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RF.: OFE A p p lication  for Blanket A uthorization  to Export LNG from  Kenai Alaska  

To W hom  It M ay Concern:

My ad m in istration  su p p orts con d itional approval o f the ap p lica tion  for blanket 
authorization  to export LNG from  Kenai A laska su b m itted  by C on ocoP h iilip s Alaska  
Natural G as C orporation  and  M arathon Oil C om p an y. T o this en d , I h a v e  asked  m y  
A ttorney G eneral, w ork in g  in conjunction  w ith  the D epartm ent o f N atural R esources  
com m ission er , to file  a m otion  to in tervene over the ap p lic  ition. W hile 1 su p p ort an  
exten sion  o f LNG export, 1 have concerns that the in te r e s t , o f A laskans m ay be 
jeopardized  in gran tin g  the blanket autht r z a tio n  u n less  jeveral critical co n d itio n s are 
m et. They are:

1) All natural g a s supp ly  n eed s for d om estic  u tilities i -e u nd er contract;
2) C on tin ued  ap p lican t in vestm ent in projects that target rep lacem en t gas reserves; 

and
3) O pen  access to Kenai LNG Plant g a s p urch ases for th ird-party producers.

1 he D epartm ent of E nergy's approval o f the ap p lication  for Blanket A uthorization  
to Export LNG co u p led  w ith  the a d o p tio n  ot th ese co n d itio n s w ill en su re a reliable and  
secure su p p ly  o f en erg y  to the u tility ratepay ers and  oth er com m ercia l gas users in 
Southcentral A laska for the long  run and m  rxsmizo the benefits o f the C ook  Inlet 
natural gas resources for all stakeholders. T hese co n d itio n s a ch iev e  1) su sta inab le gas  
su p p lies for local u tility  ratepay ers, 2) reserves rep lacem ent u nd er con tin u ed  LNG  
exports, and 3) market access for potential exp loration  and d ev e lo p m en t investm ent in 
the C ook  Inlet.



Ensuring local pub lic  u tility  gas su p p ly  requ irem ents are m et is essentia l. But in 
ad d ition , I a lso  recogn ize  that a d iverse, large scale, and co m p etitiv e  oil and gas sector  
in the Alaska C ook  Inlet basin  is vital to the eco n o m y  o f A lask a's Southcentral region, 
w h ere nearly tw o-th ird s o f the state's p op u la tion  resides. The Kenai LNG Plant is 
central to the stren gth  and su sta inab ility  o f the C ook  Inlet basin 's en ergy  sector and  
regional econ om y. It p ro v id es critical d eliverab ility  b ack stop p in g  serv ices to public  
utilities that relv on  C ook  Inlet gas durin g  w in ter  p eak in g  su p p ly  shortfalls. Further, 
the scale and  stab ility  o f natural gas u sage at the Kenai p lan t p rov ides a veh ic le  to  
p reserve the integrity o f the ex istin g  resource base and  fu n ction s as an  en orm ous  
p otential driver for exp loration  and d ev e lo p m en t investm ent. Thus ap p lies to both the 
Kenai p lant o w n ers, C on ocoP h illip s and  M arathon, as w ell as to  other basin  producers 
and exp lorers that seek  the op portu n ities to m o n etize  in vestm en t in a closed  basin w ith  
lim ited  m arket op portu nities.

The d eclin in g  trend in the natural gas reserves and rising  prices signal the basin's 
transform ation from  lon gstan d in g  abundant natural g a s  su p p ly  to that o f a lightened  
d em a n d -su p p ly  g a s balance. N aturally , th ese  factors h ave raised w id esp read  concerns  
over  local en ergy  costs  and the su sta inab ility  o f  gas su p p ly  for local use under  
con tin ued  liquefied  natural gas (LNG) exp orts b ey o n d  2009. It is a priority o f m y  
adm inistration  to p ursue p olic ies that en h an ce co m p etitio n  and industry d iversity , and  
seek  balance in the m ix o f en ergy  a lternatives and op p ortu n ities. Success in ach iev in g  
this balance sh ou ld  g iv e  rise to susta inab le gas su p p ly  and price stability  for all users.

It is in this con text that any approval o f the LNG authorization  m ust be 
con d ition ed . T he first con d ition  sp eak s d irectly  to the n ecessity  of m eetin g  local utility  
full requirem ents on a year-round, d a y -in /d a y -o u t  basis. C ook  Inlet producers m ust 
con tin u e to treat the d om estic  n eed  as first priority, ev en  to  the exten t o f curtailing  
their affiliated industrial plant op eration s durin g  p eriod s o f peak local utility  gas  
con su m p tion . T his requ irem ent m u st be exp licit and u nequ ivoca l, just as w ith  the 
federal authorization  to exp ort natural gas.

The second  con d ition  is built on  the n otion  that the basin 's ex istin g  stock  of proved  
reserves sh ou ld , at m in im um , be kept w h o le  as a con d ition  o f exten ded  LNG export.
Hie priv ilege of con tin ued  I NG  exports m ust be accom p anied  w ith  the ap p lican ts’ 

com m itm ent to replenish  the exported  v o lu m es of gas. M aintenance of the balance in 
production  anil reserves replacem ent sh ou ld  keep  the Kenai LNG Plant in b usin ess for 
the longterm , w hich  serves the interests of u tilities, their ratepayers, and other  
com m ercial users.
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Lastly, access to the LNG Plant and  the m arkets it serves is essen tia l for the gro w th  
and  co m p etitiv en ess  o f the g a s m arket in the C ook  Inlet. T he im portance o f a 
co m p etitiv e  m arket ap p lies n ot o n ly  to  the sa le  o f  produced  gas but a lso  to the 
u n im p ed ed  flo w  o f private in vestm en t into the basin  to finance n ew  exp loration  and  
d ev elo p m en t. T he Kenai LNG Plant ->s d irect access to Pacific Rim m arkets and  
ser v es  as a p oten tia l con d u it lin k in g  other basin  producers, in c lu d in g  n ew  entrants, to 
exp an d ed  m arket op portu n ities. O pen  access to the Kenai I .NG p lant w ill therefore  
function  as an  anchor for th ese m any interrelated interests.

I recogn ize  that a balance m u st be a ch ieved  to p reserve gas su p p ly  su rety  for 
Southcentral u tilities and  their ratepayers w ith  m ain tenance o f ind u stry  in vestm en t  
and pricing o u tco m es con sisten t w ith  effic ien t m arketp lace com petition . It is m y  
sincere h o p e  that u nder the U.S. D epartm ent o f E nergy's au thority , the ap p lican ts w ill 
resp on d  con stru ctively  to  the con cern s raised  bv the state and recogn ize  benefits from  
con tin u ed  b u sin ess su ccess  in the C ook  Inlet basin. Thank you  for y o u r  con sideration  
in this im portant m atter.

U.S. Department of Energy
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Sincerely ,j  '

Sarah Pal in 
G overn or

cc: The H onorable Sam uel B odm an, US Secretary of Energy
C on oco  Phillips 
M arathon Oil C om p an y



March 22, 2007

c h u g a s :
NWHtllU ALASKA'S rOTVKt

Jason Brune, Executive Director 
Resource Development Council for Alaska 
121 W. Fireweed, Ste. 250 
Anchorage, AK 99503

Dear Jason,

C'hugach Electric Association is aware that Marathon Oil and ConocoPhillips have asked the Resource 
Development Council to support their application for a 2-year extension o f  their export license for natural 
gas from Cook Inlet. We appreciate your solicitation o f member comments as the RDC leadership 
debates what the organization’s position should be on this issue.

This top.- is critically impcrtant to Chugach. Chugach is a not-for profit, member-owned electric 
cooperative that happens to be Alaska’s largest electric utility. Our purpose is to provide our members 
with safe, reliable, competitively priced electric service. Chugach provides power to Alaskans throughout 
the Railbelt through retail, wholesale and economy energy sales.

Nati"11 gas is key to our operations and to our customers. In 2006, 90 percent o f  the kilowatt-hours 
Chugach sold came from burning natural gas, with the other 10 percent from hydroelectric resources.

Chugach buys gas from four separate suppliers under four separate contracts, each negotiated in the late 
1980s. Marathon and ConocoPhillips arc two o f our suppliers. Each contract is for a volume o f  gas 
rather than a finite period o f lime. Current consumption estimates indicate that our fuel needs will be 
unmet beginning in the year 2010. Chugach has been working for some time to secure new gas supplies -  
with our existing suppliers and others. These negotiations continue today.

We would like to be supportive, but the needs o f Chugach customers must continue to be our highest 
priority. Chugach supported the last extension request, and recognizes that another extension could 
preserve valuable jobs and continued benefits to the economy. We also believe that the extension could 
promote additional exploration and lead to greater proven reserves in Cook Inlet.

However, until we have secured reasonably priced new supplies o f gas on behalf o f Alaska’s electric 
customers. Chugach cannot support an extension o f the LNG export license for Marathon and 
ConocoPhillips. Once our negotiations have been concluded, we will be glad to consider what our 
position on the issue should be at that time.

We would be happy to discuss this issue and our position further with the RDC Executive Committee or 
others if  requested.

William R. Stewart 
Chief Executive Officer
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Anchorage Daily News
S a v e s  s o m e  g a s  f o r  u s ,  e x p o r t e r s
LIQUEFIED NATURAL GAS: Plant told to contract with local u tilit ie s.

By * _AN B A IL E Y  
r e t r j le u m  New s

(Published: April 24, 2007)

G o v. S a ra h  Palin  su p p o rts  le ttin g  Conoco P h illip s and M arathon e x p o rt  liq u e fied  n atu ra l g a s fro m  

♦ h e ir p la n t on the K e n a i P e n in su la  fo r a n o th e r two y e a rs , p rov id ed  th e y  s e t  a s id e  enough n atu ra l 

g a s to  su p p ly  S o u th c e n tra l c o n su m e rs .

P a rt o f th e  reaso n  fo r h e r d e c is io n  m ig h t be an e xp e cta tio n  o f a m a jo r g a s d isc o v e ry  in the  a re a .

"W h ile  I  su p p o rt an e x te n s io n  o f LNG e xp o rt, I  h ave  co n cern s th a t the  in te re s ts  o f A la sk a n s  m a y  be 
je o p a rd ize d  in g ran tin g  th e  b la n k e t a u th o riza tio n  u n le ss  se v e ra l c r ite r ia  a re  m e t ,"  Palin  to ld  the 
U .S . D e p a rtm e n t o f E n e rg y 's  O ffice  o f F o ss il E n erg y . Th e  p la n t's  e x p o rt  lice n se  is  due to e x p ire  in 

20 09 .

T h e  LNG p la n t is  a huge c o n su m e r o f C ook In le t 's  n atu ra l g as su p p ly , tak in g  m o re than o n e -th ird  o f 
the an n u a l p ro d u ctio n , o r a s  m uch a s  is  used to c re a te  e le c tr ic ity  and h e a t So u th c e n tra l h o m es and 

b u s in e sse s  co m b in ed .

T h e  g a s is  su p e rch ille d  in to  a liqu id  fo rm , loaded onto ta n k e rs  and sh ip p ed  to Jap an . T o k y o  E le c tr ic  
Pow er C o . u s e s  it  to run its  pow er p la n ts .

B e c a u se  g a s  su p p lie s  a re  t ig h t in the Cook In le t  reg ion , so m e h ave  argu ed  a g a in st exten d in g  the 
p la n t's  e xp o rt licen se  a s  a w ay to e n su re  an ad eq u ate  su p p ly  o f g as fo r A n chorage, M a t-S u  and 
K en a i P en in su la  c o n su m e rs . S h o r t  su p p ly  h as d riven  up heating c o sts  in re ce n t y e a rs .

"T h e  s  a te  h a s a co m p e llin g  in te re s t  in ensu rin g  th a t th e se  pub lic u t ilit ie s  have adequ ate  su p p lie s  o f 
n a tu ra l g a s un der c o n tra c t to m e e t th e se  local n e e d s ,"  the s ta te  sa id  in its  m otion  to in te rv e n e  in 
the a p p lica tio n  for the e x p o rt lic e n se  e xte n sio n .

U T I L I T I E S  N E E D  S U P P L I E S

E n s ta r  N atu ra l G as Co. n ee d s to find a su b sta n tia l so u rce  o f n atu ra l g a s fo r hom e and b u s in e ss  
heating  by 2 0 0 9 . Chugach E le c tr ic  A sso c ia tio n , the s ta te 's  b ig gest pow er co m p a n y , n eeds to se cu re  
new g a s su p p lie s  in 2 0 1 0 , the s ta te  sa id .

The s ta te  w an ts to se e  f irm  c o n tra c ts  with the u t ilit ie s , a t le a st through 2 0 1 1 , when the proposed 
e x p o rt lice n se  e xte n sio n  would e x p ire . Su ch  co n tra c ts  m u st be ap p ro ved  by the R eg u la to ry  

C o m m iss io n  o f A la sk a  and m u st g ra n t p rio r ity  rig h ts to the u tilit ie s  fo r g as su p p lie s  to m e e t p eak 
g as d em an d  during the w in te r, the  s ta te  sa id .

"U n le s s  the  p ro d u cers p re se n t co n tra ctu a l o p p o rtu n itie s to th ese  u t ilit ie s  fo r g as su p p lie s  to m e e t 
^ f c t h e i r  o u tstan d in g  re q u ire m e n ts , and do so under te rm s  the RCA w ill a p p ro ve , th ere  can be no 
^ ^ c o n c lu s io n  th a t loca l n e e d s a re  m e t ,"  the s ta te  sa id .

http://vvww.adn.eom/money/industrics/oil/v-pnnter/.story/8821737p -8722669c .h tm l 4/24/2007
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Th e  s ta te  a lso  w an ts to se e  th e  g a s  p ro d u ce rs in v e s t  in e xp lo ra tio n  and  d e v e lo p m e n t w ork th a t w ill 

m a in ta in  c u rre n t le v e ls  o f g a s  r e s e rv e s .

"T h e  need to  re q u ire  re p la c e m e n t o f  re s e rv e s  a s  a co n d itio n  is  b u ilt on th e  notion  th a t the  b a s in 's  
e x ist in g  s to c k  o f p roved  re s e rv e s  sh o u ld , a t m in im u m , be kn -«■ w hole a s  a co n d itio n  o f exten d ed  

LNG e x p o r t ,"  th e  s ta te  sa id .

"M a in te n a n ce  o f th is  b a lan ce  In p ro d u ctio n  and re s e rv e s  re p la c e m e n t sh o u ld  a c t  to k e e p  the C ook 
In le t  in d u s tr ia l u s e rs  in b u s in e ss  fo r  th e  long h au l, a s  w ell a s  s e rv e  th e  lo n g -te rm  re q u ire m e n ts  o f 

p ub lic u t i l it ie s  and th e ir  c o n s u m e rs ."

N E W  D IS C O V E R Y

In  fa c t , K e v in  B a n k s , actin g  d ire c to r  o f th e  s t a t e 's  D iv is io n  o f Oil and G a s , th in k s  a s iz a b le  g a s fie ld  
m igh t be d isc o v e re d  in th e  C o o k In le t  b asin  soon  and th a t th e  LNG p la n t in N ik isk i cou ld  p ro vid e  a 

w ay fo r  g a s  fro m  su ch  a f ie ld  to g e t to m a rk e t.

B a n k s  sa id  th e re 's  a good ch an ce  a co m p a n y  w ill d is c o v e r  a m a jo r  g a s  f ie ld  - -  w ith , s a y ,  200 b illion  
to 300 b illio n  cu b ic  fe e t  o f g a s  —  and  th e  s ta te  w a n ts  a w ay fo r th a t p ro d u ce r to be a b le  to m a rk e t 

its  g a s .

" I f  so m e b o d y  fin d s  a g a s  fie ld  th a t b ig , th e y 're  not going to have a m a rk e t  to s e ll into e a s ily  u n le ss  
LNG is  an o p tio n . I t 's  th a t kind  o f c u s to m e r th a t we w ant to m a ke  su re  is  s e r v e d ,"  B a n k s  sa id .

Th e  s ta te  re co g n ize s th e  im p o rta n ce  o f the  LNG p lan t to the K en a i P e n in su la  eco n o m y a s  w ell a s  to 
the e co n o m ics  o f the C o o k In le t  g a s in d u stry .

^ ^ A n  in d u str ia l g a s c o n su m e r su ch  a s  th e  LNG p lan t w ould a lso  lik e ly  be n e c e ss a ry  fo r a n atu ra l g as 
sp u r lin e  to S o u th c e n tra l fro m  the N orth S lo p e  to m a k e  fin a n c ia l se n se .

"W e reco g n ize  th a t the  LNG ro le  in the  Cook In le t  g a s  m a rk e t  is  im p o rta n t fo r new  e xp lo ra tio n  and 
new d e v e lo p m e n t,"  B a n k s  sa id .

H o w ever, the  d e s ire  to keep  the  p la n t running sh o u ld  not re su lt  in the im p o sitio n  o f u n acce p tab ly  
high g a s  p r ic e s  on A la sk a  g a s c o n su m e rs , he sa id .

"B u t i f  th e  p rice  is  rig h t and th a t p la n t can be run and g a s can be found w ith in  so m e  rea so n a b le  
price  fo r c o n su m e rs , by a ll m e a n s we sh ou ld  ke ep  it ru n n in g ," B a n k s  s a id . "W e  h ave  to m a ke  su re  
w e 're  a t the  ta b le  a s  the d isc u ss io n  abo u t how th is  w ill w ork g o es fo rw a rd ."
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Rep. Berta Gardner
To: Scott Heyworth

Subject: RE: Comment period opens on extension for Kenai LNG plant 

Web posted Thursday, March 8, 2007

B r e a k i n g  N e w s  

C o m m e n t  p e r i o d  o p e n s  o n  e x t e n s i o n  f o r  K e n a i  L N G  

p l a n t

Tim Bradner
A la ska  Jo u rn a l o f  C o m m erce

Th e  co m m en t period  h a s o ffic ia lly  opened on a p roposa l to keep  the K e n a i liqu efied  n atu ra l g as 

p lan t o p eratin g  u n til 2 0 1 1 .

F o rm a l notice  o f th e  ap p lica tio n  by C o n o co P h illip s A la sk a  In c . and M arathon Oil Co. fo r a tw o- 
y e a r  e x te n s io n  o f a fe d e ra l e x p o rt p e rm it fo r the c o m p a n ie s ' LNG p lan t w as pu b lish ed  in the 
Fed era l R e g is te r  T h u rsd a y .

Pu b lication  o f th e  n o tice  k ic k s  o ff a 3 0 -d a y  in itia l public co m m en t period by the fe d e ra l 
g o ve rn m e n t, w hich c lo se s  A p ril 9 . I t  a lso  m a k e s  in fo rm atio n  su p p o rtin g  the ap p lica tio n  

a va ila b le  to th e  p u b lic .

Th e  cu rre n t e x p o rt p e rm it, which is  issu ed  by the U .S . D ep a rtm e n t o f E n erg y , e x p ire s  on M arch 
31 , 2 0 0 9 . Th e  a p p lica tio n  re q u e sts  a tw o -y e a r e xte n sio n  to 20 11 .

S c o tt  Je p se n , C o n o co P h illip s ' m a n ag er fo r so u th  A laska  a s s e t s ,  sa id  h is  co m p an y and M arathon 
e s t im a te  th e y  w ill have  ab o u t 120 b illion  to 150 billion cu b ic  fe e t a d ay o f g as su p p ly  th a t is 
su rp lu s  to local u t ility  c o n tra c ts  in 20 09 . T h a t g as could be e xp o rte d  a s  LNG if  the p e rm it 
e x te n sio n  is  o b ta in e d .

Th e  co m p a n ie s h a ve  not y e t  a sk e d  fo r an e xte n sio n  o f cu rre n t LNG s a le s  c o n tra c ts  w ith T o kyo  
E le c tr ic  and T o k y o  G a s , a lso  se t  to e xp ire  in 2009 , b ecau se  the DOE d o es not req u ire  e xp o rt 
lice n se  a p p lic a n ts  to have c o n tra c ts  in p lace fo r a tw o -y e a r e x te n s io n , Jep sen  sa id .

He a lso  sa id  C o n o co P h illip s and M arathon do not .u le  out a fu tu re  a p p lica tio n  to exten d  the DOE 
e x p o rt lice n se  beyond 2011 once the o v e ra ll A la ska  g as s itu a tio n , including p ro g re ss on a North 
S lo p e  g as p ip e lin e , b eco m es m o re  c le a r . The p ip eline  is  e xp e cted  to go to the Low er 48 through 
C a n a d a , but a s ta te  g a s a u th o rity  is  in vestig a tin g  a p o ss ib le  sp u r line to the Cook In le t  a re a , 
w hich could m a k e  m o re  g a s a v a ila b le  fo r the Kena i LNG p lan t.

"K e ep in g  the p lan t in o p era tio n  is  im p o rtan t in reta in ing  a b ase  o f g as dem an d in the region 
th a t would d riv e  new in v e stm e n t in fu rth e r re se rv e  d e v e lo p m e n t," sa id  John B a rn e s , M ara th o n 's 
A la sk a  m a n ag er.

" I t  is  a lso  im p o rta n t a s  a b a ck sto p  to local u t'H ties in ca se  o f e x tre m e  cold w e a th e r," B a rn e s 
sa id . S o m e  g a s fro m  the LNG p lan t w as d ive rte d  to E n sta r  N atu ra l G a s, the  reg ional g a s u t ility , 
during a re ce n t cold sn a p .

3/12/2007
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W ith o u t th e  K e n a i in d u str ia l p lan t in o p era tio n  req u irin g  a s te a d y  y e a r-ro u n d  su p p ly , it  could be 
c o s t ly  fo r  p ro d u ce rs to  m e e t th e  o n ly  rem ain in g  dem an d fro m  loca l g a s  and e le c tr ic  u t ilit ie s .
T h e  u t i lit ie s  h ave  huge sw in g s in su p p ly  re q u ire m e n ts  betw een  su m m e r and w in te r.

C o n o co P h illip s ow ns 70 p e rce n t o f the LNG p lan t, w hile  M arathon  ow ns 30 p ercen t and two LNG 
ta n k e rs  w hich c a rry  liq u efied  g a s fro m  A la sk a  to T o k y o . T h e  K e n a i LNG p lan t w as b u ilt by 

P h illip s  P e tro le u m  and M arathon  in 1969 a s  a w ay to m a rk e t  su rp lu s  Cook In le t  g a s .

T h e  p la n t is  n ea r K e n a i, so u th  o f A n ch o rag e , and is  su p p lied  by g a s fro m  the C o n o co P h illip s- 
ow ned N orth C o o k In le t  g a s fie ld  in C o o k In le t  and o n sh o re  f ie ld s  on th e  K ena i P en in su la  owned 
by M arath o n . C o n o co P h illip s o p e ra te s  the LNG p lan t w hile  M arathon  o p e ra te s  the ta n k e rs .

3/12/2007
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A 4 R P  Alaska

April 11,2007

The Honorable Vic Kohring, Chair 
House Special Committee on Oil and Gas 
Alaska State Capitol, Room 24 
Juneau, AK 99801-1182

RE: HJR 13 (Gardner)-Support

Dear Chair Kohring:

On behalf o f  the members o f  AARP in Alaska, we encourage you and your colleagues on 
the House Special Committee on Oil and Gas to support HJR 13, authored by 
Representative Berta Gardner and co-sponsored by Representatives Buch, Gara, and 
Crawford.

AARP claims no expertise in the sale o f natural gas. What we do know is that many o f 
our members are very concerned about increases in their utility bills. They are very 
aware that more rate “adjustments” are pending before the RCA and that their bills are 
likely to go even higher.

Utility costs for retirees are often higher than for younger people. W orker can turn 
down their thermostats when they leave the house. Retirees, on average, spend 90% of 
their time in the house and, for health reasons, should not be lowering the temperature o f  
their homes. Older persons are also more likely to live in older homes with less 
insulation and suffer higher utility costs because o f it.

Over the past fifteen years we turned the comer on the exodus o f Alaskans upon 
retirement. They are now staying here and remaining close to their families and bringing 
substantial income to the state in the form o f Social Security and pensions. V/e don’t 
want to return to losing our retirees because they cannot afford utility costs with om 
Alaskan winters.

3601 C Street, Suite 14201 Anchorage, AK 995031 toll-free 866-227-74471 907-341-2270 fax | tot-free 877-434-7598 TTY 
Marie F. Smith, President | William D. Novelli, Chief Executive Officer | www.aarp.org/ak

http://www.aarp.org/ak
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It is the intent o f  HJR 13 to help bring stability to utility costs, possibly even to reduce 
them or to minimize future increases. We catainly support that goal.

We urge an “AYE” vote on HJR 13.

Should you have any questions about our position, please feel free to contact me (586- 
3637) or Patrick Luby, AARP Advocacy Director (907-762-3314).

Thank you for your consideration.

Marie Darlin, Coordinator 
AARP Capital City Task Force 
415 Willoughby Avenue, Apt. 506 
Juneau, AK 99801 
586-3637 (voice)
463-3580 (fax)

CC: Vice-Chair Kurt Olson
Representative Nancy Dahlstrom 
Representative Jay Ramras 
Representative Ralph Samuels 
Representative Mike Doogan 
Representative Scott Kawasaki 
Representative Berta Gardner

Sincerely,
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Anchorage Daily News
N a t u r a l  g a s  c u s t o m e r s  i n  F a i r b a n k s  w i l l  s e e  p r i c e  i n c r e a s e  i n  M a y
ALASKA DIGEST

(Published: April 22, 2007)

F A IR B A N K S  - -  F a irb a n k s N a tu ra l G a s  p la n s to in c re a se  ra te s  n e x t m o n th . T h e  ra te  in c re a se  co m e s 
a fte r  a d e c is io n  by s ta te  re g u la to rs  to ch an g e  th e  te rm s  o f a co n tra c t betw een  F a irb a n k s  N atu ra l 

G a s and th e  A n ch o ra g e -b a se d  E n s ta r  N a tu ra l G a s Co.

T h e  p rice  in c re a se  w ill m a k e  the p rice  o f n a tu ra l g a s m ore e x p e n s iv e  th an  heating  o il in F a irb a n k s  
fo r  th e  f i r s t  t im e  s in c e  th e  co m p a n y  began o p e ra tio n s a d ecad e  ago.

U nder th e  new  ra te s , n a tu ra l g a s in F a irb a n k s  w ill c o s t  $ 2 .2 1  per hu ndred  cu b ic  fe e t fo r re s id e n tia l 
c u s to m e rs  s ta rt in g  M ay 1, up fro m  th e  c u rre n t ra te  o f $ 1 .7 1  p er hu ndred  cu b ic  fe e t.

B e c a u se  F a irb a n k s  N atu ra l G a s is  not e co n o m ica lly  re g u la te d , it  o n ly  h a s to p ro v id e  the s ta te  and 
its  c u s to m e rs  30 d a y s  n o tice  to ch an ge ra te s . F a irb a n k s N atu ra l G a s ra te s  began d ra m a tic a lly  
in c re a s in g  la s t  y e a r  a fte r  it s  fo rm e r su p p lie r , A u ro ra  Pow er R e so u rc e s  In c . ,  te rm in a te d  a su p p ly  
c o n tra c t on sh o rt notice  forcing  F a irb a n k s  N atu ra l G a s into an erne g e n cy  c o n tra c t w ith E n s ta r  fo r 

C o o k In le t  n a tu ra l g a s .

Th e  c o n tra c t ru n s through Ju ne 3 0 , 2 0 0 8 , g iv in g  F a irb a n k s N atu ra l G a s  t im e  to  find a new su p p lie r  
on th e  N orth S lo p e  and build a new te rm in a l th e re  to liq u e fy  n atu ra l g a s and tru c k  it down to 
F a irb a n k s . S in c e  2 0 0 2 , F a irb a n k s  N atu ra l G a s p ric e s  have in cre a se d  248  p e rc e n t.

—  Th e  A sso c ia te d  P re ss  

Print Page j Close Window j
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Gas exports irk Agrium workers
K en a i LNG s u p p o r te r s ; A grium  e m p lo y e e s
s q u a r e  o f f  o v e r  l ic e n se  e x te n s io n

By P H IL  HERM ANEK
Peninsula C larion

A handfu l o f Agrium  employees were at odds w ith  Kenai 
Liquefied Natural Gas fac ility  executives over a 
resolu tion being considered by the Kenai C ity Council 
on Wednesday.

The proposed resolution threw  c ity  support behind an 
application by ConocoPhillips and Marathon for a U.S. 
D epartm ent o f Energy tw o-year extension o f the export 
license fo r the Kenai LNG fac ility .

Prim ary custom ers fo r LNG from  Kenai have been two 
m a jo r Japanese u tility  companies in Tokyo. The curren t 
license ends March 31, 2009, and the application would 
extend the export license through March 31, 2011.

Seventy percent o f the feedstock for the LNG plant 
comes from  ConocoPhillips; 30 percent is from  
Marathon.

The Agrium  workers said they were opposed to the 
export license extension and believed tha t any natura l 
gas being liquefied for export m eant less gas available 
to A grium , which uses gas as a prim ary feedstock for 
its 'e rtiliz e r products.

In add ition  to endorsing the tw o-year extension, the 
council's resolu tion supported the continued operation 
o f the  LNG p ljn t ,  Agrium  and the Tesoro refinery.

LNG Plant Manager Lit dsey Clark thanked the c ity for 
the resolution and said, " I t  supports our entire 
ind u s try .''

Responding to a question from council m em ber Rick 
Ross, C lark said the p lant directed some gas to the 
local m arke t th is w in te r for home heating, and said, 
"Should we get down the road to where we are not able 
to export, the fac ility  could turn around to im port LNG."
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Robert Cox, who identified himself as an Agrium 
employee, said, "I do not support the extension of the 
LNG contract.

"If they sell to foreign customers, then turn around and 
import (LNG), it's gonna cost more to the community," 
Cox said.

Another Agrium worker, who identified himself as Chris 
Bouche, said he believed the natural gas supply issue 
was more a political shortage than physical.

"If Unocal still had a plant out there, there wouldn't be 
a gas issue right now," he said. "Are the oil and gas 
companies colluding to get a higher price ... I say they 
are."

Agrium employee Jim Cooper said Agrium has been 
trying to get natural gas from ConocoPhillips, but has 
been told all of ConocoPhillips' gas supplies are 
committed.

"We've lost a lot of jobs ... good jobs," Cooper said.
"We still have 150 jobs.

"I'm pretty sure Agrium's people are working with 
ConocoPhillips, but I'm opposed to the extension," he 
said.

Jim Kauffman, Agrium employee, said he was against 
the city's "strong support" of gas exports.

"A re  we going to continue shipping reserves ou t o f 
sta te  a t a cheaper price when we don 't have enough?" 
he asked.

M arathon executive Lynden Ibele said Marathon has an 
in te rest in the LNG plant and sells to all industria l users 
in Cook In le t.

" I f  the  industria l m arkets dis pear, it would force 
M arathon to cut its employees by 50 percen t," Ibele 
said.

Clark to ld  the  council tha t the  D epartm ent o f Energy 
"looks to see if we have enough reserves to m eet u tility  
and Industria l contract ob liga tions."

A fte r Ross offered an am endm ent to the proposed 
reso lu tion  suggesting the c ity support the extension as 
long as the  DOE determ ines the gas being exported is 
in excess o f the residentia l, com m ercial and industria l 
needs o f the com m unity, the resolution passed 
unan im ously.

Phil Hermanek can be reached at 
phi!Up. hermanek(S>peninsulaclarion. com.
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Barbara W illiam s
A lask a  Public Interest R esearch Group 
P. O. B o x  101093  
A nchorage, A laska 9 9 5 1 0  
9 0 7 -2 7 8 -3 6 6 1

M arch 20 , 20 0 7

RE: SJR 4, H igh C ost o f  H eating for C onsum ers

W e appreciate the invitation to speak to you. W e have heard from  consum ers that they  
are h aving a hard tim e adjusting to the high cost associated  w ith natural gas. I know  o f  
one fam ily  in Palm er w ho has had no natural gas all w inter and have resorted to other 
heating m easures because they cannot afford to heat their hom e. T h ey  have been forced  
to m ake the ch o ice  o f  rent and food  or natural gas. W e have heard from  disabled, 
im poverished , and seniors. T he general m essage is that the high cost o f  gas is m aking  
m any p eop le and fam ilies m ake ch oices betw een  food , rent, m ed icin es, and other needs 
and som etim es resort to ju g g lin g  exp en ses just to be able to afford the current heating  
costs.

M any p eop le are not qualify ing  for the heating assistance program s that are d isabled  and 
poor. W elfare does not cover high fuel co sts, and if  they o ffer m on ey  for utilities it is on 
an em ergency  basis, and more red tape. W e have had reductions in or lon gev ity  bonuses  
for the seniors, fluxations in our perm anent funds and other in com e sources. M any people  
w ho live  paycheck  to paycheck are struggling to keep  up with the higher energy cost.

M y ow n  experience has been that m y heating b ills have doubled  since last year. W e live  
on a sm all incom e and w e have also had to adjust our exp en ses to deal with our ow n costs  
doubling. Last year our bill was $ 2 5 0 .0 0  in the w inter m onths and this year it has run 
w ell over  $ 5 0 0 .0 0  per month m ost o f the winter. It is true that our state needs to make 
m on ey exporting the gas but w e need to take care o f  our ow n supp ly  and dem and first 
before g o in g  to the market.



From: R o b e r t  C o x  [m a i l t o :R C o x @ a g r i u m .coin]

Sent: T u e sday, M a r c h  27, 2007 1:22 PM 

To: Rep. B e r t a  G a r d n e r  

Su b j e c t :  L n g  E x t e n s i o n

R e p r e s e n t a t i v e  G a r d n e r , M y  N a m e  is R o b e r t  C o x  I ' m  a c i t i z e n  of the Kenai 

, and a l s o  T h e  S t a t e  of A l a s k a . I  w a n t  to t h a n k  y o u  for R e s o l u t i o n  No. 13 

b e c a u s e  it a d d r e s s e s  the n e e d s  of s t a t e  a n d  c o m u n i t y  first a n d  fore 

most. I ' a m  a l s o  an e m p l o y e  of Agrium. I u n d e r s t a n d  the c o m p l e x i t y  of 

ga s  iss u e s  b e t t e r  than m o s t  b e c a u s e  of its a f f e c t  o n  m y  l i v e l y  h o o d  for 

the last four years. But d i s r e g a u r d  the fact that I w o r k  for Agrium, 

a n d  l o o k  at the the real i s s u e s  of a d e p l e t i n g  g a s  re s erve. C o n o c o  has 

s t a t e d  t h e y  h a v e  8 to 10 y e a r s  left., a n d  t h e y  c o u l d  u s e  the L N G  p l a n t  

to i m p o r t  gas i n t o  the s t a t e  d o w n  the road. I ' m  s u r e  y o u  a r e  a w a r e  of 

the h i g h e r  c o s t  that c o u l d  b r i n g  to the s t a te  user, be  it u t i l i t y s  

. c o m m e r c i a l  o r  i n d u s t r i a l  . I n t e r n a t i o n a l  p r i c e s  a r e  c o n s i d e r b l y  l ower 

tha n d o m e s i c  p r i c e s  b e c a u s e  of the s t r a n d e d  gas act w h i c h  is t i e d  to 

l o w e r  48 p r i c e s  w h i c h  w e  deal w i t h  here. T o  a n s w e r  the q u e s t i o n  of free 

e n t e r p i s e  al l  u t i l i t i e s  ar e  r e g u l a t e d  fo r  need. O t h e r  w i s e  w e  c o u l d  

s ell all o u r  n a t u r a l  r e s o u r c e s  to the h i g h e s t  b i d d e r  a n d  w h e n  we 

d e c i d e d  w e  neec .d some, b u y  t h e m  b a c k  at a h i g e r  pr i c e.  A n d  w h e n  jobs 

a r e  m e n t i o n e d  A g r i u m  e m p l o y s  , 152 w o r k i n g  in g o o d  p a y i n g  job s  w h e r e  as 

C o n o c o  L N G  h a v e  a b o u t  50 a n d  w e  are r u n n i n g  o n l y  2 p l a n t s  w h e r e  in the 

p a s t  w e  w e r e  a b l e  to r u n  four w i t h  t wice as m a n y s  e m p o l y e e r . W i t h  this 

s a i d  w e  al l  s u p p o r t  I n d u s t r y  on K e na i  w h i c h  I n c l u d e s  m o r e  t h a n  just 

C o n c o  .there is C h e v r o n , T e s o r o , B P , A g r i u m , X T O , a n d  m a n y  m o r e  I ' a m  sur e  I 

h a v e n ' t  m e n t i o n e d . S o  T h a n k s  a g a i n  for y o u r  s u p p o r t  for  tht G r e a t  S t a te  

of Alas k a .  R e s p e c t f u l l y  R o b e r t  L. Cox, a c o n c e r n e d  citizen.

I M P O R T A N T  N O T I C E  !

T h i s  E-M a i l  t r a n s m i s s i o n  an d  a n y  a c c o m p a n y i n g  a t t a c h m e n t s  m a y  c o n t a i n  

c o n f i d e n t i a l  i n f o r m a t i o n  i n t e n d e d  o n l y  for the u se  of the i n d i v i d u a l  or 

e n t i t y  n a m e d  above. A n y  d i s s e m i n a t i o n ,  d i s t r i b u t i o n ,  c o p y i n g  or  a c t i o n  

t a k e n  in r e l i a n c e  o n  the c o n t e n t s  of this E- M a i l  by a n y o n e  o t h e r  than 

the i n t e n d e d  r e c i p i e n t  is s t r i c t l y  p r o h i b i t e d  an d  is not i n t e n d e d  to, 

in anyway, w a i v e  p r i v i l e g e  or c o n f i d e n t i a l i t y .  If y o u  h a v e  r e c e i v e d  

this E-M a i l  in e r r o r  p l e a s e  i m m e d i a t e l y  d e l e t e  it a n d  n o t i f y  s e n d e r  at 

the a b o v e  E - M a i l  address.

A g r i u m  use s  s t a t e  of the art a n t i - v i r u s  t e c h n o l o g y  o n  all i n c o m i n g  a n d  

o u t g o i n g  E-Mail. W e  e n c o u r a g e  a n d  p r o m o t e  the u s e  of s afe E- M a i l  

m a n a g e m e n t  p r a c t i c e s  a n d  r e c o m m e n d  y o u  c h e c k  this, a n d  all o t h e r  E-Mail 

a n d  a t t a c h m e n t s  y o u  r e c e i v e  for the p r e s e n c e  of v i ru s e s .  T h e  s e n d e r  and 

A g r i u m  a c c e p t  n o  l i a b i l i t y  for a n y  d a m a g e  c a u s e d  b y  a v i r u s  or 

o t h e r w i s e  b y  the t r a n s m i t t a l  of this E-Mail.

I M P O R T A N T  N O T I C E

mailto:RCox@agrium.coin
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C o s t  C o m p a r i s o n

Percentage o f Annual Bill
C ost Com parisons 1996

Average bill = $3.49/Mcf

______________

C ost C om parison s 2006  

A verage B ill = 6.70/Mcf

♦Average C o n su m p tio n  per household in 1996 =  188 M c f "A verag e  Consum ption  per household in 2006 =  177 M c f

A l l  O u r  G o e s  I n t o  O u r  C u s t o m e r s
Natural Ga* Company



#

N a t u r a l  G a s  C o s t  a n d  S u p p l y
W e i g h t e d  C o s t  @  $ 7 . 0 3 / m c f  

Price/M cf as o f Nov. 2006

■  Marathon (Oil)

■  Beluga (Oil Price)

□  Unocal (Henry Hub)

Beluga, 3% 
$6.33/Mcf

A l l  O u r  G o e s  I n t o  O u r  C u s t o m e r s

E N S T A R
Natural Gaa Company



C o o k  I n l e t  N a t u r a l  G a s  U s a g e  b y  %

4 7 3 , 0 0 0  A l a s k a n s  -  6 7 %

Power Generation (ML&P 
&

Chugach Electric)
2 0 % Gas Utility (ENSTAR; 

18 %

Ammonia/Urea
1 8 %

Field Ops

3 4 0 , 0 0 0  A l a s k a n s  -  5 0 %

Source: Division of Oil & Gas, Feb. 2007 Report

A H  O u r  G o e s  I n t o  O u r  C u s t o m e r s Natural Gaa Company



• E x p l o r a t i o n  o f  C o o k  I n l e t ,  K a t a l l a *

. , A l a s k a  P e n i n .  i n  e a r l y  2 0 th  c e n t u r y

9  o i l  e x p l o r a t i o n  w e l l s  i n  C l  b y  l a t e  1 9 4 0 s

. ‘ R e n e w e d  i n t e r e s t  i n  1 9 5 0 s  

, 1 6  o i l  e x p l o r a t i o n  w e l l s  

2  d i s c o v e r i e s

S w a n s o n  R i v e r  o i l  f i e l d  -  2 3 0  m b o  

K e n a i  g a s  f i e l d  -  2 , 7 0 0  b c f
. . . .  P

*A . *

• B o o m  y e a r s  -  1 9 6 0  t o  1 9 6 9  . . t

1 4 9  o i l  e x p l o r a t i o n  w e l l s  

5  g a s  w e l l s

6  o i l  f i e l d s  t o t a l i n g  1 . 1  b b l s  o i l  

1 2  g a s  f i e l d s  t o t a l i n g  5 , 4 0 0  b c f

' T h r o u g h  2 0 0 6  - 2 6 2  o i l  e x p l o r a t i o n  w e l l s  

7 3  g a s  e x p l o r a t i o n  w e l l s  

9  o i l  f i e l d s  — 1 . 4  b b l s  

2 2  g a s  f i e l d s  -  8 ' . 9  t c f

* mmj  »  | I ,
■ ^

... r ' m  *
. « »* T -

Copyright. Anchorage MusednV Archives

Source:'Steve Davies, AOGCC



Unocal Monopod
Trading Bay Field -  1966 .

Cook In le t Platforms

■ . . a
■ $ ■ '  :

m  **■r - . u r

■ f :  f e e

VS

• N e a r l y  a l l  g a s  f i e l d s  in  C l  d i s c o v e r e d  a s  b y - p r o d u c t  o f  o i l  

e x p l o r a t i o n  , . l . v  . ■

• V e r y  l i t t l e  e x p l o r a t i o n  f o r  g a s  :

• G a s  d e l i v e r a b i l i t y  s h o r t f a l l s  a s  e a r l y  a s  2 0 0 8

• D e c l i n i n g  p r o v e n  r e s e r v e s  c o m b i n e d  w i t h  h i g h e r  p r i c e s . . . . .



v. Tertiary section un-explored for strat traps .
V  * • ' Jd 1 ^ "(Coal is ubiquitous in Miocene through Pliocene strata 
• no major effort yet to explore for biogenic ga’s
.DOE estimates ~1.8 tcf of undiscovered gas remains 
in upper Cook Inlet
Mesozoic plays are largely un-explored c .
Discovered recoverable oil volume estimated to *,

4. . ’ , * . .* ’ if ■ ■ >represent 4% of total generated (Magoon, r994)
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SARAH PAUN, GOVERNOR

SSO WEST 7™  AVENUE, SUITE 800 
ANCHORAGE. ALASKA 09601-3500 
PHONE: (007)268-8000 
FAX: (SO',') 260-8933

April 29,2007

The Honorable Vic Kohring 
House of Representatives
Chairman, House Spocial Committee on Oil and Gas 
State Capitol, Room 24A 
Juneau, AK 99801-1182

Dear Representative Kohring:

Thank you for taking up HCR 13 "Natural Gas for State Residents" in the House Special Committee 
on Oil and Gas. I appreciated tho opportunity to testify at the committee hearing last Thursday, 
April 12,2007 and to tell the committee about what the administration is doing with respect to the 
LNG export license application now before the U.S. Department of Energy.

The consideration of this resolution by the committee is helpfUl and 1 believe the resolution shows 
that State government is speaking with a unified voice to assure that natural gas will continue to be 
available to the domestic energy market in Southcentral Alaska.

Acting Director

cc: Thomas E. Irwin, Commissioner, DNR 
John Bitney, Legislative Liaison 
The Honorable Berta Gardner

DEPARTMENT OF NATURAL RESOURCES

D IV IS ION  O F  O IL  A GAS

“D e v e l o p ,  C o n s e r v e ,  a n d  E n h a n c e  N a t u r a l  R e s o u r c e s  f o r  P r e s e n t  a n d  F u t u r e  A l a s k a n s . u





Alaska State Legislature
_Chiirmin

|Slaie Affairs Committee

Vice-Chiirm«n
Economic Development, Trade & Tourism 

Committee

Member
Judiciary Committee
Joint Armed Services Committee

Finance Subcommittees
Corrections
Labor and Workforce Development 
Military and Veterans’ Affairs 
Public Safety

A Communication From
REPRESENTATIVE BOB LYNN

D istrict 31 A nchorage

E -M a il :  Representative_Bob_Lynn@ legis.state.ak.us 

“ Bob L y n n ’ s A laska  Blog”  RepBobLynnBlog.com

Session:
Alaska State Capitol 

Juneau, AK 90801-1182

Phone:(907)465-4931 
Fas: (907) 465-4316 

Toll Free: (800) 870-4391

Ih'rim:
716 W. 4“  Ave., -650 

Anchorage, AK 99501-2133

Phone: (907) 269-0205 
Fax: (907) 269-0207

Sponsor Statement

HJR 16
HJR 16 m akes a statem ent that the A laska State L egislature stands firm ly behind our A laska  
C ongressional D elegation , A lask a’s Children and citizen s in opposition  to the im position  o f  the 
“M ilk  T ax”.

T he “ M ilk T ax” or “M an d a to ry  D airy  Prom otion A ssessm ent” w as estab lished  m ore than 
tw enty  years ago to help increase the sa le  o f  surplus m ilk in the Lower 4 8  States through a 
gen eric m ass advertising, like the “G ot M ilk” cam paign.

A laska w as and still is a m ilk d eficit state. That m eans our dairy farmers d o n ’t produce enough  
m ilk  to m eet our ow n  dem and. A s a result, A laska w as w ise ly  exem pted a long w ith  other m ilk  
d efic it states like H aw aii and Puerto R ico from having to pay into the M ilk Tax when it was 
created in 1983.

A s R achel H ecker, one o f  our dairy farmers from B lu e M oon Dairy at Point M cK en zie  was 
quoted in The Milkweed, a national m ilk publication, “ It m akes ab solu tely  no sen se  to burden 
A laska w ith a new  tax to prom ote outside m ilk when our struggling dairy fanners can ’t produce 
enough  m ilk to keep up w ith our state’s dem and.” A laska w o n ’t benefit from the m ilk tax and 
sh ou ld n ’t be forced to pay for the prom otion o f  m ilk from the Lower 48 or elsew here. This tax 
w ould  be another death nail for an already troubled A laska milk industry.

A s i f  h igher m ilk prices in A laska w eren ’t bad enough, the m ilk prom otion establishm ent in 
W ashington D.C. apparently w ants to burden dairym en in the Lower 48 states by prom oting  
foreign dairy imports a long w ith Am erican m ilk. But before that can happen, th ey ’ve got to first 
im p ose the M ilk Tax on A laska, H aw aii, and Puerto R ico.

A m ilk  tax for A laska, for all these reasons, is bad policy . P lease jo in  m e in standing up for 
A la sk a ’s dairy farmers and A laska consum ers o f  all ages in saying  N O  to the “M ilk T a x !”

mailto:Representative_Bob_Lynn@legis.state.ak.us


Iditarod Mushers Join Fellow Alaskans 
In Rejecting Outside “ Milk Tax” Scheme

02006 Alaska Milk Coalition. For more information, please contact us at admin@alaskamilk.org
Mushers Against the Milk Tax and Alaska Milk Coalition are not affiliated with The Iditarod Trail Sled Dog Race® or its sponsors. 
1 http://www. brownfleldnetwork.com/gestalt/go.cfm ?objeclidarOD4268BB-C6D3-C424-5F78C67F3F909416

Mushers in this year’s Iditarod Tra il Sled Dog Race are jo in ­
ing fellow Alaskans opposed , j  the costly Outside “ M ilk  Tax.” 

L ike  other Alaskans, they understand that the proposed M ilk  
Tax is pure foolishness. Comments like “ Incredible!” 
“ Dumbest thing I ever heard o f!” and “ Whose crazy idea was 
this?”  were common as mushers prepared for the big ride o f 
more than 1150 miles from Anchorage to Nome.

Outside interests are pushing to make Alaska’s dairy fanners 
help fund m ilk promotion in the Lower 48 states. Promotion 
fees also fund a $6 million study on cow flatulence and other 
dairy farm air emissions'. Alaska was excluded from the 1983 
promotion law because it has always been a m ilk deficit state.

“ M ilk  is already expensive in Alaska, especially in areas o f 
the Bush along this year’s Iditarod route," said Jlona Richey o f 
the Alaska M ilk  Coalition. “ The M ilk  Tax would make m ilk 
even more costly for Alaska’s children, low-income families, 
senior citizens, native population, and Bush residents.”

A bipartisan group of state lawmakers has sponsored 
CSHRJ-5, the uNo Milk Tax” resolution, which is now 
pending before the Alaska State Senate. This resolution, 
approved unanimously by the Alaska State House last year, 
sends the strong message that the Alaska State Legislature 
is resolutely opposed to the Milk Tax.

“ C SH RJ-5  will help Senators Ted Stevens and Lisa 
Murkowski. Cong Don Young, and Gov. Murkowski in their 
efforts to stop the M ilk  Tax in Washington. It 's  time for all 
Alaskans to stand united against the M ilk Tax !” Richey said.

Clockwise from lop: Iditarod musher Glenn Lockwood: Iditarod 
musherand Yukon Quest 2006 Champion I .ancc Mackey. Lancc 
Muckcy and the Quest champion team race olT to Nome! Photos 
courtesy of Jlona Richey.

mailto:admin@alaskamilk.org
http://www
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BRIEFING PAPER:
M andatory Dairy Promotion Assessment 
(Milk Tax)

N A T U R A L

R E S O U R C E S

Atoka Department of

OfQcc of the Commissioner 
& Division of Agriculture 

January 31,2005

Alaska, as well as Hawaii and Puerto, was exempted from the mandatory dairy promotion 
assessment (known as a “Milk Tax”) contained within the Dairy Stabilization Act of 1983. The 
exemption was correct in 1983 and remains so today. The rationale for that exemption has not 
changed.

First, Alaska is a milk deficit state. More milk is consumed in Alaska than is produced in the 
state. In total, Alaskan farmers supply less than 50% of die fluid milk consumed in Alaska. A 
national promotional effort to promote milk and dairy product consumption will not help 
Alaskan farmers since all of the milk they are producing, or will produce in the foreseeable 
future, will be purchased regardless of any national promotion.

Second, a “Milk Tax” will only raise costs and not lead to increased sales. Alaskan dairy 
fanners are producing on a very small margin, and any increase in costs is dangerous to their 
ability to continue production.

Third, a “Milk Tax” has the potential to lead to an increased milk price for consumers of Alaskan 
milk if the cost of the assessment can be passed on to consumers.

Fourth, the small amount of money that would be collected from Alaskan farmers would be 
relatively minor when compared with money from other states. The national promotional efforts 
are not impacted to any real degree as a consequence of two states and one territory being 
exempted from the “Milk Tax.”

Lastly, Similar acts are under constitutional challenge. For instances, the Beef Act is currently 
before die U.S. Supreme Court on the issue of whether the mandatory assessment to support 
advertising campaigns violates free speech. Similar to "Beef - it's whafs for dinner", the "got 
milk" campaign might not survive constitutional muster. Given the uncertain status of these 
types of programs, it may be prudent to wait and sec what the outcome of the Beef Act case is.
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Rachel Hecker, Director

c/o Blue Moon Dairy 
P.O. Box 870349 • Wasflla, Alaska 99687 
Tel: 907-357-9003 • Fax: 907-357-9004 

E-mail: blumoo_99yahoo com

T H E  A L A S K A  D A I R Y  C O A L IT IO N

Blue Moon Dairy 
Tracks of Alaska 
ulngeibread House Day Care 
Carousel Day Care

STOP THE M ILK  TAX ON ALASKA’S DAIRY CONSUMERS!!

The Issue

Alaska’s consumers face an unfair new "tax” on milk, cheese, yogurt and other dairy products under legislation 
moving forward in Congresc The new tax in pari o f  a bigger bill that expands the lower 48 states’ milk 
promotion program to dairy fanners in Alaska to make the promotion fee compatible with global trade laws. 
This unfair new tax would drive up the already high cost o f milk and dairy products for Alaska’s consumers. It 
would reduce the consumption of nutritious dairy products, threatening the health o f  Alaskans o f all ages. This 
new tax will become law unless concerned Alaskans o f all ages and walks o f life stand up together and SAY NO 

0  TO THE MILK TAX!

The milk tax is part o f  proposed changes to the dairy import assessment provisions included in the 2002 Farm 
Bill. In order for the milk promotion program to comply with the Worid Trade Organization (WTO) rules, the 
proponents seek to extend the assessment to Alaskan dairy fanners, who have always been exempted because 
Alaska is a milk-dcficit state. As a result, Alaska’s dairy producers would be taxed 15 cents per hundredweight 
to promote surplus milk produced in the lower 48 states. This milk tax would be passed on to Alaska’s 
consumers, includirg the elderly, school children, native populations, and low-income families.

Ibfilmnatton Alailmu

• Already high milk prices would rise.

o Although 15 cents appear - to be a small amount, greedy milk processors and other middlemen 
would use any excuse to increase their profit margins at the expense o f hard working Alaskans.

o Owners o f businesses (e.g., bakencs, food stores, ice cream shops, restaurants, etc ) would likely 
have to pass this increase in price along to the consumers.

o Alaskan consumers would be forced to pay higher costs for milk, cheese, butter, and all other dairy 
products, and baked goods and other foods containing dairy ingredients. In Alaska, milk is already 
more expensive to buy than unhealthy options, such as soda*. This could lorce parents to choose 
unhcallhicr options over milk.

e
* "Cost o f Food at Home for a Week in Alaska, March 2000.”  University o f Alaska, Fairbanks.
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• High milk prices could reduce dairy consumption xuU threaten the health of oil Alaskan*.

o Milk has the highest concentration per serving o f highly absorbable calcium, necessary for proper 
growth and to p. event loss of bone mass, which leads to osteoporosis’’.

o Milk is the primary source of vitamin-D. Skin also produces this vitamin when it is exposed to 
summer sunlight. However, above 40 degrees latitude (north o f San Francisco), the winter sunlight 
is not strong enough to promote vitamin D formation'. Milk is essential for Alaskans o f all ages and 
occupations.

o Calcium in milk prevents bone loss and osteoporosis. Native populations a ; also susceptible to this 
risk. It is estimated that among Native American women aged 50 and older. 58.9% have low bone 
densities and 9.5% suffer from osteoporosis'1.

0 Studies indicate that a diet rich in low fat dairy foods is effective in reducing blood pressure, which 
can lead to serious health risks, including kidney failure*. Alaska natives are more likely than whites 
to suftcr from I ;gh blood pressure and to develop kidney problems, even if  their blood pressure is 
only slightly el vatcdr.

o The intake of calcium, as well as potassium and magnesium (present in milk) reduces the risk of  
stroke*. Cardiovascular disease, including heart disease and stroke, is the leading cause o f death foi 
Alaska Natives*1.

Action Reauired

The following action at the federal level by Alaska’s Congressional delegation is required to prevent the
inr/orientation of this milk tax on Alaska's dairy farmers.

• Language (copy attached) could be included in upcoming appropriations Bills in Congr«'«.

• A modified version of this language could be made part of the enabling language o f the US-Australia Free
Trade Agreement. This would permanently block any farther attempts to extend the assessment to Alaska.

Alaskans Who Oppose thr Milk Tax

• Blue Moon Dairy (Yr *silla)
•  Tracks o f  Alaska Anchorage)
• Gingerbread House Day Care (Anchorage)
• Carousel Day Care (Anchorage)
• Mt. Sanford Tribal Consortium (Gakona)
• Council Annette Islands Reserve, Mctlakatla Indian Community

" "Calcitun and M ilk." Nutrition Source. Harvard School o f Public Health. 
c "Calcium and M ilk,”  Nutrition Source. Harv ard Schorl o f Public Health.
J "Health Benefits o f Dairy Foods for M inorities" Dairy Council Digest Archives. National Dairy Council.
• Ibid.
f "High Blood Pressure and Kidney Disease." National Kidney and Urologic Diseases Information Clearinghouse 
(NKUDIC), a service o f the National Institute o f Diabetes and Digestive and Kidney Diseases (NLDDK), NIH.
11 "Health Benefits o f Dairy Foods for Minorities.”  Dairy Council Digest Arch ive  National Dairy Council. 
h "Health Problems in American Indian/Alaska Native Women." The National Women's Health Information Center, a 
project o f the US Department o f Health and Human Services, Office on Women's Health.



United States Senate
WASHINGTON. DC 20510

A pril 24, 2007

T h e  H o n o rab le  M ichae l O . Jo h a n n s  
S eere  I a ry
U.S. D e p a rtm e n t o f  A g ric u ltu re  
1400 In d ep en d e n ce  A venue, S.VV.
W ash in g to n , I).C . 20250

D ea r M r. S e c re ta ry :

It is o u r  u n d e rs ta n d in g  th a t a segm en t o f th e  d a iry  in d u s try  m ay urge  you to  ex tend  
th e  m a n d a to ry  15-cent p e r  h u n d re d  w eigh t dom estic  d a iry  p ro m o tio n  assessm en t o r 
“ m ilk  ta x ” to  H aw aii, A laska , a n d  P u erto  R ico, as a p re re q u is ite  for im p lem en tin g  
th e  a ssessm en t on d a iry  p ro d u c ts  im p o rted  in to  the U nited  S ta tes as a u th o riz e d  by 
th e  F a rm  S e c u rity  a n d  R u ra l In v es tm en t A ct o f 2002. W e a re  w ritin g  to ex p ress  o u r  
s tro n g  o p p o sitio n  to the  possib le  ex tension  o f  this a ssessm en t an d  u rge  you no t to 
inc lude  th is la n g u a g e  in th e  C h a irm a n 's  m a rk  as th e  co m m ittee  begins w o rk  on ie 
2007 F a rm  Hill. T h e  H aw aii, A laska an d  P u e rto  R ico co n g ressio n a l d e leg a tio n s  also 

ro te  to the le a d e rsh ip  of the  S enate  A g ric u ltu re  C o m m itte e  in 2004 to ex p ress 
s tro n g  o p p o sitio n  to the  ex tension  of th is a m e n d m e n t.

A laska , H aw aii, a n d  P u e rto  R ico w ere ex em p ted  from  the  dom estic  d a iry  p ro m o tio n  
assessm en t c re a te d  by the D airy  P ro d u c tio n  a n d  S tab iliz a tio n  A ct o f 1083 d u e  to o u r  
m ilk  defic its  a n d  g e o g rap h ica l d is tan ce  from  the  co n tig u o u s  U nited S ta tes . N e ith e r 
fa c to r  has ch an g e d  in the p as t tw en ty  y ea rs . In fact, th is ex em ption  w as m a in ta in e d  
in the  F a rm  S e c u rity  and  R u ra l In v estm en t A ct o f 2002. As m any  o f  o u r  
co n s titu e n ts  have  to ld  us, the  m ilk  tax w ill h a rm  m an y  A lask an , H aw aiian , and  
P u e rto  R ican  d a iry  p ro d u c e rs  an d  co n su m ers  o f m ilk  p ro d u c ts  inc lud ing  c h ild re n , 
low incom e fam ilies, ind ig en o u s peoples, b ak e rie s  an d  o th e r  sm all businesses. It also 
has  the p o te n tia l to end  d a iry  p ro d u c tio n  in A lask a , H aw aii, and  P u e rto  Rico.



T h e  H ono rab le  M ichae l O. Jo h an n s

A p r il 2 4 , 2 007

P a g e  2

F o r  the a fo rem en tio n ed  reasons, w e stro n g ly  oppose any  p lan  o r  sc e n a rio  -- 
ir re sp e c tiv e  o f its c o n s tru c tio n  -  th a t w ould  lead  to  the  im p le m e n ta tio n  o f  th e  m ilk 
ta x  in H aw aii, A laska an d  P u e rto  Rico. T h a n k  you fo r y o u r  co n s id e ra tio n  o f  o u r
c o n c e rn s .

D A N IE L  K. A K A K A  
U n ited  S ta tes S e n a to r

L IS A  M U R K O W S K I 
U n ited  S ta tes  S e n a to r

I'K I) S T E V E N S  
U n ited  S ta tes  S e n a to r

S incere ly ,

A B E R C R O M B IE  
M em b er o f  C o n g re ss

M A znE  H 1R O N O  
M em b er o f C o n g re ss

/
DON Y O U N G  
M e m b e r o f  C ongr*

^ L U J S G .  F O R T  U NO  
M em b er o f  C o n g re ss
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Anchorage Daily News
M a t  M a i d  d a i r y  l o o k s  f o r  a  w a y  t o  s t a y  a l i v e
POSTING LOSSES: Board a sk s government for $600,000 to keep the milk flowing.

B y S  J .  K O M A R N IT S K Y  
A n cho rage  D a ily  New s

(Pub lished : April 2 6 , 2 0 0 7 )

PA LM ER —  T h e  M atan u ska  Maid d a iry  is  stru g g lin g  and could  be sh u t down by the end o f th e  y e a r , 
a cco rd in g  to th e  A la ska  B oard  o f A g ricu ltu re  and C o n se rva tio n .

T h e  board  a sk e d  the s ta te  th is  w eek fo r $ 6 0 0 ,0 0 0  to help th e  sta te -o w n e d  d a iry  s ta y  in b u s in e ss .

M e m b e rs o f th e  board sa id  the m o n ey is  needed b ecau se  o f m o re  than $ 7 0 0 ,0 0 0  in co m p an y lo s se s  
th e  p a s t  two y e a rs  and to fund an  independent rev iew  to find  a w ay to m a ke  the  d a iry  p ro fita b le .

T h e  board  o v e rse e s  th e  s ta te  A g ricu ltu ra l R evo lv in g  Loan Fund, th e  so le  sh a re h o ld e r in M at Maid 
d a iry .

Local and n ational t re n d s , fro m  ris in g  fu e l c o sts  and new fe d e ra l hom eland se c u r ity  re q u ire m e n ts  
to  co m p e titio n  fro m  low er c o st O u tsid e  m ilk  b ran d s, have cu t into co m p an y s a le s  and in cre ased  

e x p e n se s  in rece n t y e a rs .

Board ch a irw o m an  Rhonda B o y le s  sa id  the $ 6 0 0 ,0 0 0  could help th e  co m p an y co v e r o p eratin g  
e x p e n se s  w hile o ff ic ia ls  t ry  to find a " s i lv e r  b u lle t" to re v e rse  the  lo s se s .

W ith o u t a so lu tio n , th e  s ta te  would f ir s t  try  to se ll ra th e r than  c lo se  the d a r  , B o y le s  sa id . C lo sing  
th e  d a iry  would be a blow to  A la s k a 's  few  rem ain ing  d a iry  fa rm s , which re ly  on Mat Maid to 
p u rch a se  th e ir  m ilk .

T h e  d a iry , taken  o v e r by th e  s ta te  in the m id -1 9 8 0 s a fte r  it  w ent b an kru p t, is th e  la rg e st b u ye r o f 
lo ca l m ilk  and p u rch a se s a p p ro x im a te ly  2 ,0 0 0  g a llo n s ) f  m ilk  a d a y  fro m  five  Po in t M a ck e n z ie  d a iry  

fa rm s , acco rd ing  to s ta te  o ff ic ia ls .

T h e  b o ard , in a reso lu tio n  p a sse d  T u e sd a y  in P a lm e r, a sk e d  fo r the $ 6 0 0 ,0 0 0  but a t th e  tim e  gave 
lit t le  e xp la n a tio n . In  a s ta te m e n t re le a se d  W ed n e sd a y , the board exp la in ed  the d a iry  h as lo s t  m ore 
than $ 7 0 0 ,0 0 0  in th e  p a st two y e a rs  on re ve n u e s o f abou t $ 1 5 .5  m illion  a y e a r.

O P T I O N S  L I M I T E D

In  a phone in terv iew  W e d n e sd a y , B o y le s  p ra ised  Mat Maid p re s id e n t Joe Van T re e c k  but sa id  the 
co m p a n y fa c e s an in c re a s in g ly  cha llen g ing  m a rk e tp la c e . T h e  lo s se s  have draw n down the d a iry 's  
ca sh  re s e rv e s  and le ft it w ith few o p tio n s, she sa id .

Van T re e c k  w as out o f s ta te  and could not be reached  fo r co m m e n t.

B o y le s  sa id  th a t b e s id e s an independent review  o f the co m p a n y bottom  lin e , s ta te  m o n ey could  pay 
an ind epend ent e x p e rt  to a d v ise  th e  d a iry  on m a x im iz in g  its  v a lu e .

a d n . c o m
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T h e  board  in a w ritten  s ta te m e n t W e d n e sd a y  in d ica ted  th e  d a iry  m a y  c lo se  by N ov. 1, but B o y le s

•
 sa id  a lth o u g h  the p ro ce ss  o f c lo sin g  could  begin in N o ve m b e r, the  d a iry  would not a c tu a lly  c lo se  

u n til y e a r 's  end .

M ounting p ro b le m s a t M at M aid , which s ta rte d  in 1936 a s  a fa rm e rs  co o p e ra tiv e  in P a lm e r, have 
been w ell d o cu m en ted .

In  Ju n e  2 0 0 6 , a t a 75th a n n iv e rsa ry  p a rty  fo r th e  co m p a n y , Van T re e c k  w arned changing m a rk e ts  
w ere  cu ttin g  into p ro fita b ility  and reco m m en d ed  p riv a tiz in g  th e  o p era tio n .

S ta te  a g ric u ltu ra l board m e m b e rs , h o w ever, had been m u m  ori th e ir  p lan s to a s k  fo r s ta te  m o n ey.

At th e  m eetin g  T u e sd a y , board m e m b e rs  d isc u sse d  the is su e  in e x e c u tiv e  se s s io n , then e m erg ed  to 
p a ss  th e  re q u e st fo r funding a fte r  le s s  than  f iv e  m in u te s o f d isc u ss io n  th a t sh ed  litt le  ligh t on the 
need fo r  the  fu n d in g .

B o y le s  sa id  sh e  w as p roh ib ited  fro m  ta lk in g  ab o u t th e  p la n s b eca u se  o f her se a t  on a s ta te  
c re a m e ry  board th a t o v e rse e s  o p era tio n  o f M ata n u ska  M aid . S h e  a lso  w orried n eg ative  p re s s  would 
hu rt th e  co m p a n y , sh e  sa id .

B u t se c re c y  and a la ck  o f in fo rm atio n  d id n 't s i t  w ell w ith fa rm e rs  and o th e rs d ep en d en t on the  d a iry  
fo r th e ir  live lih o o d . About a dozen p eo p le , including th re e  P o in t M acK en zie  d a iry  fa rm e rs  and a 
D e lta  Ju nctio n  gra in  g row er, p iled  into th e  P a lm e r m eetin g  T u e sd a y  hoping to h ear d e ta ils  o f the 
s ta tu s  J  th e  d a iry .

•
 S o m e  sa id  th e y  had heard  M at Maid o ff ic ia ls  w ere  th re a te n in g  to sh u t down in the  n e x t m onth if 

th e y  d id n 't  g et s ta te  funding —  a ru m o r B o y le s  d isco u n te d .

' T H I S  H A S  G O T  T O  E N D '

M erlen e B a sk in , a lo n gtim e Po in t M acK en zie  d a iry  fa rm e r , sa id  o th e r fa rm e rs  told her it w as c r it ic a l 
sh e  co m e . D a irym an  C ra ig  T ry tte n  o f Po in t M acK en zie  sa id  he needed in fo rm atio n  so  he could 

m a ke  d e c is io n s abou t h is fa rm .

"T h is  h a s got to e n d ," he sa id , c le a r ly  e x a sp e ra te d  a fte r  the b o a rd 's  v o te . "W h y  do you w ant 

$ 6 0 0 ,0 0 0 ? "

S o m e  fa rm e rs  s tru c k  a m o re  co n c ilia to ry  tone W e d n e sd a y .

W ayn e B ro s t  o f Po in t M acK e n zie , a d a iry m a n  and fre q u e n t board c r it ic , sa id  he would su p p o rt the 
funding re q u e st.

"S u re  1 su p p o rt i t , "  he sa id . "W h y not, to keep  th em  g o in g ."

K a ren  O lso n , e x e c u tiv e  d ire c to r o f the M a t-S u  ch a p te r o f the  A la sk a  Farm  B u rea u , e x p re sse d  re lie f 
the d a iry  w as not c lo sin g  im m e d ia te ly .

T h a t a llo w s tim e  fo r two proposed  p ro je c ts  - -  an ice c re a m  and ch e e se  p ro d u cer and a ll- lo c a l m ilk  
o p e ra tio n  - -  to g e t up and going and p o ss ib ly  re p la ce  th e  d a iry  a s  a p u rch a se r o f loca l m ilk , sh e  
sa id . Both p ro je c ts  w ere re c e n tly  aw arded fe d e ra l g ra n ts  to ta lin g  $ 6 5 0 ,0 0 0 .

T ry t te n , ho w ever, sa id  he would oppose a n y funding fo r M at Maid w ithout m o re  sp e c if ic s .
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"W h y  g iv e  th em  m ore m o n ey to lo se  m o n ey u n le ss  you h ave  a so lu tio n ? " he sa id .

W h at recep tio n  th e  L e g is la tu re  w ould g ive  the  re q u e st w as not c le a r  W e d n e sd a y . S ta te  D e p a rtm e n t 
o f N a tu ra l R e so u rc e s  sp o k e sm a n  Dan S a d d le r  sa id  th e  board re q u e st had been fo rw ard ed  to  the  
g o ve rn o r, the O ffice  o f M an ag em en t and B u dg et and V a lle y  le g is la to rs . S a d d le r  sa id  i f  the  re q u e st 
g o es th ro u g h , th e  m oney w ill be added to  th e  s ta te ’s  ca p ita l budget.

J e f f  T u rn e r , a sp o k e sm a n  fo r S e n a te  P re s id e n t Lyda G reen , R -W a s illa , sa id  W e d n e sd a y  th a t sh e  
w as s t i l l  resea rch in g  the re q u e st. M eanw hile , G o v . S a ra h  Palin  by e -m a il e x p re sse d  in te re s t  in 

help ing  th e  d a iry  but w as n o n co m m itta l.

"E v id e n c e  sh ow s th a t o u ts id e  co m p e titio n  h a s u n d ercu t M at M aid ’s  a b ility  to  co n tin u e  th e  w ay it 
h a s been o p e ra t in g ," sh e  w ro te . "T h e  Board  o f A g ric u ltu re 's  re q u e st p ro v id e s th e  t im e  it  w an ts fo r 
co rp o ra te  p lanning - -  w h eth er th a t m e a n s g re a te r  so lve n cy  o r c lo sin g  its  d o o rs ."

D a ily  N ew s re p o rte r S .J .  K o m a rn itsk y  can be reached  a t sk o m a rn itsk y @ a d n .c o m  o r in W a silla  a t 1 - 

9 0 7 -3 5 2 -6 7 1 4 .
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B r e a k i n g  N e w s  

0  N e w  m a i l  r a t e s  t o  p u s h  b u s h  m i l k  t o w a r d  $ 1 0  a  

g a l l o n

By Rob Stapleton
Alaska Journal of Commerce 
Publication Date: 93/30/07

A  m ail  ra te  inc rease  sch e d u le d  fo r  M a y  14 w ill pu sh  the p r ice  o f  m ilk  and  
s tap les  sk y  h igh  in rural A la sk a ,  a c co rd in g  to  A la s k a  re s iden ts  and 
b u s in esses .

"T his  in c rease  w ill d e f in i te ly  c lo se  the  g ap  fo r u s in g  a i r  fre igh t o v e r  U.S. 
M ail" ,  sa id  M ich e lle  A d a m s ,  log is tics  m a n a g e r  for the  A C  C o m p an y .  "W e 
are g e t t in g  c loser and  c lo se r  to a i r  fre igh t rates."

T h e  n e w  ra te  will p u sh  a o n e  o u n c e  first c ’i s s  le t ter  u p  to $.41 cents, anda 
p o s tca rd  w ill n o w  cost  $ .2 9  cents .  T h e  real inc rease  in  the  m ail ra te  w illbe  
felt h a rd e r  b y  those  in th e  rural A la sk a ,  and  will fu r ther  add  to the cost o f  
l iv ing  in  R ural A laska ,  a c c o rd in g  to A d am s.

"T his  is huge ,  I rea lly  feel fo r  th e  fo lks  in  the  bush" ,  sa id  A dam s.

R ates  fo r  p e r  p o u n d  w ill in c rease  to  $ .12  cen ts  p e r  p o u n d  a 4 0  percen t  o v er  
cu rren t  ra tes  for b y p ass  m ail  f rom  A n ch o rag e .  R a tes  for F a irbanks  to B arrow  
will j u m p  to $. 13 per p o u n d  o r  38 percen t  o v e r  cu r ren t  rates.

O v e ra l l  the  rate inc rease  in 4 th  c lass  parcel  post, no n -m erch an tab le ,  ranges  
from  2 9 .4 %  to 5 8 .2 %  for p a c k a g e s  that  a re  not overs ized .

A d a m s  also  noted that the  ra te  fo r  la rge r  b u n d led  p ac k ag es  ab o v e  the 70 
p o u n d  w e ig h t  ac tua lly  g o  up  as  th e  p o u n d a g e  g o es  u p  and  will increase  58 
p ercen t.

"T h is  w ill d rive  the  cos t  o f  m ilk  u p  at least a  do lla r  m o re  a gallon", said  
A d am s.

C h r is to p h e r  Low , a m a n a g e m e n t  p ro fe sso r  at l l isagv ik  C o l leg e  in B arrow , 
no ted  that a ga llon  o f  m ilk  is se l l in g  for $7 .95  a g a l lo n  at the A C  S tore  there.

"B ut y o u  can get m ilk  c h e a p e r  n o w  b ecau se  the s to re  is ge t t ing  it later 
b ec au se  o f  the bypass  m ail  s lo w  d o w n ,"  sa id  Low. "M ilk  goes  on  sa le  for 
$ .99  cen ts  a gallon  b ec au se  it g e ts  in o n e  d a y  befo re  it g o es  ou t  o f  date, and 
A C  is lo s ing  m o n ey  on  it."

U S P S  S erv ice  m ail spec ia lis t  S te v e  D ea ton ,  did no t  re tu rn  p h o n e  calls from  
the  Jo u rn a l  for this story.

M ich e l le  A d a m s  says  that  the  A la s k a  C o n g ress io n a l  D e lega tion  has been  
co n tac ted  to try to in tervene ,  o r  to  find he lp  for rural residents .
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"W e  are  ex p lo r in g  all the  av en u es  on  h o w  to  k ee p  p r ices  d o w n ,  w e  are  ev e n  
lo o k in g  at barg in g  in m o re  d ry  g o o d s  this sp ring , and  w a reh o u s in g  th e m  at 
o u r  s to res" ,  said  A dam s.

C lick  h e re  to  re tu rn  to  story:
h t tp : / /v v w w .a laska joum al.com /s to r ies /033007 /hom _2007Q 330077 .sh tm l 
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G o t  m i l k ?
S tru g g lin g  da iry  indu stry  I o o h s  fo r year-round  production

By S.J. KOMARNITSKY 
Anchorage Daily News
(Published: October 18, 2006)

ANCHORAGE -- How bad off is Alaska's dairy industry? Consider 
that today the state has about 800 dairy cows, fewer than on 
some individual farms in the Lower 48.

But just what the state should do, if anything, to keep the 
industry afloat is far from clear.

This month, a state-appointed committee of business leaders, 
politicians and industry officials is tackling those questions with 
plans to pass their recommendations to the next governor.

The 11-member Dairy Industry Ad Hoc Committee has some 
high-powered members, including former state Hl jse Speaker 
Gail Phillips and retired Alyeska Pipeline Service Co. president 
David Wight. It also includes Alaska Mill and Feed president Ken 
Sherwood and Don Lintelman, who owns the Northern Lights 
Dairy in Delta Junction.

Like others before them, the group is finding no easy solutions.

At their first meeting last week in Anchorage, the group heard from a variety of presenters, 
including Matanuska Maid president Joe Van Treeck and Milan Shipka, a livestock specialist with the 
University of Alaska Fairbanks. The men painted a bleak picture.

Alaska farmers, paid the second highest price for milk in the nation, are nonetheless struggling to 
make ends meet, according to the state Agriculture Division. They are saddled with high feed costs, 
large debt loads and relatively poorly producing cows.

Nine dairy farms operate in Alaska, down from a peck of 72 in 1958. The remaining farms, most of 
them in the Matanuska-Susitna Borough, produce less than half the quantity of milk produced 20 
years ago.

Meanwhile, state-owned Matanuska Maid, the main buyer of local milk, is facing its own crisis, 
brought on by stiff competition and dwindling support for its higher priced milk.

Van Treeck said rising costs, including fuel and employee health insurance, and shrinking saies 
have the company headed for its second straight year of losses. Despite that, company surveys 
show strong consumer allegiance to the Mat-Maid label, he said.

Bigger Outside dairies, including those who supply Carrs/Safeway and Fred Meyer, can afford to 
sell milk at lower prices than Matanuska Maid, he said. A typical gallon of Matanuska Maid costs

http://www.adn.com/news/alaska/matsu/v-printer/story/8318086p-8213189c.html__________ 10/19/2006
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Cows at the Beus Dairy in the Point 
MacKenzie area feed in February 

2004. There are fewer dairy cows in 
all of Alaska than on some single 
farms in the Lower 48. But what to 
do about the industry and whether 

the state should do more to help out 
are far from clear. (Photo by MARC 
LESTER / Daily News archive 2004)
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$4.39 retail, compared with an average of $2.99 a gallon for the Outside milk, he said.

Reducing the cost of the milk from Alaska farmers could allow Matanuska Maid to reduce its prices, 
he said. But how to do that is unclear.

Shipka said the state's dairy farms —  almost all of them family run -- face numerous disadvantages 
that make milk more expensive to produce in Alaska than in the Lower 48.

In addition to paying more for feed, farms here lack many services available to Lower 48 
operations, from experienced dairy veterinarians to good hoof trimmers. The last may sound silly, 
but if cows' feet hurt, they produce less milk, Shipka said.

"You have to give them manicures?" he said. "Yeah, you do."

Nationwide, dairy farmers have coped with rising costs by consolidating, noted committee member 
Wes Eckert, a former head of the Seattle-based Darigold Inc., said. His company once bought milk 
from thousands of farmers, he said. That has shrunk to about 600 farms today, which are far 
larger and produce far more milk than their predecessors, he said.

Committee members said they see many needs for Alaska farmers from more research on growing 
high-quality local feed to finding ways to lower the cost of transporting feed, even within state.

Many wondered about producing organic milk since farmers could charge more for their milk. But 
going organic would require buying organic feed, which is more expensive and isn't currently sold 
in the state.

Other possible solutions face similar hurdles.

Shipka said one big boost for farmers would be growing higher quality local feed to help cows 
produce more milk. But growing good hay and grain in Alaska's shof*: growing season is a 
challenge, and other good sources of protein like fish meal aren't readily available or have 
limitations. Feeding too much fish meal produces milk with a fishy taste, he said.

One relatively low-cost option would be for farmers to institute a more intensive grazing routine 
that requires moving cows to a new pasture every 12 hours, he said. That keeps cows eating grass 
when it's short and has the highest protein content.

The downside, however, is that to maximize production, the cows would all need to calve in the 
spring. That would mean a wealth of milk in the summer, but no milk come winter, when the cows 
would dry up, he said.

Clearly, Shipka said, finding a solution that works for Alaska fauns is going to take "unique 
thought."

Rhonda Boyles, a former Fairbanks mayor and chairwoman of the state agriculture board that 
oversees Matanuska Maid, said she pushed for the creation of the committee because the state 
lacks a plan for the dairy industry.

The state supports its dairies through state loans and through Matanuska Maid. Farmers also 
receive some federal subsidies.

Whether the committee can produce a viable plan for the beleaguered industry remains to be seen.
At least some said they were hopeful.
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Boyles said she expects specific recommendations from the committee and intends to forward its 
report, due in mid-November, to the new governor, legislators and the congressional delegation.

Van Treeck also said he was encouraged by the group's focus on the industry.

Still others were more circumspect. Point MacKenzie dairy farmer Craig Trytten, noting how 
support for agriculture in Alaska has varied depending on who is in charge in Juneau, answered a 
question about the committee's likely effects with his own question.

"I don't know," he said. "Who's going to be the next governor?"

Daily News reporter S.J. Komarnitsky can be reached at skomarnitsky@adn.com or 352-6714. 
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M i l k  d e b a t e  a  h o t  i s s u e

By DANIEL SPOTH/Frontiersman reporter

MAT-SU —  Local dairy producers and activist® continue to 
battle against a potential Increase in the cost of milk 
production, while others Insist there's no cause for such 
concern.

The fee, which amounts to 15 cents per hundredweight — 
a unit of measurement equal to a hundred pounds -- of 
produced milk, has been in place In the lower 48 states 
since 1983, when the Dairy and Tobacco Adjustment Act 
Instituted a national advertising and promotional 
campaign using funds garnered from Its collection.

Alaska, Hawaii and Puerto Rico were originally exempted 
from the fee due to the fact that they don't have a surplus 
of milk, but the possibility of extending the increase to 
these three areas in the near future has raised a 
considerable amount of ire. The new fees would charge 
Alaskan dairy farmers the extra 15 cents per 
hundredweight, which would then go to fund Alaskan 
dairy advertising and promotional programs.

Christopher Galen, vice-president of communications for 
the National Milk Producers Federation, said the price hike 
wasn't as onerous as many make It out to be.

"The assessment amounts to about a penny a gallon," he 
said. "The amount of money we're talking about, 
proportionally, is very small."

The milk tax, as it's commonly called, might more 
properly be called a milk assessment, Galen said, since its 
collection Isn't administered by the Internal Revenue 
Service and doesn't follow any of the typical routes taken 
by conventional tax dollars. The U.S. Department of 
Agriculture handles the collection of the funds.

Cash from the assessment goes to help fund Dairy 
Management Inc., a group that administers both local 
dairy-related events and promotions around the nation. 
David Pelzer, vice-president of industry relations for DMI, 
said the corporation runs a variety of programs, but 
they're all centered around Increasing demand for dairy 
products.

"We think it's a very good thing for dairy producers,"
Pelzer said of the nationwide campaign funded by the 15-
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DMI's programs include, among other things, a campaign 
to put milk on the menu at fast-food restaurants, an 
Initiative to get schoolchildren to drink more milk, and the 
3-a-Day-of-Dairy advertising campaign.

Galen said the increased price would be handled by the 
farmers who produce the milk, not the consumers who 
buy It, and that he therefore didn't anticipate any 
appreciable increase In milk prices.

"It's not a price that the farmer can pass along," he said. 
"Even If It were, this rhetoric about a 20- or 30-cents-per- 
gallon Inc. ase Is just poppycock."

Pelzer agreed with this sentiment.

"I don't see any evidence of [the assessment] driving up 
milk prices. It's a wise Investment for dairy farmers who 
really need to grow their markets," he said.

However, not all Alaskan dairy farmers are sold on the 
idea. Rachel Hecker, a Point MacKenzie dairy farmer and 
director of the Alaska Dairy Coalition, adamantly opposes 
the increase.

"I hear a lot of people saying 'Oh, it's only 15 cents per 
hundredwe.ght, that's not so much,"' she said. "My 
r ponse to that Is: Welcome to reality." Hecker said she 
believes administrative and bureaucratic costs 
surrounding the tax could make It far more damaging 
than the 15-cent figure might lead some to believe.

Hecker said she views the new assessment as another 
proverbial straw heaped on the collective backs of Alaskan 
dairy farmers.

"We're being nickeled and dimed to death," she said.
"We're treated horribly up here."

Galen said the milk Alaska imports from Outside has 
already been assessed the 15-cents-per-hundredweight 
Increase, and that the new legislation would therefore 
apply only to milk the state produces itself.

The 2002 Farm Security and Rural Investment Act, Galen 
said, contains a stipulation that dairy products shipped 
into the United States from other countries be assessed 
the Increase.

The Inclusion of Alaska, Hawaii, and Puerto Rico In the 
plan, Galen said, Is a gesture of equality, to ensure that 
the country doesn't come under fire from those exporters 
for granting assessment amnesty to some of Its territories 
but not Incoming dairy products.

cen t assessm en t.

"What they're going to say is: 'You're exempting some of 
your states, but not us?'" he said.



The bill didn't Include a stipulation Involving Alaska, 
Hawaii and Puerto Rico, but It might go back to Congress 
for amendment to Include these areas. If this amendment 
passes muster, the three territories will be subject to the 
same assessment already common to the other 48 states. 
However, since the U.S. Department of Agriculture hasn't 
started collecting an assessment on Imported dairy 
products yet, the timeline for this amendment Is not yet 
static.

"The real Issue here isn't Alaska or Hawaii, but Imports," 
Galen said. "The Issue with Alasxa and Hawaii Is really 
peripheral."

Galen said most agricultural commodities already have 
assessments applied to them. Beef, for example, takes a 
$l-per-head assessment to handle the "Beef -- It's 
What's For Dinner" ads and other promotional programs. 
In most of those cases, he said, Imports are also assessed 
the fee.

Galen also said that many states In the lower 48 don't 
have a dairy surplus, but they're required to handle the 
assessment anyway.

Alaska might be a special case, however.

Hecker said that all things considered, she felt that she 
and other Alaska dairy farmers weren't getting a fair 
shake from governing entities outside the state.

"Alaska doesn't need to be the United States' redheaded 
stepchild," she said. "I'm not paying for someone else's 
Ferrari."

Hecker's organization, the ADC, has adopted as its 
mission the immediate halting of the dairy price increase.

ADC Director of Government Relations Jlona Richey said 
the coalition was prepared to pursue the assessment's 
defeat to its conclusion.

"Our outstanding AK State Representatives and Senators 
helped take our fight to the highest levels. The ADC [and 
others] Is watching closely to make sure that the milk tax 
Is on its deathbed and Isn't given life support by the 
Outside. No one is going to tax our children's milk and get 
away with it," Richey said in a press release.

The Blue Moon Dairy, Hecker's farm business, recently 
hosted a press meeting to protest the assessment, 
inviting a large group of children and state Rep. Bob Lynn, 
R-Anchorage. In addition, more than 1,000 signatures 
were gathered by the ADC in its antl-mllk-tax petition 
drive and delivered to the Alaska congressional 
delegation.

However, farmers and concernea citizens aren't the only 
ones who have come out against the assessment.



U.S. Sen. Lisa Murkowski, among other Alaska legislators, 
has voiced strong opposition to the proposed Increase.

"Imposition of the milk tax on Alaskan, Hawaiian, and 
Puerto Rico milk producers would harm their ability to 
produce milk at competitive prices and would result in 
price hikes for consumers of milk products Including 
children, low-income families, Alaska Natives, bakeries, 
and other small businesses," said Murkowski in a June 22 
letter to U.S. Trade Representative Robert Zoellick and 
U.S. Secretary of Agriculture Ann Veneman. "It could also 
potentially end dairy production in Alaska, Hawaii and 
Puerto Rico."

Murkowski's letter was signed by U.S. Sen. Ted Stevens, 
U.S. Rep. Don Young and representatives from Hawaii and 
Puerto Rico. Some other Alaska politicians who have 
spoken out against the Increase Include Reps. Ethan 
Berkowltz, D-Anchorage; Carl Gatto, R-Palmer; Bill 
Stoltze, R-Chuglak/Butte, and Vic Kohring, R-Wasllla, as 
v/ell as state Sen. Lyda Green, R-Mat-Su.

Hecker said Sens. Murkowski and Stevens deserved 
special praise for their efforts against the tax.

"It makes absolutely no sense to burden Alaska with a 
new tax to promote outside milk when our struggling 
dairy farmers can't produce enough milk to keep up with 
our state's demand. Lisa and Ted made sure that this 
terrible tax idea is on its death bed," she said in a press 
release.

Galen said that despite accusations that the Increase 
would be used to fuel Outside enterprises, the money 
garnered from the assessment would probably be used to 
promote dairy in Alaska.

"It would certainly make sense for us to send that money 
we'll get from Alaska back locally," he said.

Alaska produced roughly 17.6 million pounds of milk in 
2002, making it one of the smallest dairy states In the 
union. California produced approximately 2.9 billion 
pounds In 2002, while Wisconsin produced approximately 
1.8 billion, New Mexico produced approximately 534 
million, and Florida, another state that has to import milk, 
produced 163 million.

The value of Alaska milk per hundredweight in 2002 was 
$20.40.

Contact Daniel Spoth at daniel.spoth@frontiersman.com.

H istory o f help

WASILLA —  What started as a small Wasllla 
satellite office of the Anchorage Community 
Mental Health Center In 1977 has grown into 
a 35-acre wellness campus that serves

mailto:daniel.spoth@frontiersman.com
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A l a s k a  F e n d s  O f f  P r o m o t i o n  C h e c k o f f
by Pete Hardin

J e r ry  K o z a k ’s g ra n d  sc h em e  to  h it  d a iry  im p o rts  
w i th  a p r o m o t io n  a s s e s sm e n t  is g e t t in g  b a k e d  in 
A la s k a . A s s e s s in g  a  p ro m o t io n  fe e  a g a in s t d a i r y  im ­
p o rts  re q u ire d  tw o  m o v e s  t o  c o m p ly  w ith  g lo b a l “ F re e  
T r a d e "  n i le s ;

1 ) E lim in a te  th e  le g a l re q u ire m e n t  th a t the N a ­
t io n a l D a i r y  P r o m o t io n  an d  R e s e a rc h  B o a rd  p rom o te  
o n ly  U .S .-p ro d u c e d  m i lk  a n d  m i lk  p ro d u c ts , and

2 )  E x te n d  th e  m a n d a to ry  d a i r y  p ro m o t io n  fe e  
to  th e  teeny , t in y  d a i r y  in d u s tr ie s  o f  A la s k a , H aw a ii , 
a n d  P u e r to  R ic o . (T h e  1 9 8 3  fe d e r a l law  that c rea ted  
th e  N a t io n a l D a i r y  B o a rd  m a n d a to ry  c h e c k - o f f  e x ­
em p te d  th o se  t li re e , b e c au se  th e y  a re  d r a m a t ic a lly  
d e t ic i t  m i lk -p ro d u c in g  a re a s .)

T h e  f i r s t  p h a se  w e n t sm o o th ly . K o z a k  is C E O  
o f  N a t io n a l M i lk  P r o d u c e r s  F e d e ra t io n  (N M I ' F ) .  
K o z a k  and N M P F  w o rk e d  h a rd  to  e lim in a te  the  w o rd s  
" . . .  p ro d u c e d  in  the U n i t e d  S ta te s  . . . ”  f r o m  the  2 0 0 2  
fa n n  law . N o  m a tte r to  th e  n a t io n ’ s d a iry  c o - o p  le a d ­
e rs  th a t d a i r y 's  “ R e a l S e a l"  w o u ld  a d o m  “ fo re ig n ”  
d a i r y  p ro d u c ts . N M P F ’ s  b ra in -d e a d  m e m b e r  c o -o p s  
c o n t r o l th e  lo w - I .Q .  n a t io n a l d a i r y  p ro m o t io n  a p p a ­
ra tu s . s o  li t t le  d issen t a b o u t d e e p -s ix in g  “ d om e s tic  
c o n te n t ”  p o r t io n  em e rg ed .

U S D A  h a s  in fo rm e d  in te re s te d  p a rt ie s  tha t any 
e f f o r t  to  assess d a i r y  im p o r ts  m and a te  th a t d a iry  fa rm ­
e rs  in a l l  5 0  s ta te s  p a y  th e  d a iry  p ro m o t io n  fe e s , b e ­
fo r e  th e  U .S . w i l l  d e fe n d  a ss e s s in g  im p o r ts  b e fo re  
th e  W o r ld  Tractc O rg a n iz a t io n .

B u t m o v e s  to  in c lu d e  A la s k a , H aw a ii and Pu e rto  
R ic o  h a v e  b een  b lo c k e d , and  a re  seen  b y  W a sh in g ­
to n . D  C . in s id e rs  a s  p o l i t i c a l ly  d e ad . A  sm a ll c o a li ­
t io n  o f  c o n s u m e rs , d a i r y  fa n n e rs  a n d  d a i r y  p ro c e s ­
s o r s  in A la s k a  h a v e  k i l l e d  N M P F 's  sc h em e  to  assess

the 1 5 -c e n t  m i lk  p r o m o t io n  fe e  a g a in s t  th e se  sm a ll 
d a i r y  sta te s . 1’h e  c o a li t io n  u se d  p o l i t i c s  t o  t ru m p  
p o lit ic s .

S e n a to r  T ed  S te v e n s  (R - A la s k a ) ,  c h u irm a n  o f  
the p o w e r fu l S e n a te  A p p ro p r ia t io n s  C o m m it te e , has 
s t re n u o u s ly  o b je c te d  to  m a k in g  A la s k a ’ s fe w  d a iry  
fa rm e rs  p a y  a fe d e r a l m i lk  p r o m o t io n  fe e . F e l lo w  
A la s k a  la w m a k e rs  S e n a to r  L is a  M u rk o w s k i  and  C o n ­
g re s sm an  D o n  Y o u n g  h a v e  jo i n e d  S te v e n s  o p p o s in g  
the s c h em e . M u rk o w s k i  w a s  th e  le a d  a u th o r  o f  a 
b it in g , J u ly  2 2 ,  2 0 0 4  le t te r  t o  U S D A  S e c re ta ry  A n n  
V cn c tn an  f r o m  s e v e ra l la w m a k e rs , n o t in g  “ . . .  w c  w i l l  
s t ro n g ly  o p p o s e  a n y  p la n  o r  s c e n a r io — ir re s p e c t iv e  
o f  its c o n s tru c t io n  th a t w o u ld  le a d  to  th e  im p le m e n ­
ta tio n  o f  th e  m i lk  ta x  [o n  A la s k a ’ s d a i r y  fa rm e r s ] . ”

R a c h e l H c c k c r , an  A la s k a n  d a i r y  fa rm e r , h e lp e d  
fo rm  th e  A la s k a  D a i r y  C o a l i t i o n  (A D C ) .  H e c k e r , 
w h o s e  B lu e  M o o n  D a i r y  i s  lo c a t e d  a t  P o i n t  
M a c k e n z ie , e n lis te d  h e lp  f r o m  d a y  c a re  c e n te rs  an d  
a lo c a l d a i r y  p ro c e s s o r . T h e i r  m a in  a rg u m e n t : A la s k a  
is b y  f a r  a  d e f ic i t  m i lk -p r o d u c in g  s la te  an d  its  fa rm ­
e rs  w o u ld  n o t be s e rv e d  b y  p a y in g  a  fe d e r a l fe e . “ I t  
m a k e s  a b s o lu t e ly  n o  sen se  to  b u rd e n  A la s k a  w ith  a  
n ew  tax  t o  p ro m o te  o u ts id e  m i lk  w h e n  o u r  s t ru g g lin g  
d a iry  fa rm e rs  c a n ’ t p ro d u c e  e n o u g h  m i lk  tn k e e p  up  
w ith  o u r  s ta te ’s d em a n d .”

A la s k a n s , it seem s , v ie w  w ith  s e v e re  sk e p tic ism  
m and a te s  f r o m  th e  “ L o w e r  4 8 . "  In  an  e le c t io n  y e a r, 
p o lit ic s  w o n ’ t fo r c e  the  “ m i lk  t a x ”  o n  A la s k a n  d a i r y  
fa rm e rs  . . .  n o t s o  lo n g  a s  k e y  f ig u re s  l ik e  S e n a to r  
T ed  S te v e n s  h a v e  a s a y  in  th e  m a tte r.

F a i l i n g  to  a c h ie v e  a  p r o m o t io n  a s s e s sm e n t  
ag a in s t d a i r y  im p o r ts  is a b ig  b lo w  to  N M P F , w h ic h  
w i l l i n g ly  k i l le d  the “ p ro d u c e d  in  th e  U .S . "  r e q u i r e ­
m en t o f  th e  1 5 -c c n t p ro d u c e r  a s s e s sm e n t. O n e  m o re  
tim e , it a p p e a rs , N M P F  is w o rk in g  a g a in s t da i r v  f a n n ­
e r s ’ le g it im a te  in te re s ts .
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M ilk Tax could Squeeze Alaska Producers
Fairbanks Daily Mews-Mtner 7-27-1)4 

Sam Bishop

Sen. Lisa Murkowski wants Alaska, Hawaii and Puerto Rico milk producers to keep their exemption from a 
federal tax that pays for promotions such as the “Got Milk?” campaign. Murkowski said she is worried that the 
two states and territory soon may be forced to start paying the tax, which Is currently 15 cents on every 100 
pounds of milk.

She said some interests want Alaska and the other regions to be taxed so the U.S. Department of Agriculture can 
also start taxing foreign milk importers. Under World Trade Organization rules, the foreign imports can’t be 
taxed unless all domestic sources a. e treated the same, according to the argument

Murkowski said site and members of Congress from Hawaii and Puerto rico will try to block the tax. Milk is 
already expensive in the state, she said, and it’s not even available regularly in some remote communities.

“An assessment like this just hurts us even more,” she said.

Only a fraction of Alaska’s milk is produced In stale. Most Is Imported from the Lower 48 and repackaged as an 
Alaska brand. The Lower 48 milk is already taxed. It would seem thee Alaska consumers might not notice the 
tax much, but Murkowski spokesman Chuck Kleeschulte said the competitive pressure that Alaska producers 
exert against Outside producers actually helps keep milk prices from rising higher in the state.

Also adding the 15-cent tax to Alaska milk would be devastating for Alaska’s dairy farmers, who number less 
than 10 Murkowski said.

“I think their margins are so thin now that they are panicked at anything that would increase their costs,” 
Murkowski said.

Alaska, Hawaii and Puerto Rico were exempted from the promotion tax in 1983 because their farms produced 
such a small fraction of local demand, Murkowski noted. That’s still the case, she said, so exempting them from 
the promotional tax shouldn’t pose any serious competition to foreigu importers who want to enter the Lower 48 
market.

Page 1 of2

Also those Importers areu't likely to move milk to the remote states and territories because of shipping costs, she 
noted. Murkowski outlined the arguments in a letter to U.S. Trade Representative Robert Zoelick and Secretary 
of Agriculture Ann Veneman.

7 /28 /2004
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Court: 'Got Milk?1 campaign illegally milks farmers
PHILADELPHIA, Pennsylvania (AP) -The catchy "Got Milk?" dairy promotion - famous for 
plastering milk mustaches on celebrity faces - violates the free speech rights of farmers forced 
to pay for the ads, a federal appeals court ruled Tuesday.

The unanimous 3rd U.S. Circuit Court of Appeals decision overturns a lower court ruling that dairy farmers Joseph and 
Brenda Cochran had to contribute to the National Dairy Promotion Board campaign even though the couple felt the ads did 
little to support sustainable agriculture products, such as milk from cows that are not injected with hormones.

"The court made clear that just because an industry is regulatod, and even if it's heavily regulated, that doesn't mean the 
members of that industry lose their First Amendment rights," said the Cochrans' attorney, Steve Simpson, of the 
Washington, D.C.-based group Institute for Justice.

"Got Milk?" is the latest of clever industry promotions whose funding has been found in violation of the First Amendment.

A federal appeals court ruled in July that ranchers could not be forced to pay a $1 -per-head fee on cattle to support the 
marketing campaign that spawned the slogan "Beef: It's what's for dinner." And an appeals court struck down a similar fee 
in October that had supported the ads calling pork "the other white meat."

In the latest ruling, the 3rd Circuit said the government's interest in promoting the dairy industry wasn't substantial enough 
to justify an infringement on the Cochrans' free speech rights by requiring them to help pay for the ads.

Lawyers defending the law on behalf of the U.S. Department of Agriculture have said because dairy prices and distribution 
are tightly regulated, a joint marketing campaign is the only effective way to compete with other beverages.

Attorney Matthew M. Collette, who represented the Justice Department in the case, did not return a telephone message 
left Tuesday seeking comment.

Copyright 2004 The Associated Press. All rights reserved. Th 's material may not be published, broadcast, rewritten, 
or redistributed.

Find th is  artic le  at:
http://www.cnn.com/2004/LAW/02/24/got.milk.suit.ap

r  Check the box to include the list of links referenced in the article.

hUD.7/cnn.law.Drintthis.clickabilitv.com/Dt/cDt?action=cnt&.title=CNN.com+-+Coim%.lA+... T/4/2005
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T h e  D a i r y  T r a d e  C o a l i t i o n

Saving the Spotted Cow for Generations to 
Come

.Cu/ienl N<?v. * I  I 'n i)" '!  Av.i- I  STE B<\cK«jfOuiid

D eb u n k in g  th e  M yths o f  Im p o rt A sse ssm e n ts

Myth:
There is nothing wrong w ith assessing importers. They have been getting a fre e  ride  fo r  years from  the 
prom otion  program. It is about tim e they pa id  in to  the prom otion program.

Fact:
While the idea of import assessments may be appealing, importers are not receiving a free ride. The point 
of the promotion program, according to the Dairy Production Stabilization Act of 1983 and the 
accompanying report (H. Rep. No. 98-237), is to expand markets for domestic products. However, most 
imported dairy products are under quota (that is, the amounts that can be imported into the U.S. are 
limited by trade agreements), which effectively prevents importers from receiving benefits from the 
promotion.

For example, if an importer has a quota for 100,000 pounds of a particular cheese and is filling that quota, 
all he can sell is 100,000 pounds regardless of how successful the promotion. This explains why the share 
of the U.S. market held by importers has declined from 6.5% to 5% since 1984 (the first year of the 
promotion program). As the size of the U.S. dairy market has increased, imports have not been able to 
share in its growth because of the quota system.

Myth:
Importers w ill not be ab le  to prom ote imports w ith the assessment funds. The National Dairy Promotion 
and Research Board (Board) w ill sim ply take the im porters- money and add it  to the general budget.
Since im porters w ill only have two seats on the Board, they w ill not have the representation necessary to 
in fluence  the Board=s activ ities.

Fact:
While importers= representation on the Board is minimal and importer interests may be ignored, there 
would be some serious consequences if that were to happen. Primarily, refusal by the Board to permit the 
promotion of imports and the creation of qualified import promotion boards (similar to the state and 
regional promotion boards) may be inconsistent with U.S. obligations under the WTO.

Under WTO rules, the U.S. is obligated to give equal treatment to both domestically-produced goods and 
imported goods. This is known as the Anational treatment principle® and is enshrined m Article III of the 
General Agreement on Trade and Tariffs (GATT). If the U.S. or any other country adds imports to an 
existing program, the U.S. is obligated to give equal treatment (such as promotion) to both domestic and 
imported products. For example, the Board would have to promote MPC, casein, and imported cheese 
wifhout discrimination. Therefore, if requests by importers to promote imports and to create import 
promotion boards are denied, importers are likely to claim that their products are not being given equal 
treatment as domestically-produced products. They would also assert that the Board is collecting the 
importers= money without promoting their products and without providing any benefits. Once one or more 
countries bring a successful WTO action, they are entitled to compensation which can come in the form of 
granting additional market access to foreign countries, lower tariff-rate quota rates (which would result in 
more foreign dairy products entering the U.S.), and punitive tariffs on U.S. exports.

http://www.dairytrade.com/debunkingimportassessmentmyths.htm 1/26/2005
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Importers will also be able to sue in U.S. Federal court to seek invalidation of the importer assessment on 
Afree speech® grounds; that is, that they are being forced to contribute to a generic advertising program 
from which they do not benefit. Once an importer or a group of importers filed a lawsuit, disgruntled 
domestic producers who do not like the Acheck-off® program may file suit by joining the importers thus 
leading to the invalidation of the entire promotion program.

Myth:
Import assessments will have no effect 01. ,  oreign demands fo r  increased access to the U.S. dairy market 
through cither increased quotas o r reduced over-quota ta r iff rates.

Fact:
Import assessments will place a major weapon into the hands of our trading partners (foreign countries) to 
demand increased access to the U.S. dairy market for their dairy products.

As stated above, the purpose of the promotion program is to expand the U.S. market. Importers are 
restricted from expanding their markets by numerical quotas or high tariff rate quota rates. Therefore, 
the only way for importers to benefit is for foreign countries (our trading partners) to gain more access to 
the U.S. dairy market either through increased quotas or lower tariff-rate quota rates.

In other words, the assessment presents a great opportunity for our trading partners to demand that our 
markets be opened for additional access for their foreign dairy products without limitations. If one had a 
conspiratorial mind, one might think that one or more foreign countries, knowing that the assessment will 
never be paid because it will be invalidated by a U.S. Federal Court based on a recent U.S. Supreme Court 
ruling, are secretly in favor of the scheme so that they can go to Qatar in November with a forceful 
justification for more access to the U.S.

Myth:
Domestic dairy producers are frustrated and concerned about MPCs entering the U.S. and displacing their 
milk and reducing their incomes. The import assessment will stem the flow  o f MPC imports.

Fact:
While MPC imports are problematic for U.S. dairy producers, the answer to the problem does not lie in 
assessing imports. Prior to the Uruguay Round, Section 22 of the Agricultural Adjustment Act of 1933 
authorized the imposition of quotas on all dairy imports. However, in the Uruguay Round, the U.S. granted 
more dairy access to foreign countries than any importer ever dreamed possible. In addition, Section 22 
was traded away, denying the U.S. the ability to impose quotas on MPCs. Furthermore, the assessment will 
not stop the importation of MPCs.

It is interesting to note that the very people who were advising U.S. trade negotiators at the Uruguay 
Round are the same people promoting the import assessment. Dick Groves, in an editorial in The Cheese 
Reporter on August 17, 2001, assessed the impact of the Uruguay Round and stated, AFrom 1974 through 
1995, U.S. butter imports (including the butter equivalent of butter oil) never exceeded 5 million pounds. 
But since 1998, they=ve never been below 28 million pounds.® Groves ends the editorial with a dire 
warning: AAnd for both producers and processors, it may mean there=s going to be less growth in the 
future, as imports grab a bigger share of the business, a share the domestic industry may never win 
back.® Finally, it is important to note that the increased imports came about because of the increased 
market access granted as part of the Uruguay Round giveaway, and not because of the promotion 
activities.

The MPC issue is particularly problematic since there is no available record of what types of MPCs are 
entering the country and what they are being used for. Therefore, it would be advisable to further 
evaluate MPCs through public hearings and reports prepared by the U.S. Congress, the Department of 
Agriculture, the International Trade Commission and other appropriate government agencies. This would 
be consistent with comments made by Representative David Obey (D-WI) on March 16, 2001 on Wisconsin 
Public Television, in which he stated:
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Al don=t think we know anything about these products [MPCs]. They couldn=t even tell us, for instance, 
what the exact volume of ultra-filtered milk products was or where they were coming in, because they 
don=t have B they don=t keep a paper trail. So there is very little that we know about these products in 
terms of their impact on the economy.®

Once we know what MPCs are coming in, we can give detailed and accurate instructions to U.S. 
negotiators to protect U.S. dairy farmers from MPC imports at the Qatar Round. We can also use the 
information gained from the hearings to craft a trade policy that will curb the huge surges of MPC imports 
(since import assessments will not) and is WTO-legal and more consistent with the needs of U.S. dairy 
farmers.

Additionally, we would be putting our negotiators in Geneva in a difficult position. Their counterparts 
could look at them and say, AThe U.S. is assessing dairy imports. That=s fine as it may make your market 
share bigger; however, the level of imports must be able to grow if importers are to benefit from the 
assessment. Therefore, you must remove all quotas and all impediments to dairy product imports so that 
we can have unlimited access to your market without barriers,® Our negotiators may be backed into a 
corner and may be outvoted at all negotiating sessions, thus accomplishing nothing for U.S. dairy 
producers. Removal of import quotas will put all dairy products in a similar position as MPC. As a result, 
the current problem with MPCs would expand to a variety of other dairy products (i.e., cheddar cheese, 
butter, butter oil). This would lead to a flood of dairy product imports which will sharply reduce U.S. dairy 
prices and also reduce domestic dairy producer income.

Myth:
Assessing importers will not jeopardize the benefits provided by the dairy promotion program.

Fact:
Assessing importers will place in jeopardy the continuation of the entire dairy promotion program. In a
recent Supreme Court case (United States v. United Foods, Inc., 533 U.S. (2001)), a mushroom
grower refused to pay money to the mushroom promotion board. United Foods contended that their free 
speech rights were being violated since they were forced to pay money to fund a message they dio not 
want to send. United Foods wanted to tell people that their mushrooms were better than anyone else=s 
mushrooms and they were being forced to fund generic advertising implying that all mushrooms are the 
same. The Court agreed with United Foods and declared the mushroom promotion program invalid.

Dairy importers will make the same claims, and their case will be even stronger since they will be forced 
to fund a message that is not only contrary to their desired message, but will also not provide any 
benefits. Some imported cheese is considered a specialty and of a higher-quality. Therefore, similarly to 
United Foods, importers try to differentiate imported cheese from domestic cheese and object to generic 
advertising which implies that they are equal. In addition to the previously discussed quota-based 
limitations, over half of the money, they will point out, goes towards fluid milk promotion and there are 
virtually no fluid milk imports. A legal analysis conducted by Robins, Kaplan, Miller, and Ciresi, LLP 
indicates that an assessment on imports would be unconstitutional.

The analysis goes on to state that an importer lawsuit could spur domestic producers who resent the 
assessment to join the lawsuit and challenge the entire dairy promotion program. For example, an organic 
producer who. like the mushroom producer in Unitedfoods, wants to send a different message than the 
generic advertising provided by the promotion board could challenge the constitutionality of the 
assessment on domestic producers.

Prepared August 28, 2001

Copyright '0 1995-2001 The Aegis Group. Ltd. All rights reserved.
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111 R ussell Senate < )ff ic e  Building 

W ashington, DC 20510

Senator John  Sununu Senator Tim  Johnson
136 I lart Senate O ffice Building

W ashington, DC 20210

D ear Senators Sununu and |ohnson:

As an organization  o f  legislators w h o se  prim ary purpose is sound insurance public po licy , the 

National C onference o f  Insurance Legislators (N C O II.) would like to stress its strong opposition  to

o f 20(i7. We would like to again vo ice  our concerns regard ing the negative consequences o f  any 

( )1;C in itiative on businesses and consum ers alike— as have other governm ental organ izations such 

as the National G overnors Association (N G A ), the N ational C onference o f  State Legislatures 
(N C SL), the Council o f  State G overnm ents (CSCi), and the National \ssociation o f  Insurance 

(Commissioners (N AIC ).

NC( ) IL  believes that creation o f  an ( ) I C would allow  insurance com panies to op t out o f  state 

o versigh t and policvholdcr protections, and would ultim ately im pose the co sts o f  a needless federal 

bureaucracy upon businesses and the public. It w ould  result in a quagm ire o f  federal and state 
d irectives and prom ote am biguity and confusion. An I )LC also would com prom ise state  guaranty 
fund co verage , and em ployers could end up absorbing lo sses o therw ise covered  by these safety nets 

for bu sinesses affected  by insolvencies.

S. 4<> would d estroy carefu lly crafted  protections resulting from years o f  consum er and business 

input and thoughtful consideration by state legislatures. T h e  m echanism  set up under S. 40 does 
nor. and cannot bv its verv nature, respond, as state regulation does, to states ' individual and unique 

insurance m arkets and constituent concerns.

W hile N C O IL  vigorously ad vocates for the m odernization  o f  insurance regulation, creating a 
b ifurcated system  o f  insurance regulation is not the w ay to m ove forward. State legislatures and 

in surance departm ents are proactively m odifying statutes, regulations and system s to stream line 
insurance regulation, prom ote com petition, and im prove e fficiency.

As state and federal legislators, w e have com m on go a ls— that o f  a healthy insurance m arketplace 
and cousu in ci satisfaction— but NC( >11. niiisi stion gh  d isagree wi th an < )LC app ioaeli. as ii w o  .d 
p rove  counterproductive to these ob jectives. S. 40, though w ell-in tentioned, is an ill-advised  

proposal that would bring m ore harm than goo d  to the consum ers w e  all serve.

We look forw ard  to dialoguing further with you  on this very important issue.

proposed  optional federal charter (O FC ) legislation in the form  o f  S. 40— the X a lio n a l In su rance A d

S incerely ,
M em bers o f  the N Q  >11. K xecutive C om m ittee

ec: S en ate  C om m irrec o n  Banking, I lo u sin g  and t Than Affairs
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A l a s k a  I n d e p e n d e n t  

I n s u r a n c e  A g e n t s  &  B r o k e r s ,  I n c *

T h e  A laska  In d e p en d en t  In su ran ce  A g en ts  &  B rokers  (A I IA B )  w o u ld  l ike  to su b m it  the 
fo llow ing  c o m m e n ts  in s u p p o r t  o f  H JR  24.

A IIA B  is o n e  o f  th e  o ld e s t  and  largest p ro d u ce r  t rad e  a sso c ia tio n s  in A laska .  W e  
represent o v e r  3 6 0  in d ep en d e n t  bus iness  ow ners ,  agen ts ,  b rokers  and  e m p lo y e e s  in the 
S ta te  o f  A lask a  w h o  sell and  se rv ice  the  personal a n d  business  in su ran ce  n eed s  o f  
consum ers .  In d ep en d en t  ag en ts  and  b rokers  p ro v id e  a p ro fess ional  se rv ice  to  th e ir  clients  
regard ing  the ir  p ro p e r ty ,  ca su a lty ,  life, health , em p lo y ee  benefit  p lan s  an d  re tirem ent 
plans.

State Based Consum er Protections Must Remain Intact
A laska  in p ar ticu la r  has  a  d iff icu l t  insurance en v iro n m e n t  at best. A la sk a  s trugg les  to 
find adequate  m ark e ts  an d  the n eed s  o f  A laskan  c o n su m ers  vary  g rea t ly  from  co n su m ers  
o f  o ther  states. S ta te  R eg u la to rs  unders tand  the n u an ces  o f  their o w n  m ark e tp lace  m uch  
be tte r  and can  re spond  to  m ark e t  d em an d s  m u ch  q u ick e r  than  a F edera l  R egulator.

It is im pera tive  th a t  the c o n s u m e r  p ro tec tions  H th e  s tate  regu la tion  o f  in su rance  
provides  rem a in s  intact. T h e  c rea t io n  o f  an O p tional  Federal C harter ,  w e  be l ieve  w ould  
decrease  the cu rren t  c o n s u m e r  pro tec tions.

Support for Targeted Federal Legislation
A IIA B  does  su p p o r t  s t rea m lin in g  and m o d ern iz in g  the S ta te  sy s tem  o f  in su rance  
regula tion th rough  ta rg e ted  and  l im ited  federal leg is la tion  w h ich  w o u ld  act as “ to o ls"  to 
help  es tab lish  rec ip roc ity  o r  u n ifo rm ity  to c rea te  in ters ta te  cons is tency .  T h is  w o u ld  a l low  
for a system  that r e sp o n d s  q u ic k e r  to industry  d e m a n d s  yet m ain ta in s  the  S ta te  based 
co n su m er  sa feg u ard s  w h ich  are  critical. E x am p les  o f  lim ited  federal leg is la tion  that have 
w orked  include:

•  S u rp lu s  L ines  and  R e in su ran ce  R eform
•  A gen t  an d  C o m p a n y  L icensing  R eform

P.O . B o x  1 1 2 9 0 8  •  A n c h o ra g e . A la s k a  9 9 5 1 1 -2 9 0 8  •  T e l:  ( 9 0 7 )  3 4 9 -2 5 0 0  •  F ax : (9 0 7 )  349-1  3 0 0



Federal Regulation is Not the A nswer
A s sta ted  p re v io u s ly ,  w e  d o  ag ree  tha t  th e re  is a  need  fo r  spec if ic  ta rg e ted  re g u la t io n  to 
im p ro v e  e f f ic ien c ie s  an d  u n ifo rm ity  in in su ran ce  regula tion . It is o u r  b e l i e f  that an 
“o p tio n a l” federa l  c h a r te r  is  no t  th e  a n sw e r  and  w ou ld  increase  co n fu s io n  fo r  bo th  
co n su m ers  a n d  the  ag e n ts  a n d  b ro k e rs  th a t  serv ice  co n su m ers .  A I I A B  h as  m an y  reasons  
fo r o p p o s in g  F ed e ra l  o v e rs ig h t  o f  the  In su ran ce  Industry , h e re  are j u s t  a few :

•  L o ca l  in su ran c e  reg u la t io n  w o rk s  bes t  for co n su m e rs  a n d  the s ta te  sys tem  
en su re s  a  level o f  re sp o n s iv e n ess  to  co n su m ers  tha t  co u ld  not b e  m a tch ed  at 
th e  federa l  level.

•  A g e n ts  a n d  b ro k e rs  w o u ld  be requ ired  to b ec o m e  ex p e r ts  on  bo th  the s tate  and  
federa l  re g u la t io n s  w h ich  ap p ly  to  insurance.

•  It w o u ld  crea te  a  co n fu s in g  en v i ro n m e n t  w h e reb y  in d ep en d e n t  ag en ts  m ay  
h a v e  to  dea l w ith  m u lt ip le  in su rance  co m p an ie s  th a t  co u ld  c h o o s e  to fo llow  
s ta te  re g u la t io n  o r  federa l  leg islation . T h is  w o u ld  force  ag e n ts  w h o  ch o o se  to  
b e  s ta te  l icensed  to  k n o w  and  unders tand  a federal reg u la to ry  sy s tem  th ey  m ay  
p re fe r  to  not dea l w ith  bu t h av e  no choice .

•  S m all  in su ran ce  co m p a n ie s  co u ld  be at a co m p e t i t iv e  d isa d v a n ta g e  against  
la rger  c o m p a n ie s  that  co u ld  affo rd  to  sw itch  b e tw een  the  tw o  sy s tem s .  T he  
sm a l le r  c o m p a n ie s  co u ld  get s tu ck  in an u n fa v o rab le  reg u la to ry  en v iro n m en t  
tha t  they  c a n ’t a f rord to  ge t o u t  f.

•  B y  e l im in a t in g  o r  d ra s tica lly  l im iting  regu la to ry  re v ie w  o f  p o licy  lan g u ag e  for 
the sm all  co m m erc ia l  an d  personal lines m arke ts .  F edera l R egu la t ion  w ould  
leave  c o n su m e rs  unpro tec ted .

•  F edera l  R e g u la t io n  w o u ld  hav e  a neg a tiv e  im pac t  o n  re v en u e  A la sk a  co llec ts  
th ro u g h  a  loss o f  l icen s in g  fees and  cou ld  th rea ten  s ta te  p re m iu m  tax revenue  
-  c r it ica l  fu n d in g  relied  upon  by  the sta tes  for var ious  pu rposes .

Federal R egu la to ry  O v e rs i te  is not the  a n sw e r  an d  w o u ld  only  p ro v id e  co n fu s io n  to  our 
co n su m ers ,  b ro k e rs  a n d  agen ts .  W e  urge you  to  su p p o r t  H JR  24.

S incere ly .

Jo h n  
"President
A laska  In d e p en d en t  A g e n ts  &  B rokers  
P.O. B ox 112908 
A n ch o rag e ,  A K  99511 -2908



TIIE COUNCIL OF STATE GOVERNMENTS
RESOLUTION OPPOSING FEDERAL INSURANCE CHARTERING

R eso lu t io n  S u m m a ry

Slate officials have supervised insurance for more than a century. Through this 
supervision, s ta tes  have w orked to prom ote the public interest, ensured  the equitable 
treatment o f  consum ers  and prom oted  fair competition. Despite state success  in this area, 
there has been congressional interest in “ reform ing” insurance by creating  a dual 
insurance regim e that w ould  a llow  insurers and  producers to  elect state o r  federal 
regulation.

In the 109th Congress ,  Sen. John Sununu introduced legislation, S. 2509, the National 
Insurance Act. This legislation proposed to create an independent Office o f  National 
Insurance, which w ould  be housed within the U.S. Treasury D epartm ent.  This national 
office w ould  oversee a separate  system o f  regulation and supervision for insurers and 
producers that cl >ose to be licensed o r  chartered at the federal level. A presidentially  
a p p o in t e d  n a t i o n a l  in s u r a n c e  com m iss ioner would lead the office a n d  the office w ould  be 
funded by various fees collected from insurance com panies, producers and  agencies that 
elect federal regulation. W hile the Bush Adm inistration has not taken a formal position 
on t h is  l e g i s l a t i o n ,  th e  Treasury D e p a r tm e n t  h a s  s t a t e d  th a t  it i s  t r a c k i n g  d e v e lo p m e n t s  in  
this arena.

Recently, S e n .  Sununu a n d  S e n .  Tim  Johnson  i - i n t r o d u c e d  this legislation, S . 40, The 
National Insurance Act o f  2007. The primary change to the current bill, as com pared  to 
last y e a r 's  bill, is the ability  o f  a surplus lines insurer to now opt for federal oversight. 
Surplus lines insurance is insurance for unique risks that the private m arket d o esn ’t cover. 
In the House o f  Representatives, Rep. F.d Roy ce has indicated interest in reintroducing 
the House com panion  to Sen. S u n u n u 's  bill that he introduced last year.

State insurance supervision enforces laws developed by state governm ents  to protect the 
rights o f  consum ers  w here  they live. The legislation introduced by Sen. Sununu conta ins  
very little language on co n su m er  protection, but rather relies on the creation o f  an office 
o f  consum er affairs, w hich  would be tasked with producing rules for the regulation o f  
insurance sales and  marketing. This is the on ly  language in the proposed  legislation that 
deals w ith consum er protection issues, thus allow ing insurers to opt out o f  state s tandards 
and oversight. Also, this legislation pre-em pts laws pertaining to credit scoring, senior 
discounts, genetic testing, redlining and  other insurer practices. The absence o f  specific 
regulatory standards in the federal legislation, com bined  with a heavy reliance on 
industry self-regulation to im plement the National Insurance Act, in all likelihood could 
le a d  t o  r e g u la t o r y  a r b i t r a g e  b e tw e e n  t h e  federal a n d  stale systems, w it h  a n e g a t i v e  im p a c t  
on consum er protections and so lvency  enforcement.

F e d e r a l  i n s u r a n c e  e h u r le r i n g  s t a n d s  t o  t h r e a t e n  p r o t e c t i o n s  th a t  s t a t e s  h a v e  p u t  in  p lu e e  
for consum ers, and  also stands to pul m uch-needed state revenues at risk from the loss o f  
fees and assessm ents. This resolution seeks to educate  state legislative leaders about the



p o t e n t i a l  r a m i f i c a t i o n s  o f  a  f e d e r a l  i n s u r a n c e  c h a r t e r ,  a n d  h o w  t h is  d u a l s c h e m e  c o u ld  
lead to m arket disruption and policyholder confusion.

Additional Resource Information

National A ssocia tion  o f ln s u ra n c e  C om m issioners: www .naic .orii

The National Insurance Act, S. 40: httn://thomas.loc.uov

National C onference  o f ln s u ra n c e  Legislators: www .ncoil.oru

Federal Insurance Chartering Opposition Management Directives

Management Directive #1: Support state efforts to raise aw areness o f  the a ttem pts to 
establish federal insurance charter legislation and the potential consequences o f  these 
attempts.

Management Directive U 2: C S C  s ta ff  will post approved resolution on C S G ’s Web site 
and m ake available through its regular com m unication  venues at the state and local level 
to ensure its distribution to  the state governm ent and policy com m unity .

http://www.naic.orii
http://www.ncoil.oru


THE COUNCIL OFST^TE GOVERNMENTS
RESOLUTION OPPOSING FEDERAL INSURANCE CHARTERING

W H E R E A S ,  state insurance protection safeguards individual and com m ercial 
policyholders, and thereby galvanizes  the strength o f  the  U.S. insurance 
m arkets through diversity addressing unique local concerns; and

W H E R E A S ,  state offic ia ls  are effective stew ards o f  the insurance m arketp lace  and can 
preserve these unique and diverse co n su m er  protections; and

W H E R E A S ,  insurance is a unique industry apart from banking and securities and 
presents issues that state officials are  best able  to address; and

W H E R E A S , federa l chartering w ou ld  disrupt insurance markets and harm consumers; 
and

W H E R E A S ,  federal chartering w ould  ere te a bifurcated regim e which would only add 
an additional layer o f  bureaucracy w hereby  com panies would be able to 
“ opt ouf" o f  consum er protections and state oversight; and

W H E R E A S ,  federal chartering  threatens state revenues o f  nearly $14 billion a yea r  in 
lost state insurance premium  tax revenues, fees and assessm ents; and

W H E R E A S ,  Optional Federal Charter  legislation stands to threaten the consum er 
safeguards  that have been put into place by enabling and encouraging the 
ou tsourc ing  o f  enforcem ent o f  insurance industry consum er protections; 
and

W H E R E A S ,  federal chartering will result in policyholder confusion and market 
disruption due to the separate and overlapping system s that would be 
created; and



W H E R E A S ,  an optional federal regulator)' system would only be optional for insurers, 
not for consum ers, taxpayers, businesses and local econom ies.

BE IT  T H E R E F O R E  R E S O L V E D ,  that The Council o f  State G overnm ents  supports 
and encourages state ac tions to preserve the pre-em inence o f  slate insurance system s and 
seeks to educate  state elected officials on the potential ramifications o f  a bifurcated 
schem e on consum ers  and state revenues.

Adopted this I Vh day o fJ i in e  2007, at the
C SG 2007 Spring C om m ittee  & ' ask Force Meetings
in Puerto Rico

G overno r B rad Henry 
2007 C SG  President

Representative Deborah Hudson 
2007 CSG  Chair
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I n d e p e n d e n t  I n s u r a n c e  A g e n t s  

B m k e r s  o f  A m e r i c a ,  I n c .

August 28, 2007

The Honorable Tim Pawlenty 
Chairman
National Governors Association 
444 N. Capitol St., Suite 267 
Washington, DC 20001-1512

Dear Governor Pawlenty:

On behalf of the Independent Insurance Agents and Brokers of America (IIABA) and our 
300,000 members nationwide, I want to thank you and the National Governors Association for 
your strong support of state insurance regulation. Your unequivocal commitment to the state 
system and opposition to proposals calling for the creation of a federal insurance regulator are 
welcomed by our broad membership, by many others within the indu'4ry, and, most importantly, 
by insurance consumers.

For over 150 years, states have ensured the solvency of this nation's insurers, maintained a 
comprehensive and effective consumer protection framework, and supervised other areas of the 
insurance business. State regulation has been successful because governors and state officials 
are more responsive to consumers and more aware of the unique characteristics of individual 
states, and regulators today collectively respond to more than three million inquiries per year. 
State insurance regulation is not perfect, but it has a proven track record. The vibrant and 
evolving nature of the current system allows states to update insurance laws as marketplace 
conditions dictate, and efforts are currently underway to remedy unnecessary differences in 
state laws and eliminate requirements that can make it challenging for insurers and agents to 
serve the needs of insurance policyholders quickly and efficiently.

Despite the long success of state insurance regulation, the system is once again under attack 
from opponents who would like to establish an unprecedented and untested federal insurance 
bureaucracy. Legislation creating such an entity has once again been introduced in Congress, 
and the well-funded proponents of this concept are aggressively pursuing its adoption.
However, as the National Governors Association has previously recognized, such proposals 
would undermine the state system of consumer protections and financial surveillance, create 
substantial consumer confusion, and result in a regulatory race to the bottom. In addition, 
bifurcating insurance regulation between the states and the federal government would inevitably 
produce a loss of jobs, taxes, fees, and other vital state resources needed to effectively regulate 
the insurance market and support other state obligations. Such proposals are unnecessary and 
do not serve the best interests of America’s consumers.



Establishing a federal insurance regulator would threaten the continued viability of state 
insurance regulation and the important consumer protections currently in place, and we thank 
the National Governors Association and other organizations of state officials for your continued 
opposition to such ideas and for your leadership in this arena. Our organization joins you in 
your principled opposition to these ill-conceived proposals and looks forward to working with you 
to preserve and improve the state system.

Sincerely,

Robert A. Rusbuldt 
CEO

Cc: The Honorable Edward G. Rendell, Vice Chair, National Governors
Association
The Honorable Jennifer M. Granholm, Chair, NGA Economic Development and 
Commerce Committee
The Honorable M. Michael Rounds, Vice Chair, NGA Economic Development and 
Commerce Committee
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G ood afternoon Chairm an Kanjorski, Ranking M em ber Pryce, and M embers o f  the Com m ittee. 

M y nam e is Alex Soto, and 1 am pleased to be here today on beha lf  o f  the Independent Insurance 

Agents and  Brokers o f  Am erica (IIABA). Thank you for the opportunity  to provide o u r  assoc ia tion’s 

perspective on insurance regulatory reform. We welcom e an open discussion and debate on this very 

im portant topic. I am the Immediate Past C hairm an o f  IIABA, and I am  also President o f  InSourcc, 

w hich  is an agency that was formed from a m eigcr  o f  three o f  M iam i’s oldest insurance agencies. 

Through our practice specialties, InSourcc has m ade a long-term and total com m itm ent to o u r  South 

Florida com m unity.
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IIABA is the na tion’s oldest and largest trade association o f  independent insurance agents and 

brokers, and w e arc a ne tw ork  o f  m ore than  300,000 agents, brokers, and em ployees  nationwide. 

IIABA represents  small, m edium , and  large businesses that offer consum ers  a choice o f  policies from a 

variety o f  insurance com panies .  Independent agents and  brokers provide a varie ty  o f  insurance 

products  -  property, casualty, health, life, em ployee  benefit plans and re tirem ent products.

In t ro d u c t io n

It is clear that there arc inefficiencies today in the regula tion  o f  insurance, and there is g row ing  

consensus that the state system o f  insurance needs to be m odernized. T here  is d isagreem ent,  how ever,  

on the m ost effective and  appropriate  way to  achieve reform. S om e support pursuing reform  in the 

traditional m anner, which is to  seek legislative and regula tory im provem ents  on an ad hoc basis in the 

various state capitals. A no ther  approach, that som e international and  large dom estic  insurance 

com panies advocate, would establish a federal insurance bureaucracy  to regulate the insurance industry 

through “op tional” federal chartering. Others, such as IIABA , support a pragmatic m idd le-g round  

approach that uses targeted federal legislation only where necessary , while m aintaining and im proving 

the existing system of s tate insurance regulation.

As wc have  for over 1 0 0  years, IIABA supports  state regulation o f  insurance -  for all 

participants and for all activities in the m arketplace -  and w c oppose  any form o f  federal regulation, 

optional o r  otherwise. Y e t despite  this historic and longstanding support o f  state regulation, w e do not 

believe the state system  can appropriately  and effectively address  certain o f  its p roblem s on its own. 

That is w hy wc feel that there is a vital role for Congress to  play in helping to  m odernize the state 

regulatory system and overcom e the obstacles to reform that currently exist; however, such an effort 

need not replace o r  duplicate at the federal level what is already in place and  w orking  well at the state 

level. Through targeted federal legislation along the lines o f  H R. 1065, the N onadm itted  and 

Reinsurance Reform  Act, which the House passed by voice vote  this sum m er, w e can stream line and
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m odernize  the state-based system  w ithout having to take the drastic step o f  creating a new  federal

agency.

During (his d iscussion  o f  potential insurance regulatory reform , w e must recognize, and  we 

ignore at the m arke tp lace’s peril, that the current s tate system  o f  insurance regulation does have 

significant s trengths -  particularly in the area o f  consum er protection. State insurance regulators have 

done an excellent jo b  o f  ensuring  that insurance consumers, bo th  individuals and businesses, receive 

the insurance coverage  they need and that any claim s they m ay experience are  paid. These and other 

aspects o f  the state system arc w orking well. The “optional” federal charter  concept proposed by som e 

would d isp lace  the com ponen ts  o f  state regulation which w ork  well and, in essence, “ throw  the baby 

out with the b a thw a te r .”

T o  explain the rationale for our support o f  targeted legislation to achieve insurance regulation 

reform, 1 will first offer an overview o f  both the positive and negative elem ents o f  the current 

insurance regula tory  system. I will then provide a more com plete  explanation o f  the approach that wc 

believe offers the m ost appropriate  vehicle to  m odernize and  improve the state-based regulatory 

system. I will then outline the reasons for our strong opposition to proposals  to create an ‘ op tional” 

federal charte r  for insurance.

T h e  C u r r e n t  S ta te  o f  I n s u ra n c e  R eg u la t io n

From the beginning o f  the insurance business in this country , s tates have carried out the 

essential task o f  regulating the insurance marketplace to protect consumers. The current state 

insurance regulatory fram ew ork  began in 1851 when N ew H am psh ire  appointed the first insurance 

com m issioner.  Insurance regu la to rs ’ responsibilities have grow n in scope and com plexity  as the 

industry has evolved.

State regulation o f  insurance has been reaffirmed as recently as 1999 through the Grarnrn Leach

Blilcy Act (G L B A ). Specifically, Title 111 o f  GLBA  unequivocally  provides that ”[t]he insurance

activities o f  any  person  (including a national bank exercising its pow ers  to act as agent . . .) shall be

\
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functionally  regulated by  the states," subject only to  certain exceptions w hich  are intended to prevent a 

s tate  from thereby frustrating the affiliation policy adop ted  in G L B A . The G L B A  provisions 

collectively ensure  that slate insurance regu la to rs  retain regulatory authority  o v er  all iu s u u n c e  

activities, including those conduc ted  by financial institutions and  their insurance affiliates. These 

m andates arc intended in large part to  draw the appropria te  boundaries am ong the financial regulators, 

boundaries  that unfortunate ly continue to be challenged.

M ost observers agree that s tate regulation w orks effectively to  protect consum ers, largely 

because state officials arc positioned to  be responsive  to  the needs o f  the local marketplace and local 

consum ers. Unlike m ost other financial products, which arc  highly com m oditized, the purchaser o f  an 

insurance policy enters  into a com plex contractual re lationship with a contingent promise o f  future 

performance. Therefore, the co n su m er  will not be able to  determine fully the value o f  the product 

purchased until after a claim is presented  -  when it is too late to decide that a different insurer or a 

different product might make a better choice. W hen an insured event docs occur, consumers often find 

them selves in a crisis, facing many challenging  issues and perp lex ing  questions; as a result, they m ust 

have quick and efficient resolution o f  any  problem s, and a local call w orks best.

Unlike banking and securities, insurance policies are inextricably bound to the separate legal 

system s o f  each state, and the policies them selves are contracts  written and interpreted under the laws 

o f  each  state. Consequently , the  constitutions and s tatue books  o f  every state are  thick with language 

laying out the rights and responsibilities o f  insurers, agents, policyholders, and claim ants. State courts 

have more than 100 years o f  experience interpreting a H  apply ing  these state laws and judgm ents .  The 

diversity o f  underlying state reparations laws, varying consum er needs from one region to  another, and 

differing public expectations about the proper role o f  insuiuucc regulation require local officials “on 

the beat.”

Protecting policyholders against excessive insurer ir o lvcncy  risk is one o f  the primary goals o f

state insurance regulation. I f  insurers do  not remain solvent, they cannot m eet their obligations to pay
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claims. State insurance regulation gets high marks for the financial regulation o f  insurance 

underwriters. State regulators protect po licyholders’ interests by requiring ii> s to  m eet certain 

financial standards and to act prudently in m anaging  their affairs. The stales, through the National 

Association o f  Insurance C om m issioners (NAIC), have developed  an effective accredita tion  system  for 

financial regulation that is built on  the concept o f  domiciliary deference (the state where the insurer is 

domiciled takes the lead role). W hen insolvencies do occur, a state safety net is em ployed: the state 

guaranty fund system. States also supervise insurance sales and m arketing practices and policy terms 

and conditions to ensure that consumers are treated fairly when they purchase products  and file claims. 

T a rg e te d  In s u ra n c e  R eg u la to ry  R e fo rm

Despite its many hcncfits, state insurance regulation is not without its share o f  problems. As I 

m ntioncd earlier, there is general agreement am ong both policym akers and the private  sector that 

insurance regulation needs to be updated and modernized. W hile  the existing system does have many 

benefits, it also has been rightly characterized as slow and  inefficient with d ifferent lav.s and 

regulations in some areas that add unnecessary expense. These criticisms arc accurate, and there is a 

desperate need for a com m on-scnsc solution. Therefore, while wc do  continue to strongly support the 

state system, w e question w hether the states will be able to resolve their problem s on their own. For 

the m ost part, state reforms must be made by statute, and state lawmakers inevitably face practical and 

political hurdles and collective action challenges in their pursuit o f  im provem ents  on a national basis.

Wc believe that congressional legislative action is necessary to  help reform the state regulatory 

system. Wc propose that tw o overarching principles should guide any such efforts in this regard 

First, Congress should attempt to fix only those com ponen ts  o f  the state system that arc broken. 

Second, no actions should be taken that in any wa; jeopard ize  the protection o f  the insurance 

consum er, which is the fundamental objective o f  insurance regulation and o f  param ount im portance to 

IIABA and its members.
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IIABA believes that the best m ethod  for addressing the deficiencies in the ci r e n t  system is a 

pragmatic , m iddle-ground approach  that utilizes targeted legislation or federal legislative “too ls” to 

establish g reater  in terstate consistency in key areas and to streamline the often redundant oversight that 

exists today at the state level. By using targeted and limited federal legislation on an as-needed basis 

to overcom e the structural im pedim ents  to reform at the state level, wc can im prove rather than 

dism antle the current state-based system  and in the process produce a more c.Ticicnt and effective 

regulatory fram ew ork . Rather than em ploy a one-size-fits-all regulatory approach, a variety o f  

legislative tools could  be em ployed  on an issuc-by-issue basis to  take into account the realities o f  

to d ay ’s m arketplace This can be accom plished  through enactm ent o f  a num ber o f  bills dealing with 

particular aspects o f  insurance regulation starting with those areas in m ost need o f  reform w here  

bipartisan consensus can be established.

C ongress ’s w ork  in this area need not jeopard ize  o r  undermine the knowledge, skills, and 

experience that state regula tors  have developed over decades. While IIABA believes such a proposal 

m ust m odernize those areas where existing  requirem ents o r  procedures arc outdated, it is important to 

ensure that this is done  w ithout displacing the com ponen ts  o f  the current system that work well. In this 

way, w c can assure that insurance regulation will continue to  be grounded on the proven expertise o f  

state regulators at the local level. Targeted federal legislation addresses limited aspects o f  state 

insurance regulation only where uniform ity and g reater  consistency is truly neccsjary  and is the least 

intrusive option. Unlike o ther  ideas, such as an "op tional” federal charter, this approach docs not 

threaten to remove a substantial portion o f  the insurance industry from state supervision and effectively 

p reem pt all application o f  state law.

Som e have criticized the targeted federal legislative approach because o f  enforcement 

concerns. The reality, how ever, is that court enforcem ent o f  federal preem ption occurs regularly and 

w ould o ccu r  under both the federal tools approach and in o ther proposals such as the “optional” federal
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charter. As long as federal reform  legislation is properly cr ;ftcd and  clear, en forcem ent o f  national 

s tandards would not create more burdens for the court system.

As evidence o f  the viability o f  this approach, targeted legislation to reform an aspec t o f  the 

insurance industry has already passed the H ouse o f  Representatives. In June o f  this year, H.R. 1065, 

the N onadm itted  and Reinsurance Reform Act o f  2007, introduced by Reps. Dennis M oore  and G inny  

Brow n-W aitc  passed the House by voice vote. Similar legislation w as passed by this C om m ittee  and 

by the full House in a unanim ous vote last year. This legislation w ould  apply single-state regulation 

and uniform standards to the nonadm ittcd and reinsurance m arketplaces and give sole regula tory  and 

enforcem ent authority  to the insured 's  hom e state for the p lacem ent o f  non-adm ittcd  insurance. Unlike 

o ther reform proposals, this legislation has near-unanim ous industry support and, as ev idenced  by  the 

vote in the House in June, strong bipartisan congressional support. Wc applaud the cospom  ars for 

introducing this legislation and the full House for its prom pt passage o f  this im portant bill. This 

model, federal legislation m odernizing state regulation, can be used to reform o ther aspects  o f  the 

insurance market.

An additional area where targeted reform could be achieved is in the area o f  agent licensing. 

One o f  the most significant elem ents o f  G L B A  for the insurance m arketplace is the inclusion o f  the 

National Association o f  Registered Agents and B r o k c s  (N A R A B ) Subtitle, which w as intended to 

produce meaningful p roducer (i.e., agent and broker) licensing reform in a timely manner. Agents and 

brokers across the country hoped effective reform w as im m inent following G L B A ’s passage and  the 

subsequent adoption o f  the N A IC 's  Producer Licensing M odel Act (P L M A ) by most ju risdictions, but 

wc arc still aw aiting  the promised benefits m ore than seven years later. C ongress 's  action in 1999 

certainly had the intended effect o f  spurring state action, but critical problem s remain because  the 

standards were not sufficiently clear, the b a r '  s not high enough, and many states arc not com ply ing  

with the G LB A  and PLM A standards.

7



W hile the N A IC  has cited the “p rogress” m ade in the licensing arena as one o f  it*- m ost notable 

success stories, ou r  m em bers remain frustrated by the m any challenges and burdens they lace  and are 

increasingly im patient with the lack o f  progress. The m ost serious challenges facing agents are the 

redundant, costly, and  som etimes contradictory requirem ents that arise when seeking licenses on a 

m ulti-state  basis, and the root cause o f  these problem s is the failure o f  many states to issue licenses on 

a truly reciprocal basis. The PLM/* and the G L B A  clearly outlin .• the limits o f  w hat may be required -  

a nonresident in good standing in his/her home state shall receive a license i f  the proper application or 

notice is submitted and the fees are paid  -  yet states continue to impose additional conditions and 

requirem ents.

The current licensing system is cum bersom e, confusing, burdensome, and tim e-consum ing, and 

it hinders the ability o f  agents and brokers to responsively address the needs o f  insurance purchasers. 

In most states, a nonresident m ust obtain three separate licenses -  an individual license, an agency 

license, and a foreign corporation registration in each jurisdiction -  in order to engage in insurance 

p roducer  activities in a particular state, and these duplicative and redundant layers o f  licensing 

requirem ents  do  not benefit consum ers  in any m eaningful rcspc t. These and other challenges m ake 

p roducer  licensing an area ripe for renewed congressional action. Targeted federal legislation that 

w ould  ensure a com pletely reciprocal licensing process for producers would provide a more 

com petit ive  insurance market and improve the state-based system o f  insurance. Additionally , such 

federal legislation w ould  preserve the rights o f  states to license, supervise and discipline insurance 

producers. W e look forward to working with the C om m ittee  on such legislation.

An additional area ripe for targeted reform is the product approval process. For life products , 

federal legislation could build upon the N A IC ’s interstate com pact for approval o f  life, disability, and 

long-term  care products. For property/casualty products, targeted legislation could facilitate the 

establishm ent o f  a coordinated electronic system for nationwide single point o f  filing, com m on filing
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nom encla ture to reduce unnecessary  form s filings and  deviations, e lim inate all unpublished  desk- 

draw er rules, and expedite review o f  forms through established and enforceable time deadlines.

As I have m entioned, while there are areas o f  the insurance m arketplace that are in need  o f  

reform, there is not a wholesale national crisis that requires such a drastic rem edy as optional federal 

regulation (w hich is discussed in detail below ). In addition to targeted reform, w h ere  there are 

significant m arket problem s w c w elcom e m easures such  as H.R. 2761, the Terrorism  Risk Insurance 

Revision and Extension Act, and H.R. 3355, the H o m eo w n ers ’ Defense Act. These bills address 

specific problem s, terrorism and natural d isaster  insurance issues - tw o  areas where there has been 

m arket failure. Addressing specific problem s w here  necessary w ithout disrupting the entire insurance 

m arket is the appropriate way to  handle such problem s, and w e applaud the C om m ittee  for passing 

both o f  these bills.

1 want to again thank the sponsors  for in troducing the N onadm ittcd  and R einsurance Reform 

Act and the House for taking such p rom pt action in passing  this legislation. W c are hopeful that this 

approach will be  used in the near future to facilitate additional reforms in the state-based system  o f  

insurance regulation, particularly in the area o f  producer licensing.

“ O p t io n a l”  F e d e ra l  C h a r t e r

1 would be remiss i f  I did not discuss briefly ou r  s trong opposition to another suggested  m ethod  

to achieve insurance regula tory reform  -  the proposal to  create a parallel and duplicative federal 

system o f  regulation by providing for an “op tional” federal charter (O FC ) for insurance. W c arc very 

concerned about this proposal for full-blown “op tional” federal regulation o f  the insurance industry 

and believe that it would not reform the current system  but would supplant and eviscerate the state 

system o f  insurance regulation.

Creating an industry-friendly “op tional” regulator, as current O FC  legislation provides, is at

odds with one o f  the prim ary goals  o f  insurance regulation, which is consum er protection. The best

characteristics o f  the current state system from the consum er perspective w ould  be lost i f  som e insurers
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were able  to escape state regulation com pletely in favor o f  wholesale federal regulation. As insurance 

agents and brokers, w e serve on the front lines and deal with ou r  custom ers on a face-to-face basis. 

Currently, when iny custom ers are having difficulties with claim s or policies, it is very easy for me to 

contact a local official within the state insurance departm ent to remedy any problem s. I f  insurance 

regulation is shifted to  the federal governm ent,  I would not be as effective in protecting my consum ers , 

as 1 have serious reservations that som e federal bureaucrat will be as responsive to a co n su m er 's  needs 

as a local regulator.

This is because the federal regulatory model proposes to charge a distant (and likely highly 

politicized) federal regula tor with im plementation and enforcement. Such a distant federal regula tor 

may be com pletely unable to respond to insurance consum er claims concerns. As a consum er, 

personal o r  business, there w ould be confusion as to who regulates policies, the federal governm ent or 

the state insurance com m issioner,  and how  coverages apply. I could have a single client with several 

policies with one com pany regulated at the federal level, while at the same time having several o ther 

policies which arc regulated at the state level. As an agent representing clients with policies regulated 

at the federal and state level, though, I w ould  be forced to understand both rcgula to iy  system s and deal 

with the federal governm ent,  even if  I w anted to remain licensed only in my hom e state.

Although the proposed “optional” federal charter regulation arguably  could  correct some

deficiencies, the cost is incredibly high. A new federal regula tor would add to the overall regulatory

infrastructure -  especially for independent insurance agents and brokers selling on b eh a lf  o f  both state

and federally regulated insurers -  and undermine sound aspects o f  the current state regulatory regime.

Even though it is com m only  know n as “optional,” current federal legislative proposa ls  to allow' for

such a federal insurance charter  would not be at all optional for agents. Independent agents represent

multiple com panies, and, under this proposal, presumably som e insurers would choose  state regulation

and others w ould  choose federal regulation. In order to field questions and properly  represent

consum ers, independent agents would have to know  how to navigate both state and federal systems,
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therefore making them subject to the federal regulation o f  insurance -  m eaning  O F C  w ould  not in any 

way be optional for insurance producers. Even m ore importantly, “optional” federal charter  w ould  not 

be optional for insurance consum ers. The insurance com pany, not the insurance consum er, would 

m ake that determination.

Again, IIABA believes that local insurance regulation works better for consum ers and the state- 

based system ensures a level o f  responsiveness to  both consumers and the agents w ho  represent them 

that could not be m atched at the federal level. O FC  proposals attempt to address this concern by 

providing for the es tablishm ent o f  federal regional offices. H owever, to match the local 

responsiveness o f  state regulators, a federal office would have to be established in every state, and in 

many cases, multiple offices within each state This w ould  create an entirely new  and com pletely  

redundant federal regulatory  layer. W hy duplicate  the current state-based system w hen you can build 

o f f  its strengths and m odernize it? There is no way out o f  this predicam ent for the supporters  o f  O F C  -  

either you significantly increase the size o f  the federal governm ent to match state regula tors’ 

responsiveness to consum ers o r  rely upon a distant federal regulator in W ashington, D C. to meet 

consum er needs -  and they will fail to meet those needs. Additionally, an O F C  w ould  w eaken the 

authority o f  state officials to protect consum ers  in their state. These officials tend to be more 

responsive to individual com plaints  than W ashington, D.C. bureaucrats.

Ultimately, though, wc believe that O FC  proposals  create an environm ent in which the state

system could not survive. O FC  supporters  believe that this proposal would create a healthy regula tory

competition that will force state regulators to cooperate  and be more receptive o f  the role o f  market

forces. However, w hen  state resources arc s iphoned o f f  by a new  federal bureaucracy, state insurance

departm ents could be prevented  from functioning at their current capacity and the ability o f  state

insurance departm ents to  function and approve products  in a timely m anner could be dim inished.

Thus, com panies w ho  continue to  operate  under the current system might be forced to become

federally chartered. Additionally, much o f  state insurance fees and taxes arc im portant sources o f
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general use revenues used for s tate treasuries to fund various state proposals. In 2006, state 

governm ents  received alm ost S2.75 billion from non-prem ium  tax revenues (e.g. fees and assessm ents)  

and S 13 billion in prem ium  (axes. Current legislative proposals  would fund a new federal regulator 

from industry fees and  assessm ents, so exam ination and o ther fees for federally-regulated  entities will 

shift from state to federal coffers resulting in a s ignificant loss o f  s tate revenue. W e also  believe that 

eventually  a significant portion o f  state premium  tax revenue will be lost to the federal governm ent.

OFC supporters like to point to the dual banking system as an exam ple  o f  how  regulatory 

competition could w ork , but this is an analogy that should raise m any concerns. As wc have s n in 

recent years, with the Office o f  the C om ptro ller  o f  the C u rren cy ’s 

(O C C ) forccfiil assertion o f  preem ption, federal regulatory schem es can d o  grave harm to state 

consum er protection regulations. Current OFC proposals also w ould  create a confusing pa tchw ork  o f  

so lvency/guaranty regulation, and would not replicate the significant structural (and prudential)  

imprc jm cnts  that were made in the banking model in the afterm ath o f  the S&.r and banking bailouts. 

The dual structure proposed under current OFC could have disastrous implications for solvency 

regulation by largely bifurcating this key regulatory function from guaranty  fund protection. In 

essence, these proposals  would create an insurance version o f  the O C C  w ithout the integration o f  an 

FDIC into that supervisory system. Such proposals chcrry-pick the features from several o f  these 

federal banking laws to  com e up with a model which lacks the consum er protections found in any one 

o f  them, and which ignores the problems it would create for state insurers, guaranty  funds, and their 

citizens.

Proponents o f  O F C  assert that a federal regula tor also is im portant i f  the U.S. is to  remain a

global financial services leader, in that an O FC  w ould allow insurers to com pete  m ore freely and

effectively. IIABA believes that the purported decline o f  U.S. capital m arkets  com petitiveness for

insurance com panies docs not stem from supposed burdensom e state-based regulation, but from other

U.S. competitiveness cuncerns  such as d isparate  tax treatment, diverse financial reporting  standards,
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and the costs o f  excessive litigation. OFC will not guarantee less restrictive regulation than that o f  

foreign com petitors  (or even current state regulation).

In ihc end, IIABA feels that an O FC  would lead to a needless federal bureaucracy and 

unnecessarily infringe on s ta tes’ rights. Unlike G L B A  which effectively em pow ers  the states through 

uniform regulatory standards, an OFC fails to give any assistance except through the threat o f  

regulatory competition. Thankfully  there is ano ther way to  reform insurance regulation to  the benefit 

o f  consum ers, agents  & brokers, and insurance companies: ta rge 'cd  federal legislation already proven 

successful through the N onadmittcd and Reinsurance Reform Act.

C o n c lu s io n

IIABA has long been a supporter o f  reforming ihc insurance marketplace. W e w orked  closely 

with this C om m ittee in support o f  GLBA and in early 2002, I lA B A ’s Board took a formal policy 

position to support federal legislation to modernize state insurance regulation. While G L B A  

reaffirmed state functional regulation o f  insurance, some large insurers continue to  push for an 

“optional” federal charter. State regulators and legislators, many consum er groups, independent 

insurance agents and brokers, som e life insurance companies, and many propcrty-casualty  com panies 

are strongly opposed to federal regulation. The state system has proven that it best protects consum ers 

and can be modernized to work effectively and efficiently for the entire insurance marketplace with the 

right legislative pressure from Congress.

Targeted, federal legislation to improve the state-based system presents M embers o f  C o n g r c ^  

with a pragmatic, m iddle-ground solution that is achievable -  som ething w c can all work on together. 

The enactment o f  targeted federal legislation to  address certain, clearly identified problem s with state 

regulation is not a radical concept, as evidenced by prom pt passage o f  the Nonadm ittcd  and 

Reinsurance Reform Act by this C om m ittee last year and the full House this summer. W c encourage 

the House Financial Services C om m ittee  to continue to pursue targeted reform, specifically in the area

13



o f  agent licensing reciprocity. It is the on ly  approach  that can bring the m arketp lace  together to

achieve reform.

14



S .C .R .  No. 60

1 SENATE CONCURRENT RESOLUTION

2 WHEREAS, S t a t e  i n s u r a n c e  r e g u l a t o r s  h a v e  e n s u r e d  t h e

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

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

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

6 o v e r  150 y e a r s ;  a n d

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

8 c o m p a n i e s  a nd  m i l l i o n s  o f  a g e n t s  a nd  r e s p o n d  t o  mo r e  t h a n  t h r e e

9 m i l l i o n  i n q u i r i e s  p e r  y e a r ;  a nd

10 WHEREAS, S t a t e  i n s u r a n c e  r e g u l a t i o n  h a s  b e e n  l a r g e l y

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

12 m a r k e t p l a c e ,  and  e n c o u r a g e s  i n n o v a t i o n ;  and

13 WHEREAS, S t a t e  l e g i s l a t u r e s  and  s t a t e  i n s u r a n c e  r e g u l a t o r s

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

15 a n d  r e s p o n s i v e  t o  t n e  u n i q u e  c h a r a c t e r i s  c s  a n d  d e ma n d s  o f

16 i n d i v i d u a l  s t a t e s ;  and

17 WHEREAS, Many s t a t e s ,  i n c l u d i n g  T e x a s ,  r e g u l a r l y  u p d a t e

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

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

20 c h a n g i n g  m a r k e t  c o n d i t i o n s ;  and

71 WHEREAS, ( l over  n o r s , s t a t e  l e g i s l a t o r s ,  a n d  i n s u r a n c e

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

23 i n s u r a n c e  r e g u l a t i o n  and  a r e  w o r k i n g  t o  e n a c t  r e f o r m s  t o  r e me d y  t h e

24 u n n e c e s s a r y  d i f f e r e n c e s  i n  s t a t e  l a w s  a nd  e l i m i n a t e  r e q u i r e m e n t s

1



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

2 i n s u r a n c e  c o n s u m e r s  i n  an  e f f e c t i v e  a n d  t i m e l y  m a n n e r ;  and

3 WHEREAS, The  1 0 9 t h  C o n g r e s s  c o n s i d e r e d ,  a n d  t h e  1 1 0 t h

4 C o n g r e s s  i s  e x p e c t e d  t o  c o n s i d e r ,  l e g i s l a t i o n  t h a t  w o u l d  e s t a b l i s h

5 an  e n t i r e l y  new i n s u r a n c e  r e g u l a t o r y  s y s t e m  a t  t h e  f e d e r a l  l e v e l

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

7 p r o c e s s ;  and

8 WHEREAS, A new and  u n t e s t e d  f e d e r a l  i n s u r a n c e  r e g u l a t o r y

9 s y s t e m  w o u l d  a l m o s t  c e r t a i n l y  b e  mor e  r e m o t e  and  p o l i t i c i z e d  and

10 l e s s  a c c e s s i b l e  a nd  r e s p o n s i v e  t o  c o n s u m e r s  t h a n  t h e  c u r r e n t  s t a t e

11 s y s t e m ;  and

12 WHEREAS, I f  e n a c t e d  by  c o n g r e s s ,  t h e s e  p r o p o s a l s  wo u l d

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

14 g o v e r n m e n t ,  c o n f l i c t i n g  w i t h  t h e  s t a t e  s y s t e m  o f  c o n s u me r

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

16 c a u s i n g  a l o s s  o f  j o b s ,  t a x e s ,  f e e s ,  and  o t h e r  v i t a l  a n d  n e c e s s a r y

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

18 a n d  p r o v i d e  r e v e n u e s  t o  s u p p o r t  r e s i d u a l  m a r k e t  p r o g r a m s ;  and

19 WHEREAS, I n s u r a n c e  c o m p a n i e s  p a i d  $ 1 3 . 8  b i l l i o n  i n  a n n u a l

20 p r e mi u m t a x e s  t o  t h e  s t a t e s  i n  2 0 0 4 ,  a n d  a f e d e r a l i z a t i o n  o f

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

22 r e v e n u e c  a t  r i c k ;  now,  t h e r e f o r e ,  be  i t

23 RESOLVED, T h a t  t h e  8 0 t h  L e g i s l a t u r e  o f  t h e  S t a t e  o f  T e x a s

24 h e r e b y  r e s p e c t f n 11y d e c l a r e  t n  t h e  C o n g r e s s  o f  t h e  U n i t e d  S t a t e s

25 t h e  l e g i s l a t u r e ' s  c o mmi t me n t  t o  m a i n t a i n i n g  t h e  s t a t e s  a s  t h e  s o l e

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

27 e f f o r t s  t o  s t r e a m l i n e ,  s i m p l i f y ,  and  m o d e r n i z e  i n s u r a n c e

S . C . R .  No .  6 0
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1 r e g u l a t i o n :  a n d ,  b e  i t  f u r t h e r

2 RESOLVED, T h a t  t h e  8 0 t h  L e g i s l a t u r e  o f  t h e  S t a t e  o f  T e x a s

3 h e r e b y  r e s p e c t f u l l y  u r g e  t h e  C o n g r e s s  o f  t h e  U n i t e d  S t a t e s  t o

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

5 r e g u l a t o r y  s y s t e m  or  o t h e r w i s e  a l t e r  t h e  M c C a r r a n - F e r g u s o n  A c t ;

6 a n d ,  b e  i t  f u r t h e r

7 RESOLVED, T h a t  t h e  T e x a s  s e c r e t a r y  o f  s t a t e  f o r w a r d  o f f i c i a l

8 c o p i e s  o f  t h i s  r e s o l u t i o n  t o  t h e  p r e s i d e n t  o f  t h e  U n i t e d  S t a t e s ,  t h e

9 s p e a k e r  o f  t h e  h o u s e  o f  r e p r e s e n t a t i v e s  a nd  t h e  p r e s i d e n t  o f  t h e

10 s e n a t e  o f  t h e  U n i t e d  S t a t e s  C o n g r e s s ,  *-o t h e  me mb e r s  o f  t h e  U n i t e d

11 S t a t e s  House  F i n a n c i a l  S e r v i c e s  C o m m i t t e e ,  t o  t h e  me mbe r s  o f  t h e

12 U n i t e d  S t a t e s  S e n a t e  B a n k i n g ,  H o u s i n g ,  a n d  Ur b a n  A f f a i r s  C o m m i t t e e ,

13 t o  t h e  U n i t e d  S t a t e s  s e c r e t a r y  o f  t h e  t r e a s u r y ,  a n d  t o  a l l  t h e

14 me mbe r s  o f  t h e  T e x a s  d e l e g a t i o n  t o  t h e  c o n g r e s s  w i t h  t h e  r e q u e s t

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

16 R e c o r d  a s  a m e m o r i a l  t o  t h e  C o n g r e s s  o f  . h e  U n i t e d  S t a t e s  o f

17 A m e r i c a .

S . C . R .  No .  6 0
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S.C.R. No. 60

1 h e r e b y  c e r t i f y  t h a t  S . C . R .  No.  60  was  a d o p t e d  by t h e  S e n a t e  

on May 8 ,  2UU/ ,  by t h e  f o l l o w i n g  v o t e :  Veas  2 8 ,  Nays  3.

President of the Senate Speaker of the House

S e c r e t a r y  o f  t h e  S e n a t e  

1 h e r e b y  c e r t i f y  t h a t  S . C . R .  No.  60 was  a d o p t e d  by  t h e  House  

on May 2 3 ,  2 0 0 7 ,  by a n o n - r e c o r d  v o t e .

C h i e f  C l e r k  o f  t h e  Hous e

A p p r o v e d :

D a t e

G o v e r n o r

4



L e s s m e i e r  &  W i n t e r s

MICHAEL L. LESSMEIER 
GREGORY W. LESSMEIER 
SHELDON E. WINTERS

L A W Y E R S  - LLC

V i n t a g e  B u s in e s s  P a r k  
3000 V i n t a g e  B o u le v a r d  

S u i t e  1 0 0  
J u n e a u , A l a s k a  99801

TELEPHONE: (907) 706-4090 
FACSIMILE: (007) 70S-4PR8 

e-mail: i-wOgd.nel

The Honorable Kurt Olson, Chair February 12, 2008
Labor & Commerce Committee 
Alaska State Legislature 
State Capitol, Room 408 
Juneau, Alaska 99801

Re: HJR 24

Dear Representative Olson:

I am writing to you on behalf of State Farm in opposition to HJR 24, which is essentially a blanket 
opposition to "any law that would establish a federal insurance regulatory system."

State Farm has long maintained that the situs of insurance regulation is much less important than 
its efficacy, and has continually sought to improve the state-based regulatory system by 
supporting uniformity and competition-based regulation. These efforts have met with limited 
success. And while various initiatives have been well-intentioned, they have produced little 
tangible impact. The current patchwork system of inconsistent state laws and regulations confuses 
consumers and results in insurance products that vary greatly among the states. These 
differences provide little, if any, benefits to consumers and add administrative costs to the price 
of insurance products. They have dampened innovation and delayed product introductions.

Although State Farm still advocates improvements to the current state-based system, we have 
concluded that an optional federal charter system (OFC) that promotes competition among 
insurers offers the best opportunity for improvements in the regulatory system on a countrywide 
basis. Such an approach would clearly provide important consumer benefits in Alaska and across 
the United States by establishing a regulatory framework that allows insurers to serve their 
customers efficiently and meet their needs in a timely manner.

One such proposal is the "National Insurance Act of 2007." (S. 40; H.R. 3200), which would 
establish an OFC system for the regulation and supervision for insurers. The Act would apply to 
both property/casualty insurers and life insurers, and would establish a system similar to the 
banking regulatory system under which companies can choose either a state or federal charter. 
The regulator of federally chartered companies would be an independent Office of National 
Insurance withing the Department of Treasury. Many of the concerns addressed in HJR 24 are 
addressed in the Act. Under th's system, federally chartered companies would be primarily subject 
to federal law, but they would continue to be subject to state laws related to taxation; and would 
also be required to participate in state residual market mechanisms and state guaranty 
associations. Federally chartered companies would be subject to the full application of the antitrust 
laws. Insurance agents and brokers who obtain a federal producer license would be legally 
permitted to solicit insurance customers and provide service throughout the United States on 
behalf of either a federally or state chartered insurer. Federal regulators would well-serve 
consumer protection concerns, just as they have in other areas such as the Securities and
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Exchange Commission, the Office of Thrift Supervision, and other federal regulators of financial 
services.

There is little argument that the current state-based system is an expensive one to the industry 
and consumers, both in terms of direct compliance and filing requirements, and the costs of delay. 
A 2004 study by the American Council of Life Insurers found that an optional federal charter would 
reduce overall regulatory costs for life insurers by 55%. Given the more extensive regulation of 
personal lines property and casualty insurance, the savings would likely be even greater.

In sum, State Farm believes an OTC is in the best interest of both consumers and industry. 
Before issuing a resolution from the Alaska Legislature that declares opposition to any federal 
regulation in any form, we encourage and invite you to study the issues carefully, for as noted 
above, there are many advantages to an OTC which at the same time can address many of the 
concerns addressed in HJR 24. Please let me know if I may provide any additional information 
or answer any questions or concerns you may have.

Sheldon Winters 
State Farm Lobbyist

cc: Members of the House Labor & Commerce Committee: 
Representative Mark Neuman, Vice Chair 
Representative Carl Gatto 
Representative Gabrielle LeDoux 
Representative Jay Ramras 
Representative Bob Buch 
Representative Berta Garnder

Sincerely,

And the Honorable Representative John Coghill
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REPRESENTATIVE JO H N  COGHILL

SPONSOR STATEM ENT

HJR 24 Opposing a Federal Insurance Regulatory System

T his  re so lu tion  o p p o ses  a t tem pts  by C o n g re s s  to b ifu rca te  in su rance  regu la tion  
be tw een  the s ta tes  an d  the  federal g o v e rn m en t.  T h e  “ O p tio n a l  Federal C h ar te r” has  
been  in troduced  in bo th  c h a m b e rs  o f  the  U.S. C o n g ress .

T o  avoid  such  a  m o v e  by C o n g ress  to en ac t  federa l regu la t ion  o f  insurance ,  the 
legis la ture  passed  H B  4 3 9  u n an im o u s ly  in M ay  o f  2 006 . T h is  bill ad d ed  A la sk a  to  the 
In tersta te  In su rance  P roduc t  R egu la t ion  C o m p ac t .  T h is  co m m iss io n  co m p rised  o f  th irty  
s tates serves  as  a  s ing le  po in t  o f  filing for sp ec if ied  in su ran ce  p ro d u c ts  (life insurance, 
annu ities ,  d isab ility  incom e, and  long -term  ca re  p ro d u c ts ) ,  and  estab lished  un ifo rm , 
national s tan d ard s  for th o se  products .

" su Perscd c  s ta te  regu la t ion  o f  
PMC* insurance.

H JR  24 a ffirm s A la s k a 's  
nhA .  o p p o s i t io n  to the federal 

g o v e rn m e n t  a t tem p tin g  to

ou
At

Government never o f  itself 
furthered any enterprise, hut hy the 
alacrity with which it got out o f  the 
way.

VI

-H enry  David Thoreau

http: www.insurancccompact.org compact map.htm
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