Section 2 of the Deed of Trust, or file an action to take possession of any of Tesoro's 
personal property or otherwise take any action permitted by Section 8.1 of the Security 
Agreement.

12.4. Subject to the right to cure set forth in paragraph 12.5, at the 
expiration of the 30 day period following the date the Senior Debt holder received notice 
from the State of Tesoro's default, the State shall be entitled to institute foreclosure 
proceedings or initiate other remedies as specified in the Security Documents, subject to 
paragraphs 4, 5, 6 and 7 above and the other provisions of this Subordination Agreement. 
Subject to paragraphs 4, 5, 6 and 7 above and the other provisions of this Subordination 
Agieement, the State may file any actions, record any notices, or take any other actions it 
deems necessary to enforce its remedies. The State will not, however, take possession of 
or sell or cause to be sold any of Tesoro's real property or any of Tesoro's personal 
property or cause a receiver to be appointed for any of Tesoro's property prior to the 121st 
day following the day on which the Senior Debt holder received the notice from the State 
of default by Tesoro.

12.5 At any time during the 120 day period following the date the 
Senior Debt holder received the notice from the State ol Tesoro’s default, the Senior Debt 
holder may cure or cause Tesoro to cure the default by paying the Disputed Amount (as 
defined in the Settlement Agreement) plus interest from the date due at the rate for 
royalty payments provided in AS 38.05.135(d) as it may be amended from time-to-time, plus 
the State’s reasonable actual attorney fees and costs incurred in conjunction with the 
default If the Senior Debt holder cures or causes Tesoro to cure Tesoro's default, the 
State shall take no further action against Tesoro based on the default.

12.6 The right to cure after foreclosure proceedings have been 
initiated as granted by this Paragraph 12 may not be used more than two times in any 12 
month period.
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13. A d d i t i o n a l  D o c u m e n t s .  Tesoro and the State agree to execute and 
record and/or file at any time and from time to time such documents as may reasonably be 
requested by a holder of the Senior Debt to further evidence the subordination of this 
Subordinated Debt to the Senior Debt.

14. Waiver. The State agrees that the holder of the Senior Debt may in 
its sole discretion, exercise or refrain from exercising any of its rights that may exist under 
the terms and conditions of the Senior Debt and its Collateral. The State waives any and 
all claims against the holder of the Senior Debt that the State may assert on account of the 
exercise of the rights of the holder of the Senior Debt and subject to the extent of this 
subordination.

15. E n f o r c e m e n t . The State agrees that the holders of the Senior Debt 
may enforce the provisions of this Subordination Agreement against the holders of the 
Subordinated Debt.

IN WITNESS WHEREOF, this S U B O R D I N A T I O N  A G R E E M E N T  has been duly 
executed by Trustor.

TESORO ALASKA PETROLEUM COMPANY

Bv:

Its:

STATE OF

COUNTY OF
) ss:

The foregoing instrument was acknowledged before me th is____
___________  , 1993. by__________________ , ______________  of Tesoro
Petroleum Company, a corporation named as Trustor in the foregoing deed, and

day of 
Alaska

acknowledged to me that he executed the same on behalf of said corporation freely and 
voluntarily for the uses and purposes therein mentioned.

NOTARY PUBLIC in and for New York 
My commission expires:_______________

EXHIBIT 7 TO TH E SETTLEM ENT AGREEM ENT DATED 12/15/92 
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STATE O F  ALASKA

Bv:
Commissioner of Natural Resources

Bv:
Attorney General

STATE OF ALASKA 

THIRD JUDICIAL DISTRICT
) ss:

Alaska.

The foregoing instrument was acknowledged before me th is  day of
 , 1993, by The Commissioner of Natural Resources of the State of

NOTARY PUBLIC in and for Alaska 
My commission expires:_____________
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STATE OF ALASKA

THIRD JUDICIAL DISTRICT
) ss:

The foregoing instrument was acknowledged before me this   day of
 , 1993. by _________________, Attorney General for the State of

Alaska.

NOTARY PUBLIC in and for Alaska 
My commission expires:_____________
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C o n s e n t  &  E s t o p f e l

Tesoro Petroleum Company, a Delaware Corporation and the parent o f  
Tesoro Alaska, hereby consents to the execution of the SUBORD INAT ION  AGREEMENT ,  by 
Tesoro Alaska, affirms the representations and warranties made herein by Tesoro Alaska 
and affirms the State's material reliance on the warranties, covenants and representations 
made herein.

Tesoro Petroleum Company

Bv:

Its:

STATE OF
) ss:

COUNTY OF

The foregoing instrument was acknowledged before me this  day of
1993, by . of Tesoro Petroleum

Company, a corporation, on behalf of the corporation.

NOTARY PUBLIC in and for 
My commission expires:______
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S u b o r d i n a t i o n  a g r e e m e n t

1. Applicability and Definitions. This S u b o r d i n a t i o n  A g r e e m e n t  

is an exhibit to the Settlement Agreement dated for reference purposes December 15, 1992, 
and to the Deed of Trust, Security Agreement, and Bond, attached as Exhibits to that 
Settlement Agreement. The terms of this ‘''BORDINATION A G R E E M E N T  are incorporated 
by reference to each.

1.1 The reference to the "State" herein shall mean the State of 
Alaska in its capacity under the Settlement Agreement and as the Secured party under the 
Security Agreement, Beneficiary under the Deed of Trust, or Holder of the Bond as 
appropriate to each of the Security Documents.

1.2 The. "Security Documents" shall collectively mean the Deed of 
Trust, the Security Agreement, the Bond, and the Non-Standard Financing Statement.

1.3 The "Subordinated Debt" is the obligations of Tesoro u nder the 
Settlement Agreement and the Security Documents.

1.4 All other terms and words used herein shall be given the same 
meaning as given in the Settlement Agreement, its exhibits, and the Security Documents.

2. Subordination. Paragraph 6 of the Settlement Agreement sets forth 
the extent of the Subordination of the obligations created by the Settlement Agreement and 
Security Documents to the Senior Debt as defined below. Paragraph 6 reads:

The rights of the State and obligations owed the State under this 
Agreement and the Stated collateral interest in the Alaska 
Refinery shall be subordinate to no more than $175 million in 
other obligations of Tesoro, at any one time outstanding, plus 
Expansion Debt as defined below on the terms and to the extent 
provided in Exhibit 7. Expansion Debt means debt incurred by 
Tesoro which is used to finance all or part of any improvements, 
replacements, or additions, including land, to the Alaska Refinery.

E x h ib it  7 to t h p  S e t t le m e n t  a g r e e m e n t  d a te d  12/15/92 
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Except as provided in the immediately preceding paragraph, other 
obligations of Tesoro for borrowed money, lease obligations which 
are required to be included as debt on the balance sheet of Tesoro 
under generally accepted accounting principles, and the deferred 
purchase price for property, plant and equipment, other than trade 
payables in the ordinary course of business, incurred after the 
effective date of this agreement shall be subordinate to all 
obligations (including, without limitation, cents per barrel 
payments, interest and the $60 million bond) owed the State 
under this Agreement.

3. Definition Of Senior Debt. "Senior Debt" means all principal, 
interest, fees, expenses, indemnities and all other amounts, contingent or otherwise, now or 
hereafter existing or owing by Tesoro (whether directly or as a result of a guarantee) up to 
but not to exceed O N E  H U N D R E D  S e v e n t y  F i v e  M IL L IO N  A N D  No/100 D O L L A R S  

($175,000,000.00) and Expansion Debt, which by its terms expressly provides in writing that 
it is Senior Debt.

4. No Payment On The Subordinated Debt. If Tesoro defaults in the 
payment of any principal of, or interest or other payment on, any Senior Debt when the 
same becomes due and payable, whether on demand, at stated maturity, at a date fixed for 
prepayment, upon acceleration or otherwise, then, unless and until such default shall have 
been remedied or waived or shall have ceased to exist, no direct or indirect payment (in 
cash, property or securities or by set-off or otherwise) shall be made or agreed to be made 
on account of any Subordinated Debt, or as a sinking fund for the Subordinated Debt.

5. Other Defaults. If Tesoro receives from any holder of Senior Debt 
a notice of occurrence of a default or Event of Default other than a default described in 
Paragraph 4 above, no direct or indirect payment (in cash, property or securities or by set­
off or otherwise) shall be made or agreed to be made on account of any Subordinated Debt 
or as a sinking fund for the Subordinated Debt, or in respect of any redemption, retirement, 
purchase or other acquisition of any of the Subordinated Debt; provided, however, that if 
such default or Event of Default shall be cured or waived, or such default or Event of 
Default shall continue for a period of 365 or more days after the receipt by the Issuer of 
such notice without the same being cured or waived, then this restriction shall no longer 
apply.

6 . Dissolution, Winding Up, Etc. In the event of (i) any insolvency, 
bankruptcy, receivership, liquidation, reorganization, readjustment, composition or other 
similar proceeding relating to Tesoro, its creditors as such or its property, (ii) any 
proceeding for the liquidation, dissolution or other winding-up of the Tesoro voluntary or

E x h i b i t  7  t o  t h e  S e t t l e m e n t  a g r e e m e n t  d a t e d  12JIS/91
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involuntary, whether or not involving insolvency or bankruptcy proceedings, (iii) anv 
assignment bv Tesoro for the benefit of creditors or (iv) any other marshalling of the assets 
of Tesoro, all Senior Debt shall first be paid in full before any payment or distribution, 
whether in cash, securities or other property, shall be made to any holder of any 
Subordinated Debt on account of any Subordinated Debt. Amy payment or distribution, 
whether in cash, securities or other property (other than securities of Tesoro or any other 
corporation pr jvided for by a plan or reorganization or readjustment the payment of which 
is subordinate, at least to the extent provided in these subordination provisions with respect 
to Subordinated Debt, to the payment of all Senior Debt at the time outstanding and to any 
securities issued in respect thereof under any such plan of reorganization or readjustment), 
which would otherwise (but for these subordination provisions) be payable or deliverable 
in respect of this Subordinated Debt shall be paid or delivered directly to the holders of 
Senior Debt in accordance with the priorities then existing among such holders until all 
Senior Debt shall have been paid in full.

7. C e r t a i n  P a y m e n t s  H e l d  I n  T r u s t .  If any payment or distribution 
of any character or any security whether in cash, securities or other property (other than 
securities of Tesoro or any other corporation provided for by a plan of reorganization or 
readjustment the payment of which is subordinate, at least to the extent provided in these 
subordination provisions with respect to Subordinated Debt, to the payment of all Senior 
Debt at the time outstanding and to any securities issued in respect thereof under any such 
plan of reorganization or readjustment), shall be received by any holder of Subordinated 
Debt in contravention of any of the terms hereof and before all Senior Debt shall have been 
paid in full, such payment or distribution or security shall be received in trust for the benefit 
of, and shall be paid or delivered and transferred to, the holders of the Senior Debt at the 
time outstanding in accordance with the priorities then existing among such holders for 
application to the payment of all Senior Debt remaining unpaid, to the extent necessary to 
pay all such Senior Debt in full. In the event of the failure of any holder of any 
Subordinated Debt to endorse or assign any such payment, distribution or security, each 
holder of Senior Debt is hereby irrevocably authorized to endorse or assign the same.

8. R i g h t s  N o t  I m p a i r e d .  No present or future holder of an y  Senior 
Debt shall be prejudiced ir the right to enforce the subordination of any Subordinated Debt 
by an act or failure to act on the part of Tesoro. Except as provided in paragraphs 4, 5, 6, 
7, 11 and 12, nothing contained herein shall impair, as between Tesoro and the h o l d e r  of  
any Subordinated Debt, the obligation of Tesoro to pay to the holder thereof the principal 
thereof and interest thereon as and when the same shall become due and p a y a b le  in 
accordance with the terms thereof, o r  prevent the holder of any Subordinated Debt f rom

E x h ib it  7 t o  t h e  S e t t l e m e n t  a g r e e m e n t  d a t ed  12/15/92 
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exercising all rights, powers and remedies otherwise permitted by applicable law under any 
instrument evidencing or relating to such Subordinated Debt upon a default, all subject to 
the rights of the holders of the Senior Debt to receive cash, securities or other property 
otherwise payable or deliverable to the holders of any Subordinated Debt.

9. Subrogation. Upon payment in full of all Senior Debt, the holders 
of any Subordinated Debt shall be subrogated to all rights of any holders of Senior Debt 
to receive any further payments or distributions applicable to the Senior Debt until the 
Subordinated Debt shall have been paid in full, and, for the purposes of such subrogation, 
no payment or distribution received by the holders of Senior Debt of cash, securities, or 
other property to which the holders of the Subordinated Debt would have been entitled 
except for these subordination provisions shall, as between Tesoro and its creditors other 
than the holders of Senior debt, on the one hand, and the holders of Subordinated Debt, 
on the other, be deemed to be payment or distribution by Tesoro on account of Senior 
Debt.

10. Subordination of Liens and Subsequent Recordation. The 
security interests, mortgages, and liens created by the Security Documents are and shall 
continue to be subject and subordinate to all security interests, mortgages, and liens, now 
or hereafter securing, or in favor of, the Senior Debt. The effect of this subordination is 
effective over documents representing Senior Debt but recorded or filed subsequent to this 
"Subordinated Debt."

11. R i g h t s  U n d e r  T h e  S e c u r i t y  D o c u m e n t s . Rights and obligations 
under the Security Documents, by way of example but not by limitation, of the State, to 
receive insurance proceeds (as provided in Paragraph 5.7 of the Security Agreement and 
Paragraph 1.3 of the Deed of Trust) and rents, issues, royalties, profits, awards and proceeds 
(as provided in Paragraph 1.8 and 2.5 of the Deed of Trust), to be named as insured or loss 
payee, or receive originals of insurance policies, to exercise powers of attorney or other 
rights, or to grant approvals or negotiate on behalf of the grantor of the Security 
Documents, are subject to and subordinate to the Senior Debt and the rights of the holders 
of the Senior Debt with respect thereto as provided in the Senior Debt or the documents 
securing the Senior Debt

12. DEFAULT. Promptly following any default under the Security 
Documents, the Settlement Agreement or the Bond (and in all events prior to the State 
exercising any remedies contained in the Security Documents), the State will give any Senior 
Debt holder written notice of the default, subject to the following conditions:

12.1 For purposes of this Subordination Agreement, the Subordinated 
Debt shall not be deemed in default until (1) 30 days have passed from the State’s issuance
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ot' a written Notice of Default as defined in paragraph 12 of the Settlement Agreement and 
(2) Tesoro’s failure to pay the Disputed Amount or failure to satisfy the Subordinated Debt 
in its entirety;

12.2 The State shall not be required to give a notice of default to any
Senior Debt holder unless the Senior Debt holder has given the State written notice of the 
person to whom and place to which the notice should be sent.

12.3. The State will not, for a period of 30 days following receipt by 
the Senior Debt holder (identified under 12.2 above) of the notice of default from the State, 
file an action to foreclose judicially any of Tesoro's real property, record a notice of non­
judicial foreclosure of any of Tesoro’s real property or otherwise take any action permitted 
by Section 2 of the Deed of Trust, or file an action to take possession of any of Tesoro's 
personal property or otherwise take any action permitted by Section 8.1 of the Security 
Agreement.

12.4. Subject to the right to cure set forth in paragraph 12.5, at the 
expiration of the 30 day period following the date the Senior Debt holder received notice 
from the State of Tesoro’s default, the State shall be entitled to institute foreclosure 
proceedings or initiate other remedies as specified in the Security Documents, subject to 
paragraphs 4, 5, 6 and 7 above and the other provisions of this Subordination Agreement. 
Subject to paragraphs 4, 5, 6 and 7 above and the other provisions of this Subordination 
Agreement, the State may file any actions, ';cord any notices, or take any other actions it 
deems necessary to enforce its remedies. The State will not, however, take possession of 
or sell or cause to be sold any of Tesoro’s real property or any of Tesoro’s personal 
property or cause a receiver to be appointed for any of Tesoro’s property prior to the 121st 
day following the day on which the Senior Debt holder received the notice from the State 
of default by Tesoro.

12.5 At any time during the 120 day period following the date the 
Senior Debt holder received the notice from the State of Tesoro’s default, the Senior Debt 
holder may cure or cause Tesoro to cure the default by paying the Disputed Amount (as 
defined in the Settlement Agreement) plus interest from the date due at the rate for 
royalty payments provided in AS 38.05.135(d) as it may be amended from time-to-time, plus 
the State’s reasonable actual attorney fees and costs incurred in conjunction with the 
default. If the Senior Debt holder cures or causes Tesoro to cure Tesoro’s default, the 
State shall take no further action against Tesoro based on the default.

12.6 The right to cure after foreclosure proceedings have been 
initiated as granted by this Paragraph 12 may not be used more than two times in any 12 
month period.

E x h i b i t  7  t o  t h e  S e t t l e m e n t  a g r e e m e n t  d a t e d  1 2 / 1 5 / 9 2

-5-

T E S O R O



1
T

3
4
5
6

7
8
9

10

11

12

13
14
15
16
17
18
19
2 0

2 1

2 2

23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

. so- , . ■' •••; •. o W /

13. Additional Documents. Tesoro and the State agree to execute and 
record and/or file at any time and from time to time such documents as may reasonably be 
requested by a holder of the Senior Debt to further evidence the subordination of this 
Subordinated Debt to the Senior Debt.

14. Waiver. The State agrees that the holder of the Senior Debt may in 
its sole discretion, exercise or refrain from exercising any of its rights that may exist under 
the terms and conditions of the Senior Debt and its Collateral. The State waives any and 
all claims against the holder of the Senior Debt that the State may assert on account of the 
exercise of the rights of the holder of the Senior Debt and subject to the extent of this 
subordination.

15. Enforcement. 'Hie State agrees that the holders of the Senior Debt 
may enforce the provisions of this Subordination Agreement against the holders of the 
Subordinated Debt.

IN WITNESS WHEREOF, this S U B O R D I N A T I O N  A G R E E M E N T  has been duly 
executed by Trustor.

TESORO ALASKA PETROLEUM COMPANY

By

STATE OF TEXAS

COUNTY OF BEXAR
) ss: 
)

I ts : S e n i o r  V i c e  P r e s i d e n t  
C h i e f  F i n a n c i a l  O f f i c e r

The foregoing instrument was acknowledged before me this 15th day of
J a n u a r y  _____, 1993, by B r u c e  A. Sm i t h  , S r .  VP, CFO of Tesoro Alaska

Petroleum Company, a corporation named as Trustor in the foregoing deed, and 
acknowledged to me that he executed the same on behalf of said corporation freely and 
voluntarily for the uses and purposes therein mentioned.

NOTARYTUBLIC in a ^ (|,9(r(N«WY^)k Texas 
My commission ex^raS? ..
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STATE OF ALASKA 

THIRD JUDICIAL DISTRICT

STATE OF ALASKA

By:
7 Commissioner of Natural Resources

By: L. ■>. < I * C.i /
Attorney General

) ss:

■N-

Ther^oregoing instrument was acknowledged before me this A^V^dav of 
, 1993, by The Commissioner of Natural Resources of the State of

NOTARY PU fitlC  in/sTnd for Alaska 
My commission expires: / /  ~ '7 -$ £ T
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STATE OF ALASKA 

THIRD JUDICIAL DISTRICT
) ss: 
)

■Alaska

The foregoing instrument was acknowledged before me this day of
_______ , 1993, by PyMjjc£> &  Ca u l . Attorney General for the State of

NOTARY PUBLIC in'a/d Lor Alaska 
My commission expires: / / / 2 / f  (/)

E X H I B I T  7  T O  T H E  S E T T L E M E N T  A G R E E M E N T  D A T E D  1 2 / 1 5 / 9 2
- 8 -

8

T E S O R O 2 0 4

_lL



1
2

3
4
5
6

7
8

9
10

1 1

12

13
14
15

16
17
18
19
2 0

21

23
24
25
26
27
28
29
30
31

3 2

33
34

C o n s e n t  &  E s t o p p e l

C o r p o r a t i o n
Tesoro Petroleum / , a Delaware Corporation and the parent of

Tesoro Alaska, hereby consents to the execution of the S U B O R D I N A T I O N  A G R E E M E N T ,  by 
Tesoro Alaska, affirms the representations and warranties made herein by Tesoro Alaska 
and affirms the State's material reliance on the warranties, covenants and representations 
made herein.

Tesoro Petroleum C o r p o r a t i o n

STATE OF TEXAS

C O U N T Y  O F  BEXAR

Its: y ic ? P re si d ent
C h i e f  F i n a n c i a l  O f f i c e r

) ss:

The foregoing instrument was acknowledged before me this 1 5 th day of 
J a n u a r y________, 1993, by B r u c e  A. Sm i t h  V . P . , C F 0  of Tesoro Petroleum

C o r p o r a t i o n ,  a D e l a w a r e  corporation, on behalf of the corporation.

NOTARr PUBLIC in and for Texas 

My commission expires:
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March 18, 1993

Slrududl

HiduiMal

ilKmtal

Civil

Tlie Honorable Bill Hudson 
State Capitol 
Room 108 
Juneau, Alaska 99801-1182

Reference: HOUSE BELL 185

Dear Mr. Hudson:

Coffman Engineers would like to express our support for passage of proposed House Bill 
HB 185.

We believe passage of this bill will promote capital projects by refiners in Alaska. These projects 
would result in potential jobs for people in the Alaska engineering and construction communiry, as 
well as an increase in support ser/ices and operations jobs in the local communities.

Promoting development and job growth in Alaska is very important, especially with the current 
uncertainty of funding for federal and military development. Therefore, we encourage you to also 
support passage of this bill.

Thank you for your time and consideration.

Sincerely,

COFFMAN ENGINEERS, INC.

PfojKt and 

(onmtxfion 
Management

1 /jjJ  U « J L _

Will Veelman, P.E. 
Principal

30319/06217/HB185

Collmin [njintin. Iixorpwilld 
SSO W. Smmh Annul Sunt 700 
Anthovift Alnki9JS0l 
907 176 MiA Fai 907 276 SM2
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E O U S E  C O M M IT T E E  R E P O P  T
I

Date Referred: March 1, 1993 FURTHER REFERRALS:

Date of Committee Action: Lj / o t  j  ^  &

The LABOR AND COMMERCE Committee considered:

Judiciary

Finance

HB 187

HOUSE BELL NO. 187 INTERCEPTION OF PRIVATE COMMUNICATIONS
"An Act authorizing the interception of private communications related to the commission of certain criminal
offenses; making related amendments to statutes relating to eavesdropping and wiretapping; relating to the
penalty for violation of statutes relating to eavesdropping and unauthorized interception, publication, or use of
private communications; and providing for an effective date."

RECOMMENDATIONS: I ] the same title
be replaced with  _________________________________________________I ] a new title
[ ] have attached amendments(s)
M  do pass 
[ ] do not pass 
[ ] no recommendations 
[ ] individual recommendations
[ ] additional referral to the____________________________________ Committee

ADOPTS: letter of Intent

ATTACHES NEW FISCAL NOTE(s): 

M  fiscal impact^ u b l  ic^

(Dcpi) APPROVES PREVIOUS: 

|/ ]̂ fiscal note(s)

zero fiscal note A d sm .-7-
. [ ] zero fiscal note(s)

(Dcpi/Daic)

SIGNING DO PASS OTHER RECOMMENDATIONS

TS&tSpyjs
CHAIRMAN'S SIGNATURE



■ a u n H B H H

' i WALTER J. HICKEL, GOVERNOR

REPLY TO:
O E P A IIT M E N T  O F L A W

OFFICE OF THE ATTORNEY GENERAL
□  1031 W 4th AVENUE SUITE 200 ANCHORAGE, ALASKA 99501-1994 

PHONE: (907) 276-3550 
FAX: (907) 276-3697

M a r c h  6 , 1 9 9 3

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

H o n o r a b l e  B i l l  H u d s o n

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

C h a i r m a n ,  H o u s e  L a b o r  & C o m m e r c e  C o m m i t t e e
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
R o o m  108
S t a t e  C a p i t o l
J u n e a u ,  A K  9 9 8 0 1

W e  u n d e r s t a n d  t h a t  t h e  " w i r e t a p p i n g  b i l l "  o f  t h e
g o v e r n o r ' s  c r i m e  p a c k a g e  (HB 187) h a s  b e e n  r e f e r r e d  t o  y o u r  
c o m m i t t e e .  T h e  D e p a r t m e n t  o f  L a w  u r g e s  a n  e a r l y  h e a r i n g  o n  t h i s  

i m p o r t a n t  l e g i s l a t i o n  (HB 187 ) .

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

W e  a p p r e c i a t e  y o u r  c o n s i d e r a t i o n  o f  t h i s  r e q u e s t .  I f  y o u  

n e e d  m o r e  i n f o r m a t i o n ,  p l e a s e  l e t  m e  k n o w .

Re: H B  1 8 7

D e a r  R e p r e s e n t a t i v e  H u d s o n

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

B y
D e b o r a h  E. B e h r  
A s s i s t a n t  A t t o r n e y  G e n e r a l

D E B :t g

cc: 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

D e a n  G u a n e l i ,  A s s i s t a r c  A t t o r n e y  G e n e r a l  

L o r i  N o t t i n g h a m  D e p u t y  L e g i s l a t i v e  L i a i s o n

03-C5LH
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F IS C A L  N O TE
S T A T E  O F  A LA SK A  

1993 L E G IS L A T IV E  S E S S IO N

Revision Date: February 16,1993_________

Title: “...authorizing the interception of private communications

related..,to criminal offenses...*___________________________

Sponsor: Rules Committee/Reg, of the Governor

Requestor: Governor's Office/OMB_______________________

NO. 4
Bill V e r s io n :  HB 1 8 7  

(H ) P u b l i s h  D a te :  3 / 1 / 9 3

Department Affected: Department of Law 

BRU: Prosecution_____________________

Component: All_

COMPONENT SERIAL NO. 0085 through 0090

EXPENDITURES/REVENUES:

OPERATING FY 94 FY 95 FY 96 FY 97 FY 98 FY 99

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING -0- -0- -0- -0- -0- -0-

CAPITAL

REVENUE 
FUND SOURCE:

FUNDING:

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1006 GF/MHTIA

OTHER

TOTAL -0- -0- -0- -0- -0- -0

FULL-TIME -0- -0- -0- -0- -0- •0*
PART-TIME

TEMPORARY

Estimate of current year (FY93) impact -0-

ANALYSIS: (Attach a separate page if necessary.) 

Please see the attached analysis. _

 & J L l  o A
Prepared by: Richard I. Pegues, Direc 
Division: Administrative

Phone: 46S3672
Date: Febmary 16,1993

Approved by Commissioner: Charles E. Cole, AttdrJiev General 
Agency: Department of Law  ___________________ Date: February 16. 1993

Re'm > M l T T E B

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
C O P Y  For further distribution information call the Governor’s  Legislative Office

Page 1 of _ 2 _
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ANALYSIS (Continued):

S T A T E  O F A L A S K A  B IL L  N O . I
1993 L E G IS L A T IV E  S E S S IO N  K 0 . 4

T h i s  b i l l  w o u l d  a u t h o r i z e  t h e  i n t e r c e p t i o n  o f  p r i v a t e  c o m m u n i c a t i o n s  
b y  s t a t e  l a w  e n f o r c e m e n t  o f f i c e r s  t o  i n v e s t i g a t e  t h e  s e r i o u s  c r i m e s  o f  m u r d e r ,  
k i d n a p p i n g ,  a n d  s p e c i f i e d  d r u g  o f f e n s e s .  F e d e r a l  l a w  a l l o w s  s t a t e s  t o  e n a c t  
w i r e t a p p i n g  l a w s  o n l y  if, l i k e  t h i s  b i l l ,  t h e y  a r e  a t  l e a s t  a s  r e s t r i c t i v e  a n d  
p r o t e c t i v e  o f  p r i v a t e  c o m m u n i c a t i o n s  as f e d e r a l  law.

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

A d d i t i o n a l l y ,  t h e  b i l l  r e q u i r e s  t h a t  c a r e f u l  r e p o r t s  a b o u t  e a c h  
i n t e r c e p t i o n  m a d e  d u r i n g  t h e  y e a r  m u s t  b e  p r e p a r e d  b y  t h e  a t t o r n e y  g e n e r a l  a n d  
f i l e d  w i t h  t h e  f e d e r a l  g o v e r n m e n t .  A l l  t a p e s  o r  o t h e r  r e c o r d i n g s  m u s t  be 
t r a n s f e r r e d  t o  t h e  c o u r t ,  w h e r e  t h e y  a r e  t o  b e  k e p t  u n d e r  s e a l .  F u r t h e r m o r e ,  
n o t i c e  o f  t h e  i n t e r c e p t i o n  m u s t  b e  g i v e n  b y  t h e  c o u r t  i n  a l m o s t  a l l  
c i r c u m s t a n c e s  f o l l o w i n g  t h e  i n t e r c e p t i o n .  A n y  e v i d e n c e  d e r i v e d  f r o m  a n  u n l a w f u l  
i n t e r c e p t i o n  w i l l  b e  s u p p r e s s e d .  F i n a l l y ,  t h e  b i l l  i n c r e a s e s  t h e  c r i m i n a l  
p e n a l t y  f o r  e a v e s d r o p p i n g  o r  u n a u t h o r i z e d  i n t e r c e p t i o n ,  p u b l i c a t i o n ,  o r  u s e  of 

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

s u c h  as A l a s k a ' s  r i g h t  o f  p r i v a c y ,  h a v e  b e e n  m e t .

U n d e r  t h e  b i l l ,  t h e  D e p a r t m e n t  o f  l a w ' s  i n v o l v e m e n t  w i l l  i n c l u d e  
a p p l y i n g  f o r  c o u r t  o r d e r s  t o  p e r m i t  t h e  i n t e r c e p t i o n  o f  p r i v a t e  c o m m u n i c a t i o n s  
a n d  t h e  p r e p a r a t i o n  a n d  f i l i n g  t h e  a n n u a l  r e p o r t  a b o u t  i n t e r c e p t i o n s .  W e  d o  n o t  
a n t i c i p a t e  t h a t  t h e r e  w i l l  b e  a l a r g e  n u m b e r  o f  i n t e r c e p t i o n s ,  b e c a u s e  o f  t h e  
l i m i t e d  c i r c u m s t a n c e  u n d e r  w h i c h  t h e y  m a y  o r  c o u l d  b e  u n d e r t a k e n .  T h e r e f o r e ,  
w e  d o  n o t  b e l i e v e  t h a t  t h e  b i l l  w i l l  h a v e  a  f i s c a l  i m p a c t  f o r  t h e  D e p a r t m e n t  of 
Law.
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HB 187 permits the interception of communications (wire tapping) for the purpose of 
investigating certain felony crimes. Crimes for which wire tapping may be used to 
investigate: 1) Murder m the First Degree; 2) Murder in the Second Degree; 3)
Kidnapping; 4) Class A or unclassified drug offenses which are for Misconduct Involving 
a Controlled Substance (MICS) in the first degree, an unclassified felony; 5) and (MICS) 
in the second degree, a class A felony offense.

This legislation will provide Alaskan law enforcement agencies with a valuable tool 
presently utilized by the Federal government and many states, to intercept communications 
to aid in investigating individuals who have committed, are committing, or are planning to 
commit a very serious offense.

CO NTACT: C..E. Swackhammer
Deputy Commissioner 
465-4322

DATE: March 24, 1993
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S ee a tta c h e d  analysis.

$

8 3 0

OPERATING FY 9 4 FY 95 FY 9 6 FY 97 FY 9 3 FY 99

PERSONAL SERVICES 7 5 .6 7 5 .6 7 5 .6 7 5 .6 7 5 .6 7 5 .6

TRAVEL 4 .2 4 .2 4 .2 4 .2 4 .2 4 .2

CONTRACTUAL 12 .0 1 2 .0 12 .0 1 2 .0 1 2 .0 12 .0

SUPPLIES 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

EQUIPMENT 2 0 .2 0 .0 0 .0 0 .0 0 .0 0 .0

LAND & STRUCTURES 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

GRANTS, CLAIMS 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

MISCELLANEOUS 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

TOTAL OPERATING 1 1 2 .0 9 1 .8 9 1 .8 9 1 .8 9 1 .8 9 1 .8

CAPITAL 0 .0 0 .0 0 .0 0 .0  0 .0 0 .0
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F ra n c is  C. A llan

Approved by C om m issioner: 

Agency:

-263 .-569 1 .
3 / 1 7 /9 3

.3 /2 5 /a a .
R ic h a rfU ^ B n r t n n .  D p n t. n f  Pnh lin  S a fe ty

P R E P A R E R  T O  P R O V I D E  A L L  D I S T R I B U T I O N  C O P I E S  T O  G O V E R N O R ' S  L E G I S L A T I V E  O F F I C E

For further distribution information call the Governor's Legislative Office
Ray 11/92

hi 11 nnnr.anns..nr_uni

1 0 0 2  Federal R eceip ts
arsj...

1 0 0 3  GF M atch

1 0 0 4  GF 1 1 2 .0 9 1 .8 9 1 .8 9 1 .8 9 1 .8 9 1 .8

10 0 5  G F/Proqram  R eceipts

1 0 0 3  GF/MHTIA

O ther

TOTAL 1 1 2 .0 9 1 .8 9 1 .8 9 1 .8 9 1 .8 9 1 .8

FULL-TIME

PART-TIME

TEMPORARY

Page 1 of 3



D e p a r t m e n t  o f  P u b l i c  S a f e t y -
F i s c a l  N o t e  -  H B  1 8 7
P a g e  2  o f  3

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

I t  is a n t i c i p a t e d  t h a t  w a r r a n t s  w i l l  b e  o b t a i n e d  t o  a u t h o r i z e  
m o n i t o r i n g  f o r  p e r i o d s  o f  a p p r o x i m a t e l y  10 t o  14 d a y s  e v e n  t h o u g h  
w a r r a n t s  c o u l d  b e  o b t a i n e d  t o  e x t e n d  t h e  m o n i t o r i n g  f o r  l o n g e r  
p e r i o d s .  T h i s  m o n i t o r i n g  c a n  b e  c o m p l i c a t e d  b y  t h e  f a c t  t h a t  s o m e  
c o n v e r s a t i o n s  m o n i t o r e d  m a y  i n v o l v e  n o n - E n g l i s h  s p e a k i n g  
p a r t i c i p a n t s  w h i c h  w i l l  n e c e s s i t a t e  t h e  n e e d  f o r  b i - l i n g u a l  

i n t e r p r e t e r s  a n d  t r a n s c r i b e r s  t o  a u g m e n t  t h e  i n v e s t i g a t o r s  o n  a 2 4 -  
h o u r  a d a y  b a s i s .  I f  m o n i t o r i n g  f o r  e x a m p l e ,  i n v o l v e s  m o r e  t h a n  
o n e  p h o n e  l i n e  o r  l o c a t i o n ,  t h e n  a d d i t i o n a l  m o n i t o r i n g  t e a m s  w i l l  
h a v e  t o  b e  e s t a b l i s h e d ,  f u r t h e r  i n c r e a s i n g  t h e  c o s t s  f o r  p e r s o n n e l ,  
p r o f e s s i o n a l  a n d  c o n t r a c t u a l  s e r v i c e s .

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

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

i n v e s t i g a t i o n .

P e r s o n a l  S e r v i c e s

A d d i t i o n a l  o v e r t i m e  f o r  e x i s t i n g  p e r s o n n e l :

A) I n v e s t i g a t o r s
( C a l c u l a t e d  a t  R a n g e  77 S t e p  K ) :

24 h r s  x  $54 p e r  x  15 d a y s  x  3 c a s e s  =  $ 5 8 . 3

B) C l e r i c a l  s u p p o r t
( C a l c u l a t e d  a t  R a n g e  8 S t e p  D ) :

16 h r s  X  $24 p e r  x  15 d a y s  x  3 c a s e s  =  1 7 . 3

P e r s o n a l  S e r v i c e s  S u b t o t a l  $ 7 5 . 6



D e p a r t m e n t  o f  P u b l i c  S a f e t y
F i s c a l  M o t e  -  H B  1 8 7
P a g e  3  o f  3

T r a v e l

T r a i n i n g  c o u r s e s  c o v e r i n g  w i r e t a p p i n g  
e q u i p m e n t ,  l a w s  & r e g u l a t i o n s  - 6 x 
I n v e s t i g a t o r s  (2 p e r  s h i f t  / 6 p e r  d a y ) ,

7 d a y s ,  t r a v e l  & p e r  d i e m  4 . 2

C o n t r a c t u a l

A) U t i l i t i e s

C a l l  L i n e  I d e n t i f i c a t i o n

$ 1 8 1  x  3 c a s e s  =  $543 

P e n  R e g i s t e r  / M o n i t o r i n g  U n i t  

$ 2 2 4  X 3 c a s e s  =  $672

B) T r a n s l a t o r  / i n t e r p r e t e r

24 h r s  x  $ 3 0  p e r  x  15 d a y s  x 1 c a s e  =

.5

.7

1 0 . 8

C o n t r a c t u a l  S u b t o t a l 1 2 . 0

E q u i p m e n t

M o n i t o r i n g  u n i t  x  2 = 2 0 . 2

T o t a l $ 1 1 2 .0



S T A T E  O F A L A S K A
1993 L E G IS L A T IV E  S E S S IO N

F IS C A L  N O T E No. 1

Bill Version: H B  1 8 7

(H) Publish Date: 3 / 1 / 9 3

Revision Date :______________________________________________Department Affected: Administration

Title: 'An Act authorizing the interception of private________________ BRU: Office of Public Advocacy

communications., __________________________________________ Component: Office of Public Advocacy

Sponsor: Governor__________________________________________ ______________________________________

Requestor. Rules Committee__________________________________  COMPONENT SERIAL NO. 43

EXPENDITURES/REVENUES:

OPERATING FY 94 FY 95 FY 96 FY 97 FY 98 FY 99

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 u 0 0 0 0 0

LAND & STRUCTURES 0 0 0 0 0 0

GRANTS, CLAIMS 0 0 0 0 0 0

MISCELLANEOUS 0 0 0 0 0 0

TOTAL OPERATING 0 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

REVENUE
FUND SOURCE: 0 0 0 0 0 0

FUNDING:

1002 Federal Receipts 0 0 0 0 0 0

1003 GF Match 0 0 0 0 0 0

1004 GF 0 0 0 0 0 0

1005 GF/Program Receipts 0 0 0 0 0 0

1006 GF/MHTIA 0 0 0 0 0 0

OTHER 0 0 0 0 0 0

TOTAL 0 0 0 0 0 0

POSITIONS:

FULL-TIME 0 0 0 0 0 0

PART-TIME 0 0 0 0 0 0

TEMPORARY 0 0 0 0 0 0

Estimate of current year (FY93) impact: None

Prepared by: Brant McGee. Public Advocai

Approved bv Commissioner Nancy Bear Usera / 1 .̂ i y
Aqencv: Administration 1 1 /V  Date:

1 J  ^-------

-/

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE 
For further distribution information call the Governor's Legislative Office

W u S h jM lT T E E  C O P Y  P a g e _ i _ o f _ L



F IS C A L  N O T E  . N o  2

Revision Date:  _________________________________

Title: "An Act relating to wiretapping for criminal investigations

or murder, kidnapping and serious drug offenses. . _______
Sponsor: Rules Committee_____________________________

Requestor: Governor_________________________________

EXPENDITURES/REVENUES:

S T A T E  O F  A L A S K A
1993 L E G IS L A T IV E  SE S S IO N

Bill V e r s io n :  HB 1 8 7

(H )  P u b l i s h  D a t e :  3 / 1 / 9 3

Department Affected: Administration____________________________

BRU: Public Defender Agency__________________________________

Component: Public Defender Agency____________________________

COMPONENT SERIAL NO. 1631

OPERATING FY 94 FY 95 FY 96 FY 97 FY 98 FY 99

PERSONAL SERVICES • * 0 0 0 0

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING • • 0 0 0 0

CAPITAL • 0 • 0 0 0

REVENUE
FUND SOURCE: 0 0 0 0 0 •

FUNDING:

1002 Federal Receipts

1003 GF Match

1004 GF 0 0 0 0 0 0

1005 GF/Program Receipts

1006 GF/MHTIA

OTHER

TOTAL 0 0 0 0 0 0

POSITIONS:
FULL-TIME 0 0 0 0 0 0

PART-TIME

TEMPORARY 0 • 0 0 0 0

Estimate of current year (FY93) impact:.

ANALYSIS: (Attach a separate page if necessary.) 
See Attached,

Prepared by: John Salemi. Public Defender 
Division: Public Defender Agency

Approved by Commissioner: Nancy Bear Usera 
Agency: Administration____________________

Phone: 279-7541 
Date :__________

Date: / ?  ?
T

^ V O W M I T T E E  C O P Y

PREPARER TO PROVIDE7ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information call the Governor’s  Legislative Office

Rev 11/92 Page 1 of 2



FISCAL NOTE

U O . 2—

P i  ^
ANALYSIS: (continued)

STATE OF ALASKA BILL NO. I ' t i ' h
1993 LEGISLATIVE SESSION

This wiretapping bill is limited to certain types of offenses (murder, kidnapping and senous drug offenses). While it is unlikely that authorized wiretapping 
would be regularly used in kidnapping or murder cases, the pool of serious drug offenses presents a separate matter. As public counsel in criminal cases 
the Public Defender Agency would be required to review all applications for wiretapping authorization, would necessarily prepare challenges to said 
applications, and would ultimately defend the cases. In the context of defense preparation significant time might have to be spent reviewing the contents 
of the 'wired' conversations. There is no question that the passage of this bill will increase the work of the Public Defender Agency. To what extent there 
is an increase would be highly speculative.

2 / L E G 9 3 / 4 X 0 9 J q > / 2 P a g o  ' j L  o f  5 E .





(7)
Date Referred: March 1, 1993 FURTHER REFERRALS:

Date of Committee Action: 3 / ^ 5 ~ / v , 3

H O U S E  C O M M IT T E E  R E P O R T

The LABOR AND COMMERCE Committee considered:

HESS

HB 190

HOUSE BILL NO. 190 AK SCIENCE & TECHNOLOGY FOUNDATION GRANTS

"An Act relating to grants awarded by the Alaska Science and Technology Foundation."

RECOMMENDATIONS: 
be replaced with_______

] have attached amendments(s)
] do pass 
] do not pass 
] no recommendations 
] individual recommendations 
] additional referral to the____

| ] the same title 
_[ ] a new title

Committee

ADOPTS: letter of Intent

ATTACHES NEW FISCAL NOTE(s):

[ ] fiscal impact__________________

zero fiscal note

(Dcpt) APPROVES PREVIOUS: 

[ ] fiscal note(s)______

[ ] zero fiscal note(s)

( D c p i / D i i c )



STATE OF ALASKA 
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Analysis

A s s u m p t i o n s :

That by the addition of the word "university" to AS 37.17.090(h), the Alaskan universities will 
somehow receive a preference they are not currently benefiting from. This is a semantic change 
only as section AS 37.17.090(h) currently states "the board of directors shall give preference to 
an applicant who is an Alaska resident, association, organization, or institution." It is the 
position of ASTF that this language is inclusive of university(s).

P r o g r a m  S u m m a r y

1. This fiscal note does not fund any additional positions.

2. This fiscal note does not justify major expenditure items.

3. This fiscal note does not result in a change in revenue and is not the basis of any
estimate for "federal" or "other" funds.

4. Section Cost Analysis—The total cost of HB190 is $0.00.

Economic Impact—HB190, An Act relating to grants awarded by the Alaska 
Science & Technology Foundation has no economic impact.

BUDOET:HBI90.FN oamm
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S u m m a ry  of G ran t Activity

TOTAL UA

Full Proposals (Reviewed) 442 $131,229,149 107 $23,230,075
Full Proposals Funded 92 $12,905,193 28 / $3,202,772
Proposals Requested to Resubmit 9 $959,446 2 $119,467
In-Kind and Matching Support $21,331,193 $4,812,137
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- MAR-24-93 WED 17:49 AK SCIENCE & TECH FOUND FAX NO, 2746228

A L A S K A  S C IE N C E  & T E C H N O L O G Y  F O U N D A T IO N—Putting Innovation to Wotk for Alaska—
F a c s im il e  T r a n s m is s io n

T r a n s m i t t e d  T o : R e p r e se n ta tiv e  Bill H u d s o n  
R e p r e se n ta tiv e  T erry  M artin

F a x  N u m b e r :  4 6 5 - 4 5 6 5  & 4 6 5 - 6 7 9 0  

D a t e :  M arch  2 4 ,  7 $ $ 3  T i m e : 5 :4 0 p rn

P a g e s  Gndudhm Ihi* aw>): 2  S e n t  B y  I  J o h n  SibQ

M e s s a g e :  f

T he  e n c lo s e d  ta b le  s h o w s  th e  A S T F g r a n t  a c tiv i ty  o v e r  th e  p a s t  
tw o  y e a rs  a n d  th e  p o r tio n  w h ic h  In v o lv e d  th e  U n iv e rs ity  o f  A la s k a .  
A p p r o x im a te ly  3 0 %  o f  th e  g r a n ts  in v o lv e d  th e  u n iv e r s ity , b u t  
n e a r ly  all a lso  In v o lv e d  a n  o u ts id e  p a r tn e r . In  o rd e r  to  m e e t  A S T F  
criteria , s u c c e s s fu l  re se a rc h  m u s t  u ltim a te ly  b e  u s e d  - w e  d o  n o t  
f u n d  b a s ic  re se a rc h . E x p e r ie n c e  h a s  s h o w n  th a t  th e  m o s t  e f f e c t i v e  
w a y  to  a c h ie v e  th is  a p p lica tion  o f  te c h n o lo g y  is  to  in su re  th a t  all 
th e  n e c e s s a r y  p la y e r s  are  in v o lv e d  fr o m  th e  b e g in n in g . F or th is  
r e a s o n , m u c h  o f  th e  b a s ic  r e se a rc h  c o n d u c te d  a t  th e  u n iv e r s i ty  is  
n o t  a p p ro p ria te  fo r  A S T F  fu n d in g ,

/  w ill b e  a b le  to  s p e a k  to  a n y  q u e s t io n s  y o u  m ig h t  h a v e  o n  th is  
i s s u e  o f  u n iv e r s ity  re se a rc h  a n d  A S T F 's  ro le  via te le c o n fe r e n c e  
to m o r r o w  d u rin g  th e  hea rin g  o n  HB 190 .

5 5 0  W est 7 th  A ve n u e , S u ite  3 6 0 , A nchorage . A la ska  9 9 5 0 1 -3 5 5 5

Telephone: (907) 2 7 2 -4 3 3 3  
Fax: ( 9 0 7 )2 7 4 -6 2 2 8





MIKE’S REFRIGERATION 
& AIR CONDITIONING

P.O. BOX 21687 
JUNEAU, ALASKA 99802 

(907) 463-3290

■S / / fa / 9 -3 NUMBER OP PAGES 
(Including Cover Letter)TIME

NOTE: If you did not receive oil of tha pagas or if you have a question, pirate rail the verifying number (below).

™ r 3 / /    FBOM: 1
CO. NAME NAME .

ADDRESS SUBJECT

ATTSJfRem FAX NO.

FAX NO. VERIFYING NO.

REMARKS:

/ I f y i  <9 P f o S f C /  / / 3  c P o 3  U-J£—

\ 3 h o u * - d  & S .  \ d p a v e & y i t u . s T j
y , •* I .

\ /'0 £ 7 ~&jP O -f" ^  U  f s *7^ J. /*■»

f p f r  hu/vc/fec/ r ' uJ X'

V h - » / s  / S  &  o v - r  o - f  j ;

f o e s



F a x  T r a n s m i s s i o n  M e s s a g e

Date! 03 -16 -93 Re I HB 203, No, No
From! Bryant B e a r f ie ld  J r ,

K .M .S .S .I . ,  Inc . 
789-4150 Fax 
789-0332 Voice

Toi Representative Hudson 
Alaska L eg is la tu re  
465-6790 Fax

Dear Represen tative Hudson:
As a sm all business we would ask you to  vote no on HB203. An increase in 
work comp ra te s  would hu rt us.
Joyce Hogan 
B ryant B e a r f ie ld  
Knightwatch Secu rity

Very t ru ly  yours,

Bryant B e a r f ie ld  J r .  
K .N .S .S . I . , Inc .



March 15 ,1993

Representative Bill Hudson
Chairman, House Labor & Commerce Committee

Dear Representative Hudson:

This fax is to advise you that I believe that HB 203 is a very bad approach to 
government spending and promotion of economic stability in ihe State of Alaska.

Any government imposed cost, whether you call it a tax or a fe' >the same 
effect. It takes money out of the private sector, where it creates jobs. This is a 
thinly disguised attempt to impose a new tax burden on business so that 
bureaucrats can keep their jobs, benefits, and perks, most of which are better than 
most of us in the private sector enjoy. Since I am a small business owner, I can 
attest to the perks and benefits in the private sector.

The Worker's Compensation program is possibly one of the most abused programs 
in existence. The Department of Labor (DOL) should be given authority to retain up 
to 2.5% on Worker's Compensation premiums for operations, provided that DOL 
earns those fees by recapture of payments from fraudulent claims and those that 
provide the documentation to support those claims. The premium, as a percentage 
of wages, should be capped at current levels and the legislation should provide for 
DOL reporting total wages and premiums to the Legislature on an annual basis to 
insure integrity in the system. The cap would allow for adjustments between 
industries to reflect loss rates, but restrict the total premiums to the present 
percentage of total wages. The Legislature should enact legislation imposing civil 
penalties equal to three times the Worker's Compensation Claim amount on anyone 
knowingly aiding or abetting a fraudulent claim. Worker's Compensation is a 
worthwhile and necessary program that is presently plagued with abuse. The 
elimination of the abuse should be the top priority, otherwise, the cost of Worker’s 
Compensation will eventually destroy the program.

I am faxing you this straight from the computer and requesting that you advise the 
other members of the House Labor and Commerce Committee of my objection to 
HB 203 and recommendations for addressing the Worker's Compensation issue.

John D. Cooper, P.E.
CCE
8183 Threadneedle 
Juneau, Alaska 99801
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FISCAL NOTE
STATE OF ALASKA

1993 LEGISLATIVE SE SSIO N
B ILL NO. HB 203

Revision Date: __________________________________

Title: ‘An Act imposing a fee lor the administration of the

workers' compensation program."____________________

Sponsor:_______________________________________

Requestor_____________________________________

Department Affected: Administration 

BRU: Risk Management___________

Component: Risk Management

COMPONENT SERIAL NO.

EXPENDITURES/REVENUES:

OPERATING FY 94 FY 95 FY 96 FY 97 FY 98 FY 99

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 & STRUCTURES 0 0 0 0 0 0

GRANTS, CLAIMS 35.0 70.0 105.0 140.lt 157.5 173.3

MISCELLANEOUS 0 0 0 0 0 0

TOTAL OPERATING 35.0 70.0 105.0 140,0 157.5 173.3

CAPITAL 0 0 0 0 0 0

j REVENUE 
1 FUND SOURCE: 0 0 0 0 0 0

FUNDING:

1002 Federal Receipts 0 0 0 0 0 0

1003 GF Match 0 0 0 0 0 0

1004 GF 0 0 0 0 0 0

1005 GF/Program Receipts 0 0 0 0 0 0

1006 GF/MHTIA 0 0 0 0 0 0

OTHER 35.0 70.0 105.0 140.0 157.5 173.3

TOTAL 35.0 70.0 105.0 140.0 157.5 173.3

POSITIONS:

FULL-TIME 0 0 0 0 0 0

PART-TIME 0 0 0 0 0 0

TEMPORARY 0 0 0 0 0 0

Estimate of current year (FY93) impact: _0_

ANALYSIS: (Attach a separate page if necessary,) 
See attached.

Prepared by: Don Hitchcock ./ £  
Division: Risk Management

Approved by Commissioner Nancy Bear Usera 
Agency: Administration

Phone: (907) 465-2180 
Date:

Date:

P R E P A R E R  T O  P R O V ID E  A L L  D IS T R IB U T IO N  C O P I E S  T O  G O V E R N O R ' S  L E G IS L A T IV E  O F F IC E
For further distribution information call the Governor's Legislative Office

Rev 11/92
9/LEG93 A) 6721 a. KF/I

Page  1 of _ 2 _
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STA TE O F ALASKA B IL L  NO. HB 203
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ANALYSIS: (continued)

HB 203 would assess an administrative fee of 2.25 percent of workers' compensation claims paid during the fiscal year after reduction by contnbulions 
to the second injury fund. Since the State is self-insured, this fee would be added to the State's total workers' compensation costs. The fiscal note is based 
on State paid claims of $7,000,000 (FY 92 was $6,800,000). Second injury fund payments by the State in FY 92 were $104,844. Workers' Compensation 
paid loss is increasing 5 to 10 percent per year tied primarily to medical cost increases. These costs would be passed to each of (lie State agencies based 
on our ’cost of lisk* allocation formula.

9/leg93/0G721a.KP/2 J L  of J L
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M arch  1 6 ,  1 9 9 3

T o :  M em be rs  H o u s e  L a b o r  and  Commerce  C o m m i t t e e
F r o m :  R on  Flint

M a n a g e r ,  The  N u g g e t  A la s k a n  O u t f i t t e r  
P r e s i d e n t ,  G r e a t e r  J u n e a u  Cham be r o f  Comm erce

R e :  HB 2 0 3  W o r k e r s  C o m p e n a e n a a t i o n  " F a a a M
D e a r  C o m m i t t e e  m em b e r s ;

T a l k  o f  u s e r  f e e s  on  p u r c h a s e r s  o f  W o rkm ans  C o m p e n s a t i o n  
i n s u r a n c e  b r i n g s  t o  m ind  a  n um be r  o f  i s s u e s  f o r  me.

F i r s t ,  I  t h i n k  o f  how t h i s  w i l l  b e  o n e  m o ra  o b s t a c l e  f o r  A la s k a n  
b u s i n e s s e s  t o  o v e r c o m e  i n  o u r  s t r u g g l e  t o  b e  c o m p e t i t i v e  w i t h  f i r m s  
o p e r a t i n g  o u t s i d e  t h e  a t a t e .

S e c o n d ,  i t  s e em s  l i k e  u s e r  f e e s  g e n e r a t e d  b y  S t a t e  a g e n c i e s  
c i r c u m v e n t  t h e  b u d g e t  p r o c e s s .  We e l e c t  y o u  t .o  s e t  t h e i r  b u d g e t s .

T h i r d ,  I  r e a l i z e  u s e r  f e e s  a r e  m o re  t h a n  j u s t  " t r e n d y "  a nd  t h a t  
t h e  f u t u r e  i s  b o u n d  t o  b r i n g  m o re  o f  t h e m .  Now I  know I 'm  b i a s e d ,  
b u t  I 'm  h a v i n g  a l i t t l e  t r o u b l e  when i t  s e em s  g o v e r n m e n t  l o o k s  a t  
b u s i n e s s  a s  s o m e t h i n g  o f  a " s p e c i a l  i n t e r e s t "  g r o u p .  I  know t im e s  
a r e  c h a n g i n g  b u t  I  t h i n k  w e 'd  b e t t e r  b e  c a r e f u l  a b o u t  g e t t i n g  t h e  
c a r t  i n  f r o n t  o f  t h e  h o r s e .

F o r t h ,  w a s n ' t  i t  J u s t  a  l i t t l e  w h i l e  a g o  t h a t  y o u r  s p e a k e r  
f o rm e d  a  t a s k  f o r c e  t o  f i n d  o u t  w ha t  g o v e r n m e n t  c o u l d  d o  t o  make I t  
e a s i e r  t o  o p e r a t e  a b u s i n e s s  i n  A la a k a ?  P l e a s e  s u b m i t  HB 2 0 3  t o  h e r  
o n  my b e h a l f .

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

Ron F l i n t

c c :  R e a s  J e r r e l  N F IB
J o e  P o o r  GJCC
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FISCAL NOTE
STATE OF ALASKA

1993 LEGISLATIVE SESSION
BILL NO. HB 203

Revision Date: __________________________________

Title: "An Act imposing a fee for the administration of the

workers' compensation program.*____________________

Sponsor: _______________________________________

Requestor_____________________________________

Department Affected: All Agencies 

BRU: All Agencies______________

Component:

COMPONENT SERIAL NO.

EXPENDITURES/REVENUES:

OPERATING FY 94 FY 95 FY 96 FY 97 FY 98 FY 99

PERSONAL SERVICES 0 0 0 0 0 0

TRAVEL 0 0 0 0 0 0

CONTRACTUAL 35.0 70.0 105.0 140.0 157.5 173.3

SUPPLIES 0 0 0 0 0 0

EQUIPMENT 0 0 0 0 0 0

LAND & STRUCTURES 0 0 0 0 0 0

GRANTS, CLAIMS 0 0 0 0 0 0

MISCELLANEOUS 0 0 0 0 0 0

TOTAL OPERATING 35.0 70.0 105.0 140.0 157.5 173.3

CAPITAL 0 0 0 0 0 0

REVENUE
FUND SOURCE: 0 0 0 0 0 0

FUNDING:

1002 Federal Receipts 0 0 0 0 0 0

1003 GF Match 0 0 0 0 0 0

1004 GF 35.0 70.0 105.0 140.0 157.5 173.3

1005 GF/Program Receipts 0 0 0 0 0 0

1006 GF/MHTIA 0 0 0 0 0 0

OTHER 0 0 0 0 0 0

TOTAL 35.0 70.0 105.0 140.0 157.5 173.3

POSITIONS:

FULL-TIME 0 0 0 0 0 0

PART-TIME 0 0 0 0 0 0

TEMPORARY 0 0 0 0 0 0

Estimate of current year (FY93) impact: _0_

ANALYSIS: (Attach a separate page if necessary.) 
See adached.

Prepared bv: Don Hitchcock Phone: (907)465-2180
Division: Risk Manaqement ^ Date: -  • cf'~  :

Approved bv Commissioner Nancy Bear UseraA \ \ N r — f /
Aqencv: Administration ^ Date: //<* /  > -2.

✓

P R E P A R E R  T O  P R O V ID E  A L L  D IS T R IB U T IO N  C O P IE S  T O  G O V E R N O R ' S  L E G IS L A T IV E  O F F I C E
For further distribution information call the Governor’s Legislative Office

Rev 11/92
P/IHG93/06804.KP/1

Page  1 o l _ 2 _



FISCAL NOTE
STATE OF ALASKA BILL NO. HB 203

1993 LEGISLATIVE SESSION

ANALYSIS: (continued)

HB 203 would assess an administrative fee of 2.25 percent of workers' compensation claims paid during the fiscal year after reduction by contributions 
to the second injury fund. Since the State is self-insured, this fee would be added to the State's total workers' compensation costs. The fiscal note is based 
on State paid claims of $7,000,000 (FY 92 was $6,800,000). Second injury fund payments by the State in FY 92 were $104,844. Workers' Compensation 
paid loss is increasing 5 to 10 percent per year tied primarily to medical cost increases. These costs would be passed to each of the State agencies based 
on our "cost of risk1 allocation formula.

!)/leg93/0G721a.KP/2 Pago 2 of 2



M E M O R A N D U M

DEPARTMENT OF LABOR
Workers’ Compensation Division

S T A T E  O F  A L A S K A

date: January 20, 1993

FILE: ^UNCTION .

PHONE: 465-2790

s u b je c t :  Functional Overview
Workers’ Compensation 
Division

INTRODUCTION

Workers’ compensation began in Europe and spread to the United States in the early 
1900's. Before workers’ compensation laws, the injured worker often sued his employer, 
sought help from private charitable organizations or had to use his own resources. The 
results frequently were inadequate for both the worker and the employer.

To avoid the high cost of lawsuits, workers’ compensation laws were passed. While 
taking aw ay the injured worker’s rig h t to sue the employer, these plans provided 
relatively speedy compensation for a work-related in ju ry reg ard less of fault.

The Alaska Workers’ Compensation Act requires all employers with one or more 
employees to insure its employees for workers’ compensation liability. When a worker 
is injured in the course of employment, the employer is responsible for 100% of all 
medical costs directly related to the injury, 80% of the worker’s spendable income in  lieu 
of full wages, permanent partial impairment costs, and vocational retraining benefits 
associated with the injury. The employer is also responsible for providing survivor 
benefits in the event of a work related death. These benefits are paid by the insurance 
company or the self-insured employer.

The Workers’ Compensation Division is the administrative arm of the Alaska Workers’ 
Compensation Board and provides the management system and support staff necessary 
to carry out the quasi-judicial functions of the Board and the provisions of the Alaska 
Workers’ Compensation Act.

The eleven member Alaska Workers' Compensation Board is composed of five two- 
member panels and the Commissioner of Labor’s designee who chairs the full Board. The 
full Board meets 2-3 times a year to advise the division on workers’ compensation 
matters.

Each two-member panel and one division attorney hearing officer comprise the quasi­
judicial Board that hears workers’ compensation case appeals. Each panel consists of one 
member representing labor and one member representing industry. These panels

to: C.W. Mahlen
Commissioner

/^ A .
f r o m : Paul B. Amoldt

Director
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function  much like an inform al jud icia l court, tak in g  testim ony , review ing records, 
lis ten in g  to evidence, in te rp re tin g  s ta tu te s , and  finally is su in g  a  Decision an d  O rder for 
th e  case being heard . L ast fiscal year, th e  Board p anels  conducted approxim ately  300 
h earings. Each hearing  lasts  from  1-2 h o u rs  up to severa l days. As you can see, the  
B oard is very m uch a working board  and is very  fam ilia r w ith  th e  Act and  tfc a operations 
of th e  division.

The division has offices in A nchorage, F a irb an k s  and  J u n e a u , an d  employs 34 full-tim e 
eq u ivalen t personnel in support of the  w orkers’ com pensation  ac t and  3 personnel in 
su p p o rt of the F isherm en’s F und .

T he division is divided into six functional a reas:

AD JU D IC A TIO N  '

T he adjudication section is th e  h e a r t  of the  division. In ju red  w orkers, em ployers and 
o th e r parties all have igh ts and  responsib ilities u n d e r th e  Act. Besides the  form al 
h earin g s  discussed above, division com pensation officers a c t a s  m ediators to resolve 
d ispu tes  before they  end up before a Board panel. T hese officers a re  paralegals w ith 
considerable experience in w orkers’ com pensation. L as t y e a r  roughly  2,000 p rehearings 
w ere held with 1,500 claims being  resolved a t  these p reh earin g s .

T h is program  c f inform al m ediation  by sk illed  para-p ro fessionals places the  division in  
th e  vanguard  of th e  "A lternative D ispute Resolution" m ovem ent. W hile still new  to civil 
litiga tion , wc, have found it  an  extrem ely  cost-effective m eth o d  o f clearing cases which 
would otherwise require m uch m ore expensive form al h e a rin g s  before a  tw o-m em ber 
B oard  panel and an  a ttorney  h ea rin g  officer.

B esides the  hearings and p re-hearings, adjudication  s taff a n sw e r h u n dreds of inform ation 
req u ests  each week. They also a rran g e  for in d ep en d en t m edical exam inations in those 
cases where- the  in jured  w orker's tre a tin g  physician  an d  th e  em ployer’s exam ining 
physician  disagree.

W hile there  have been m any efficiencies following th e  1988 am en d m en ts  to th e  W orkers’ 
C om pensation Act, the  fact th a t  today’s adjudication  s ta f f  is  one-ha lf of w h a t it  w as in 
1984 should indicate the  co n stra in ts  u n d er w hich th e  division is  operating. I draw  your 
a tte n tio n  to th is because in  1982, th e  S ta te  A ttorney  G enera l se ttled  a case on b ehalf of 
th e  division involving m issed s ta tu to ry  deadlines for issu in g  D ecisions and  O rders. The 
division’s under-staffing cost th e  S ta te  $250,000. (1984:10 hearing officers and 1 section 
chief. Today: 4.5 hearing officers and 112 section chief. Robert Gordon v. AWCB, 1982, 
$10.00  /  day  /  D&O 1979-1985.)

2 n d  IN JU R Y  FU N D

T he Second Injury F und  provides a n  incentive for em ployers to  h ire  disabled workers. 
F o r exam ple, if  a  w orker has a  p reex isting  im p a irm en t an d  th e  em ployer h a s  w r i t t e n
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knowledge of th a t  im p a irm en t, an d  the  w orker is su b seq u en tly  in ju red , the  em ployer is 
still liable for the  "second" in jury . However, the  Second In ju ry  F u n d  will re im b u rse  the  
employer for all com pensation  paym ents  in excess o f 104 w eeks. The F u n d  only 
reim burses d isab ility  paym ents; i t  does not re im burse  m edical or o ther costs. M oney 
used by the Fund comes from  contributions m ade by in su ran ce  ca rrie rs  and  self-insured  
employers. In  FY92, th e  F und m ade re im bursem en t p ay m en ts  o f approx im ate ly  $2 
million. (875 potential claim s and 350 accepted claims.)

S taff in this section also  ad m in is te r  the  self-insurance p rog ram . U n d er th is  p rogram , a n  
employer may m ake app lication  to th e  W orkers’ C om pensation  B oard  for se lf  in su ran ce  
in  lieu of pu rchasing  w orkers’ com pensation insu rance  th ro u g h  a n  in su rance  com pany. 
S ta ff review th e  app lica tion  and  financ ial s ta tem en ts  an d  m ake  a  recom m endation  to  th e  
Board. Approval is g ra n te d  one y e a r  a t  a tim e. A t the  tim e of renew al, th e  financial 
statem ents and  loss inform ation  a re  again  reviewed. (27 self-insured employers.)

S taff is also responsible fo r com piling th  e A laska W orkers' C om pensation  A nnual R eport. 
By M arch 1 of each year, in su re rs , ad justers, and  se lf-in su re rs  a re  requ ired  to file an  
annual report w ith  th e  B oard. T he rep o rt shows th e  am o u n t p a id  on every w orkers’ 
compensation claim  d u rin g  th e  p reced ing  calendar year. (59 respondents: 27 self-insured 
employers, 20 insurers, 12 adjusters.)

R EH A B ILIT A T IO N  B E N E F IT S

The rehabilita tion b en efits  p rog ram  offers tra in in g  to those in ju red  w orkers who, because 
of their injury, canno t r e tu rn  to th e  jobs they  previously held . T h is program  is vo lun tary . 
I f  s taff determ ine th a t  th e  w orker is eligible for th e  p rog ram , th e  w orker's  case is 
assigned to a  p riv a te  sec to r reh ab ilita tio n  specialist. T he  specia list ev a lu a tes  .the 
worker’s work h isto ry  an d  skills to firs t determ ine th a t  no jobs ex is t for w hich th e  w orker 
is already qualified a n d  w hich will pay  60% of the wages earn ed  a t  th e  tim e of th e  in ju ry . 
N ext the  specialist id en tifie s  o th e r po ten tia l jobs for w hich th e  w orker will qualify  a f te r  
train ing.

I f  the worker w ishes to  proceed w ith  tra in ing , th e  w orker selects a  reh ab ilita tio n  
specialist, usually  th e  sam e one who die the  evaluation , a n d  a  reh ab ilita tio n  p la n  is 
developed. The cost of th e  sp ec ia lis t is paid by th e  em ployer. T h e  cost of re tra in in g , up  
to  $10,000, is also p a id  by th e  em ployer. A stipend  eq u iv a len t to 60% o f spendable  
income is available to  th e  ind iv idua l who needs assis tance  to m ee t Jiving expanses d u ring  
train ing . The s tipend  is  availab le  for 24 m onths and, again , is  pa id  by th e  em ployer. 
(FY92: 1132 applications, 455 evaluations, 360 plan activities. Average costs: 
evaluations=$l,250, write plan=$2,500, monitor plan=$2,700, retraining=$7,400, 
stipend=$13,300.)

A D M IN ISTRATIO N

F or the most p a rt, th e  n am e  of th is  section is self explanatory . I t  develops budgets, pays 
bills, develops s ta tis tic a l repo rts , m a in ta in s  the  files and in p u ts  d a ta  to th e  com puter.

••: ■ . • • *•' ...” '• Jf-i. -*•' vj: *
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Not too exciting, but very essential. Wliat is unique is the 30,000 new claims it handles 
each year, the 80,000 active files it m aintains, and the 20,000 files it microfilms each 
year. Transferring this volume of files among the three offices is one of the reasons the 
division is requesting a capital appropriation for Imaging.

Besides the filing and data entry, this section also provides the clerical support to the 
Board panels. It maintains pre-hearing and hearing schedules, provides informa'' -on to 
claimants, insurance companies, attorneys and adjustors. With roughly 59,000 phone 
calls, 10,000 walk-ins and 6,000 copy requests annually, this section is busy.

D A TA  PRO C ESSIN G

A  two member data processing section oversees all aspects of the division’s computer 
systems. Both positions are funded by the Administrative Services Division. One 
position supports the division’s personal computers. The other position is dedicated full­
time during the day to development of a new mainframe computer system. During 
evenings, this person v/orks in overtime status to perform only essential maintenance on 
the existing system.

A  capital improvement project was approved in FY92 to develop this new data processing 
system. Texas Instruments was awarded the contract which is scheduled to be completed 
by December 1993.

F IS H E R M E N ’S  F U N D

This fund was established in 1951 to provide for treatment and care of Alaska licensed 
commercial fishermen who are injured or become ill due to commercial ashing activities 
in  Alaska. Accidents which may be covered are those directly connected with work on 
the fishing grounds, tying up the boat, storing gear, repairing the boat or gear. Covered 
illness, generally, must arise out of an accident or illness directly caused by and/or 
aggravated by the commercial fishing endeavor.

The fund is supported I y  60% of the money derived from each crew member fishing 
license and an equal amount of money derived from each commercial fisherman issued 
a gear permit. Approximately 32,100 resident fishermen contribute $18 a year and 
18,800 nonresident fishermen contribute $54. The interest earned on those fimds goes 
to the State's General Fund for appropriation elsewhere.

Benefits provided by statute are medical care and/or hospitalization, transportation to 
the nearest adequate medical facility, and prescription costs. The total allowance for one 
injury or disablement shall not exceed $2,500. Additional benefits may be allowed based 
on consideration of the Fund reserve balance. There is no death benefit.

The division’s three member staff is the administrative arm of the Fishermen’s Fund 
Advisory and Appeals Council. Division staff handle the day-to-day processing of claims 
and respond to inquiries regarding the fund. The Council is composed of five members
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appointed by the Governor and the Commissioner of Labor’s designee who chairs the 
council. The council meets during November and March for approximately one week to 
discuss fund issues and to .rule on disputed claims. In FY92, the fund received 
approximately 1,800 claims, of which 1,250 were approved, paying benefits in the amount 
of $600,000.

Attachments



A L A S K A  W O R K E R S '  C O M P E N S A T I O N  B O A R D

P .O .B o x  25512

March 4. 1993

Senator Steve Frank 
Senator Diue Pearce

Co-chairs Senate Finance Committee

Representative Eileen MacLean 
Representative Ron Larson

Co-chairs House Finance Committee

Dear Finance Committee Co-chairs:

The Alaska Workers' Compensation Board at its recent board meeting held on March 1-2, 1993, discussed in great 
detail the funding shortfalls that are seriously affecting the Workers' Compensation Division's ability 1o properly 
administer the Workers' Compensation Act.

The Board is unanimous in its position that the division has already undergone substantial budget cuts in previous 
years and that the proposed cuts to the budget currently before you must be restored: specifically, the $85,000 cut of 
Board review of Compromises & Releases and approximately haft of the vacancy factor the division has been 
assessed.

The Board is not only concerned about these cuts, but also the lack of funding to investiga'0 uninsured employers, to 
address escalating medical costs, and other issues that will help to reduce the cost of Werners' compensation, stimulate 
the economy, and create a "level playing field" for Alaska businesses.

The Board is also unanimous in its support of "useis fees” to fund the proper administration of the Workers' 
Compensation Act.

Gincerely,

/s/John Giuchicl 
John Giuchici 
Labor Member 
Fairbanks 
(W) 452-1547

Is/ Mike McKenna 
Mike McKenna 
Labor Member 
Anchorage 
(W) 269-4356

/s/  Marc D. Stemp 
Marc Stemp 
Industry Member 
Copper Center 
•W) 822-3476

Is/ Steve Haqedorn 
Steve Hagedorn 
Industry Member 
Anchorage 
(W) 265-2493

Is/ Ray I'unberlln 
Ray Kimberlin 
Industry Member 
Fairbanks 
(W) 456-4201

Is/ Don Koenigs 
Don Koenigs 
Industry Member 
Petersburg 
(W) 772-4204

Is/ Robert W. Neste! 
Robert Nestel 
Industry Member 
Anchorage
(H) 274-5949

Is / Nancy Ridqley 
Nancy Ridgley 
Labor Member 
Ward Cove *
(W) 228-5466

Is/ Darrell Smith 
Darrell Smith 
Labor Member 
Anchorage
(H) 248-9548

Is/Jeff Wertz 
Jeff Wertz 
Labor Member 
Anchorage 
(W) 279-6636



M E M O R A N D U M

DEPARTMENT OF LABOR
Workers' Compensation Division

S T A T E  O F  A L A S K A

to: C.W. M ahlen 
Com m issioner

OATE: D ecem ber 14, 1992

FILE: Funding  Issues

PHONE: 465-2790

f r o m ; Paul B. A rnoldt SUBJECT: M ajor Issues Facing
Director W orkers’ Com pensation

A laska’s workers’ com pensation is faced w ith  th re e  m ajo r issues: (1) skyrocketing m edical 
costs, (2) escalating rehab ilita tion  req u ests , an d  (3) in ad eq u a te  resources to m anage the  
w orkers’ compensation act.

M ED IC A L COSTS: As depicted on th e  ch art, m edical costs have risen  from $22.9 
million in 1988 to $54.8 million in 1991. T his re p re sen ts  roughly a  140% increase in 
th ree  years. In  1988, m edical paym ents accounted for 25% of all w orkers’ com pensation 
paym ents; in 1991, it increased to 44% of to ta l com pensation.

In  1988, legislation was enacted and reg u la tio n s  w ere prom ulgated capping medical 
charges a t  90% of usual, custom ary and  reasonab le . However, funding for p reparing  a 
medical fee schedule was not p-ovided, so the  division selected a com pany to developed 
a fee schedule; developm ental charges a re  being  recovered by the  com pany by charging 
each subscriber $4.8 for a copy of th e  schedule. C onsequently , m any  insurers are  not 
using  the schedule for paym ent com parisons. W ith o u t funding, the  division cannot h ire  
s ta ff  to aud it in su rers  to verify com pliance an d  to develop o th er cost containm ent 
m easures. A medical benefit consulting  firm  should be under con tract to assis t the  
division in medical cost containm ent. C ost co n ta in m en t m easures m igh t include options 
such as second opinions, p re-au thoriza tion , p ee r rev iew s. The division is no t equipped 
to address the problem  w ith  skyrocketing m edical costs. Proven cost containm ent 
m easures are available, b u t w ithout funding  th ese  can n o t be im plem ented. Funding: 
$85.0 cciitractual (consulting), $58.1 personal services (WC Officer n~aud'£ing), $6.0 
travel & $5.0 equipment.

R EH A B ILITA TIO N  B E N E F IT S : In  1982 a n d  ag a in  in  1988 rehab ilita tion  benefits 
underw en t major legislative rew rites w hich have  cu lm ina ted  in a relatively  good program  
for all parties involved. In  FY89 the  reh ab ilita tio n  section  w as hand ling  289 requests 
for benefits. In FY93 the  num ber will grow  to abou t 1,400. As graphically  shown, th is 
is roughly a 5 fold increase in  requests . T here  doesn’t  seem  to be any  single reason for 
th e  increase. Some of the increase is due to m ore fam ilia rity  w ith  th e  program. Some 
m ay be due to the  success of the  p rogram  in  re tra in in g . Some m ay be due to the 
economy which is forcing some disabled w orkers to seek  rehab ilita tion  in  order to 
improve the ir chances of reem ploym ent. W hatever th e  reason , eligible injured workers
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a re  using the  program  as a m eans to  b ridge  unem ploym ent following work related 
in juries. The rehabilitation section is staffed  w ith  2 full tim e .and 1 p a rt tim e personnel. 
Such a small s taff has not been able to keep  pace w ith  the  large increase in  workload. 
As a result, m any of the sta tu to ry  dead lines for processing  reh ab ilita tio n  requests  are not 
being met. This slows the transition  of w orkers from unem ploym ent to em ploym ent and 
drives up th e  cost of workers’ com pensation. Funding: $58.1 personal services (WC 
Officer II) & $5.0 equipment.

IN A D EQ U A TE R E SO U R C ES: B esides th e  issues discussed above, the  W orkers’ 
Com pensation Division is faced w ith  o th er serious fund ing  shortfalls:

(1) Compromises & Releases: The division h a s  been  taxed w ith  an  $85.0 budget 
reduction for FY94. A cut of th is  m ag n itu d e  can n o t be absorbed w ithin th e  division's 
existing budget w ithout a corresponding reduction  in  program  responsibility . The 
division is faced w ith cutting one h earin g  officer in  F a irb an k s  and  to cease th e  review of 
compromise and  release agreem ents (C&R’s).

The division receives about 775 C&R’s a  y e a r  for review . M ost requ ire  m inim al board 
involvement while some develop into full h ea rin g s  w ith  the board issu ing  decisions and 
orders.

T he division believes the m ere fact th a t  C&R’s a re  review ed tends to produce more 
equitable agreem ents. .One of the  m ost p re v a len t item s the  board will not approve is the 
w aiver of fu tu re  medical benefits. T here  a re  alw ays som e c laim an ts who would ra th e r 
tak e  a lump sum  settlem ent today in  lieu  of fu tu re  benefits. M ost c laim ants are 
represented by lawyers, bu t a few a re  not. S ta ff  in tu itive ly  believe those claim ants 
represented by council fair be tte r th a n  those who a re n ’t. We do n o t have an y  statistics 
to  support th is  contention.

T he current process of review does re su lt  in sm oothing o u t difficulties and 
m isunderstandings. Once agreem ents a re  approved by the board, they become final. If 
th e re  should be an  appeal, the Superio r C o u rt gives considerable w eight to  the  board’s 
action. Thus, the board’s involvem ent adds to th e  s tre n g th  of th e  ag reem en t reached 
betw een the parties. Ceasing board review  will m ean  disputes betw een in su rers  and 
claim ants will now be directed to the  courts. T his only shifts the  cost from  one agency 
o f  government to another. Probably a  n u m b er h ig h e r th a n  those cu rren tly  contested 
before the board will end up in litigation , b u t  th is  is only speculation. Funding: $85.0 
personal services (WC Hearing Officer).

(2) Uninsured Em ployers: I t  is the  expressed  in te n t o f the  leg isla tu re  in am ending AS 
23.30.075(b) and 23.30.155 th a t the  W orkers’ C om pensation  Division stric tly  enforce the 
punishm ent authorized under AS 23.30.075(b) an d  th e  reporting  requ irem en ts and 
penalties fomon-compliance under A S 23.30.155. T hese  sections address em ployers who 
do not provide workers’ com pensation in su ran ce  an d  th e  penalties  for non-compliance 
w ith the workers’ compensation act. B eginning  w ith  FY92 the  un insured  employer 
investigator position w as vacated to m ee t fund ing  reductions.
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T he division is able to identify u n in su re d  em ployers, b u t no s ta f f  to do the investigation. 
W e estim ate there are potentially  1,775 un insu red  em ployers w ith  an  undeterm ined  
n u m b er of workers. This creates th re e  problem s: (1) in ju red  w orkers a re  unprotected ,
(2) employers w ith w orkers’ com pensation coverage a re  com petitively d isadvantage in the  
m a rk e t place, and (3) the s ta te  loses revenues u n d er the  insurance  p rem ium  tax. 
Funding: $51.1 personal services (WC Officer I), $5.0 equipment & $4.0 travel.

(3) Cost of Living Allowance (COLA): AS 23.30.175 requ ires the  division to annually  
determ ine  the differential betw een th e  cost of living in  A laska and  o ther a reas  in which 
w orker compensation recipients re s id e  and  to ad ju s t th e ir  com pensation accordingly. 
B eginn ing in 1988, the division con trac ted  annually  w ith  R unzneim er In te rn a tio n a l to 
p rep are  a COLA comparison s tudy . This study  cost approxim ately  $50.0 a n n ually. 
In d u s try  was advised of the re su lts  o f the  study a n d  rec ip ien t benefits w ere ad justed  
accordingly. The last COLA study w as p repared  in  1990, b u t because of budget cuts, no 
new  studies have been prepared . R ecen t research  ind icates approxim ately  260 recip ients 
reside  in  roughly 76 city areas in  33 s ta tes . T he COLA benefit reduction for these  
recip ien ts am ounts to approxim ately  $150.3 annually . In d u stry  h as  expressed concern 
ab o u t using a COLA study  th a t h a s  no t been u p dated  as requ ired  by s ta tu te . The 
orig inal Runzheim er studies w ere based  on surveying about 250 cities. By cu tting  the 
scope of this survey back to the  76 c ity  areas cu rren tly  affected, the  cost of th e  study 
would be reduced to $20.0. The leg is la tu re  m ay w ish to provide a m echanism  for 
in d u s try  to reim burse the  division for th e  cost of th e  study. O therw ise, if  a s tudy  is to 
be done, the division’s contractual b u d g e t will have to be increased . Funding: $20.0 
contractual.

(4) D ata Processing Personnel: The D ep artm en t o f Labor is cu rren tly  im plem enting a 
common data base system . I t  is an tic ipated  th a t  th is  system  will become fully 
operational during D ecem ber 1993. The equ ivalen t of one d ep artm en t 
program m er/analyst supports W orkers’ C om pensation portion o f th e  p ro jec t As the  
system  becomes operational, th e  division will be responsible for its  operation and 
m aintenance. Texas In s tru m en t’s co n trac t m an ag er h as  advised th e  division th a t  once 
th e  new  system  is im plem ented, the division will req u ire  two full-tim e 
program m er/analysts to m ain ta in  th e  system . Funding: $135.0 personal services (two 
programmer/ analysts) & $5.0 equipment.

(5) O ther Obligations: The division an tic ipates  increased  d a ta  processing chargeback 
from  the  D epartm ent of A dm in istra tion , inadequate  trave l fund ing  for newly appointed 
board  members, shortfalls for copier m ain ten an ce  agreem ents, telephone system s and 
postage (mailing of files betw een offices). The division 's vacancy accessm ent factor is 
6%. The division’s s taff r34.3 full-tim e equivalents) is sm all and  seasoned. To achieve 
a  6% vacancy factor, s ta ff  will have to be te rm ina ted . T he im pact of th is "underfunding" 
h a s  no t been identified in  term s of p rog ram  delivery, b u t i t  is c lear th a t  "to absorb  the  
im pact" is no longer a n  option. T he fa t is gone, i t  is all flesh. Funding: $34.5 DP 
chargeback, $7.0 Board travel & $59.6 personal services (3% vacancy).


