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DEPARTMENT OF REVENUE // oUEH <
office or the conmssmt 7 juneau, alaska 99311

The Honorable Bettye Fahrenkamp
Chairperson

Senate Resources Committee

Room 113 - Capitol Building
Juneau, 1 ska

Re: Sponsor Substitute for Senate B. si No. 25
Dear Senator Fahrenkamp:

Sponsor Substitute for Senate Bill No. 25, an Act establishing a power
project revolving loan fund in the Alaska Power Authority, amending the
Alaska Power Authority Act, and requiring the Department of Revenue to
invest the surplus power project revolving loae fund balance, was introduced
in the Senate cn January 29, 1981 and was referred to the Senate Resources
and Finance Committees.

For the consideration of the Senate Resources Coimnittee, I am enclosing
a copy of a Fiscal Note prepared by Mr. Anselm C. Staack, Treasury
Comptroller of the Department of Revenue concerning the proposed legislation.

Sincjrely,

R. D. Stevenson
Special Assistant

cc: The Honorable Don Bennett
The Honorable M. H. Dankworth
Co-Chairmen
Senate Finance Committee

Joseph K. Donohue
Deputy Commissioner
Department of Revenue

Anselm C. Staack
Treasury Comptroller
Department of Revenue



} THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGTLLATURE SSSB 25

-BSCAL- NOTE,
| REQUEST

Bill/Resolution No. SPONSOR SUBSTITUTE FOR SENATE BILL No. 25

Title"An Act establishing a power project: revolving loan fund in the Alaska Power Auth."

Requested bv Senate Resources Committee Date 3/7?Q/fl;

Il.  FISCAL DETAIL
A ency Affected pepartment 0f Revenue
Proaram Categor AFCtEd General Fund Unrestricted Revenue?
Pro ram, or Subprogram{s) Affected
Note |f more than one bUd(i .companent IS affected, separate line-1tem amounts and funding Tor eacn
component in the analysis section.)

EXPENDITURES  (Thousands of Dollars)

FY 81 FY 82 FY 83  FY 84 FY 85  ,FY 86

100 PERSONAL SERVICES
200 TRAVEL

300 CONTRACTUAL

400  COMMODITIES

500 EOUIPMENT

600  LAND & STRUCTURES
700 GRANTS. CLAIMS. ETC

RINDING gwwmmvmof DoIIars) INTEREST EARNINGS REDUCTION TO GENERAL FUND

UNRESTRICTED

GENERAL FUND  MILLIONS -0- 91.2 91.2 91.2 “0- _0-
FEDERAL FUNDS
OTHER (Specify Fund Source)

POSITIONS

FULLTIME
PART TIME
TEMPORARY

1. ANALYSIS (See Fiscal Note Preparation Instructions, Section 1)

Bill allocates interest earnmmgs on appropriated but temporary unused monies to the
Alaska Power Authority. Calculations based on companion appropriations bill SB 26.

Above assumes u 12% interest rate on temporary invested funds. Monies used
evenly throughout the year. $760 million average balance. Even if Authority
did not draw all funds as they became available the bill requires that interest

earned on available balances be used by the. Authority for allotment to other
projects.

V. DATE February 2, 1981 PREPARED BY anseim C. staack. Treasury Comptroller
o AGE Dept, of Revenue/Treasury Division
Original: Leglslatlve Finance PHONE *65-2351
cC: Budget and Management
Prime Sponsor (First Legislator Name ')

33-001 (Rev. 12/80



BILL ANALYSIS
Sponsor Substitute for Senate Bill No. 25(1/29/81)

Program Effects:

1. Defines "economically feasible™ project, ice., if the
Alaska Power Authority (Authority) determines that
the total costs of a power project is cheaper over the
est;mated life v. other alternatives.

2. Standard factors used to determine feasibility to in—
clude:
a. A 7% inflation factor for construction and oper—

ating costs.

b. A 10% interest rate on money borrowed for the
project.
C. An 11% annual cost escalation factor for alter—

native power sources from oil,, gas or coal.

Establishes a Power Project Revolving Loan Fund (Fund)
in the Authority. The money in the Fund includes:

a. Appropriations to it by the legislature;
b. Principal and interest r*payments or; loans.
0. Interest earned on Fund invested balances.

The Fund may be used b* the Authority for:

a . Loans for reconnaissance, feasibility studies and
project financing plans.

b. The cost of a power project including licenses,
design and construction of the project.

C. Grants for power production assistance.
5. The Authority shall make loans for:
a. Power projects designated by the legislature ;n

the amount the legislature designates.

2/2/81 _1-



BILL ANALYSIS, SSSB 25, Cont"d

b. Power projects not designated by the legislature
if the Authority owns the project..

C. Power projects not designated®, by the legislature
if the Authority finds it economically feasible,
and:

(1) will operate on renewable resources, or,

(2) Operates on coal, peat or wood where that
source fuel 1is abundant and renewable energy
resources are not available or cheaper.

6. The Department of Revenue 1is to invest and manage the
balance of the fund which exceeds loan and grant re—
quirements for the current fiscal year. Investments
allowed in accordance with general fund investment
statutes.

7. The Authority to maintain a record of all loans made.

8. Investment income on money appropriated to the Fund

shall be alloted each fiscal year:

a. To each power project specifically legislativsly
designated in proportion to the amount appropriated
to the project as a percent of the total appropria—
tion .

b. To all other unspecified power projects in pro—
portion to their amounts v. the total amount
appropriated for unspecified projects.

9. Loan terms and conditions include:

C-- Term no longer than the estimated actual Iife as
constructed or 100 years wnichever is less.

b. Interest rate not to exceed 3% on the outstanding
balance. Until the balance appropriated to the
Fund equals or exceeds $4.5 billion, the interest
rate is /1 a year.

2/2/C x -2-



Repayments of principal and interest to begin when
the borrower ci rtifies that the project 1is pro—
ducing power.

The amount of monej specifically appropriated by
the legislature and the amount of any allotments.

For power projects not specifically designated by
the legislature the loan may not exceed the amount
appropriated for undesignated projects plus any
allotments.

The Fund balance (monies available) can be reallocated
as follows:

Loan repayments may be reallocated to other proj—
ects .

IT a project legislatively designated is not built
the money may be reallocated only for economically
feasible projects within the same market area of
the designated but not constructed project.

c . If appropriations for a legi.llatively designated
project exceeds the amount necessary then the
excess can be reallocated uo other projects.

12. Effective July 1, 1981.
Comments:

1. The bill allows the Department of Revenue to invest and
manage only the Fund balance which exceeds requirements
for the current fiscal year. The Dbill places no restric—
tions on draw downs and their timing.

Appropriate language migbc be included that the Authority
only draws upon the Fund when loan funds are actually
necessary to accomplish construction and not when a
commitment to a loan is made or instituted.

2/2/81 -3-



BILL ANALYSIS, SSSB 25, Cont-"d

Without these restrictions the Authority could simply
make the loan and draw the entire sum when the loan 1is
committed to without having a valid need for all the
money . The restrictions proposed are no different than
how any appropriation is handled, 1i.e., it is not drawn
down (paid out) until a valid expeniture exists.
Revenues are received somewhat evenly throughout the
year and cash is available when received. With the
current language the Treasury could be literally unable
to cash fund other drawdowns when requested until
sufficient cash inflow allows.

2. The Power Project Revolving Loan Fund is entitled to
its interest earnings on all amounts appropriated. The
amount of interest lost to the general fund from amounts
appropriated until their actual use can be quite sub-
stai \l. For 1instance, if 1.52 billion is appropriated
(see companion Bill SB 26) and the money is used evenly
throughout the year, at a 12% earning rate, the general
fund unrestricted interest earnings reduction % $91.2
million over the year.

Although these funds are to be reallocated to other
projects they are unavailable for legislative prioritis—
ation in future periods.

Perhaps it might be satisfactory to allow the general
fund to ha”e the interest earnings on appropriated but
undrawn amounts until they are drawn to cover actual
expenditures on the various loans. This would not harm
any designated projects, provide further control on
"alloted" funds (which could be appropriated by the
legislature if it desires the next year), and would
forward continuing legislative review of project
expenditures.

Anselm C. Staack, Treasury Comptroller
Department of Revenue/Treasury
465-2351

2/2/81 -4-



10

TITLE: "An Act establishing a power project revolving loan fund in
the Alaska Power Authority;

and providing for S? effective date"

i-SCAL IMPACT (if known): The power project revolving loan fund will
include 1) dollar.5 appropriated ; 2) amounts paid as principal
and interest; and 3) interest earned by investment of fund dollars
ERIEF SUMMARY OR HIGHLIGHTS:

Loans can be made for 1) feasibility studies for projects; 2) cost of
project; 3) power production cost assistance.

Loans shall be made for 1) power projects designated by the legislature;

and 2) power projects not designated by the legislature but meet
certain criteria (economic feasibility and operates on renewable
energy or coal, peat, wood)

The bill states criteria for "economic feasibility” -- total costs are
cheaper for estimated life than other alternatives.

Sec. 44.84.430
Mandates that the Authority maintain financial records

The bill gives the loan terms and conditions, namely, the period
of the loan may be for 100 years of the life of the project, whichever
is less.

Tne interest rate may not exceed 3%.

Payment begins on:e the project is producing power.



SB 25 (cont. pg. 2)

The bill sets various loan limitations.

The Authority may reallocate funds which have been repaid to other
power projects.

Until the fund equals $4.5 billion, the interest rate on loans
will be 7ro.
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M EKORANDUM January 29, 1981

SUBJECT: Sponsor substitute for SB 25 (power project
revolving loan fund) and SB 26 (companion
appropriation) (Work Order No. 12-0521)

TO: Senator Bettye Fahrenkamp, Chairman
Senate Resources Committee

FROM: John B . Chenowejm
Legislative Cohns

This pair of bil_s authorizes and appropriates for a
revolving ioan fund in the Alaska Power Authority by which
the Authority may make loans for construction of power
projects, earn a return on the loans made, and (with
legislative approval) use the principal and interest for
subsequent power projects.

SB 25, the authorization, operates generally in the manner
of other state revolving loan programs. The difference
between this legislation and programs already in place is
one of project dimension and loan repayment period. Both
are significai.tly larger than comparable loan program
components. The major operative provisions of the legis—
lation are set out in * Sec. 2 [page 2, line 1 and
following] f* materials amending AS 44.83, the Alaska Power
Authority Act.

Sec. 44.83.400 establishes the power project revolving fund.

Sec._44.83.410 indicates the principal permissible uses of
the runcT"bal .nee to be (1) the making of loans in order to
complete reconnaissance and feasibility studies and power
project finance plans required by law, and (2) the making of
loans to meet the costs of power projects.



Senator Bettye Fahrenkamp
Page 2
January 29, 1981

Sec. 44.83.420 establishes limitations on the loans which
the authority may make from the fund. Generally, the
authority is held to making loans for (1) power projects
designated by the legislature by law (where required by

AS 44.83.185), (2) power projects which the authority itself
owns or will own, and (3) power projects which the legislature
need not designate by law because of the exemptions provided
in AS 44.83.187 but which the authority determines will be
"economically feasible”™ [the term is defined in context on
page 1, at lines 16 - 29] and which will be operated using
one of the resources, and within the limitations listed in

AS 44.83.420(a)(3)(A) or (B).

Sec. 44.83.430 essentially requires the authority, pending
the making a loan from the revolving fund, to maintain
records of temporary investments on a per project basis. It
describes, in subsection (b), the manner of allocating
income earned on this invested income back to specific
projects which have been identified by the legislature, and
to unspecified projects generally.

Sec. 44.83.440 sets out terms and conditions applicable to
loans, specifying a maximum repayment period, a rate of
interest, and a date when repayment is to commence.

Sec. 44.83.450 describes loan limitation.0 in terms of the
maximum amounts which .ay be loaned for particular power
projects. Where the legislature has appropriated ana
allocated to a power project, the loan may not exceed the
allocation and a pro rated share of investment income earned
under AS 44.83.430. Where the legislature has not designated,
appropriated and allocated to a power project, the authority
has discretion, within the total amount available to it for
undesignated projects and the pro rated share of investment
income earned, to determine the amount which may be allotted
to each project.

Sec. 44.83.460 addresses the situation opposite to AS 44.-
83.4S0 by describing how the authority shall aci ount for and
handle repayments of principal and interest on loans for
power projects (subsection (a) says that the authority may
reallocate to other power projects). The section also
extends to the authority the responsibility for deciding
what to do with amounts appropriated by the legislature to
power projects which are not constructed, and to power



Senator Bettye Fahrenkamp
Page 3
January 29, 1981

projects for wnich the amount appropriated exceeds actual
costs (in both 1instances, by subsections (b) and (c)) the
authority may reallocate these amounts to other power
proj ects .

Sec. 44.83.470 adds a definition of the term "fund".

By * Sec. 3 of the bill [page 5, lines 20 - 22], sums
appropriated by the legislature (such as proposed in SB 26)
are to be temporarily handled and invested by the Department
of Revenue as the surplus general fund balance may be
invested, with the proceeds of the appropriation and
earnings transferable to the authority for projects as
needed.

The major portion of amounts appropriated by the legislature
should go to build projects specified by the legislature by
la in accordance with the 1980 amendments to the Alaska
Power Authority Act. A relatively small amount of money
will be available for undesignated power projects, which may
be selected by the authority but only after completion of a
feasibility study to determine whether a proposed powpr
project not specified by the legislature is "economically
feasible". The requirement that a power project be
economically feasible, and the very general standards for
determining economic feasibility are set out in * Sec. 1 of
the bill, and cross-references to the requirement may be
found at AS 44.83.420(a)(3) (for proposed projects which do
not need legislative review and approval) and at AS 44.-
83.460(b) (disposition of "revolved"” principal and interest
payments on amounts previously loaned).

For loans made, a three percent interest rate on .""mounts
borrowed 1is specified [AS 44.83.440(b)]- By * Sec. 4 of the
bill, the three percent inte, ast rate is set aside and a
higher interest rate, seven percent per year, applies for
projects for which loans are made until the legislature
appropriates at least $4,500,000,000 to the power project
revolving loan fund. (I understand that this suggested
requirement was to assure that supporters of projects for
which appropriations are made in the earlier years are less
inclined to "bail out” of support of the full range of
projects immediately after seeing their projects named in
legislation making appropriations.)



January 29, 1981

Apart from the provisions for making loans for power
projects, this bill also provides that a portion of the
balance of the fund may be used to make grants for the power
production assistance program as authorized in current law
(AS 44.83.162 - 44.83.164). This provision in the bill is
AS 44.83.410(2).

SB 26, the companion appropriation, provides appropriations
from the general fund during each of the next three full
fiscal years (FY 82, FY 83, FY 84) to at least the minimum
amount specified in SB 25 that would escape levy of che
higher seven percent interest rate. As a technical matter,
a Committee Substitute should be considered for this bill to
pick up, at page 3, following line 4, the following entry
omitted in typing:

(8) Susitna $1,190,000,000

This does not change the total for the FY 84 appropriation
or for the full bill.

JBC:1jb

cC: Senator Jalmar M. Kerttula
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Making a

special appropriation to the
Alaska Power Authority

for construction

of the Sus|tna River Hy roelectr|c
project

Establlshln% ower IPrOLeCt revoIvm%
loan fund in the Alaska Power Authority.

Making special approprlatlons to the

ower’ project revolving  |oan
Phe Al skzi Power Authgrlt
The hearing was teleconferenced to Anchorage, Fairbanks
and Mat-Su. )
Terr Relkhart Fairi-anks, represet himself, testified
on stating that the feasibjlity d¥ IS proceeding
smoothly. Sinc Sftna IS a majo o ject it s necessary
to have” as much Information as ;J)o SSIb efore making a
decision to proceed.
Patrlttzla ,tendergon Fairbanks, a blo%oglst stated *Iatfth
ar of Fish ames needs ars to corduc:
(P nqu Ife stud|es an(? v&en completgcja t%ey wci? provide

good base line data.

Fred Dure, Anchorage
was opposed to SB

to wildlife.

1 and |

resenting himself, stated that he
hat consglderatlon should be given
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C
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SENATE RESOURCES COMMITTEE
FEBRUARY «, 1981
PAGE: 2

Chuck Smith, Mat-Su, representing himself, stated that
Susitna has been studied for over AO years that it IS tjme
to move on with the project because the area is approachfng
% ower shortage, He indicated that the Alaska Power Authdrity
Olu%on Susitna answered all the questions previously
raised by the environmentalists.
K~ivin Herrin, Fairbanks, representing himself, stated that
the feasibility study Jt needed to determine 'if the size of
the g(%ect |s aggrorﬁmate He |nd|cated that adequate power
IS nee : sonable rate but producing more gower Was
not the solut|on He saw the solution as ehergy conservation.

Vivian Cartwright, Fairbanks, representing herself, stated
that the social consequences, of bqu Su3|tra

high and maK disrupt the rural Iif H) 8 tne area She
|n |cate that the posmve 0|nts o uildin e dam are:
. CPu roduce cheaper ener% or urban areas and, 2.
|t wou roduce short term empl émen

Thomas Star, ~Anchorage, Municipal thﬁht and Power, stated

that he was infavor of all thrée bills. He indicated that
It wts W|se to use non renewable resource revenues to build
dseful ond term h%/ ro structures. These bills will provide
unding for our ure energy needs.

Dorothy Jonesortedpresentmg the MatSu Borough, stated she

stron(I; Susltria” and _all other hydro projects in
the State e ause t% are enV|ronmenta||y clean and also a
good use of a renewable resource.

Jeff Wilson, Falrbanks representln himself, stated that It
Iﬁ important to thhe otential Epacts of Susitna since
{ or the Inlet fisheries. He

e river EJFOVI es IS
folt that the ea§|b| ity study needs to be completed before
a decision was made

Bob Huffman, Falrbanks, representing h|mse| stated that he
was mfavdf all thr%e bills because tetﬁ\g assure tha
Alaska wi ave a viable energy future Oy % IS renewa e
resource and once the projects a-e completed they will

virtually inflation

David Slngleslgn Anchorage, representing . himself, stated
that the Sierrd Club hasnot taken a posmdn cn the Susitna
PrO]eC because hey arewa|t|ng forthe completion of  the
ea3| ||tly study. " He further “stated that it is logical to
study a project 0 this size in depth, )

Bob Lohr, Anchorage, Energy Director RuralCap, stated that
he supports the aSsistant program portion of SSSB 25 and SB

26 because without them the bush communities would be paying



close to 50e per KWH,

Jim Booska, Fairbanks, representing himself, stated that the
present systems are overloaded and” therefore, Susitna Is

needed as’soon as possible. He said that he' thought that
I'.nettisham was completed S0 what IS ic\r/[oproprratron for
Snettisham Phase [1?7  (Answered later by Holdsworth).

Elexis Dvorson, Fairbanks, representing herself, stated that
she would [ike to see the feasibility ‘study completed and
Was partrculary concerned about an Potentral impact op the
Cook Inlet |sher|%s e Indicated that there were other
energy options such as solar energy, and conservation.

M yers Anchorag , rePres ntin the Alaska Publrc]
rest’ Research Gr B ated tha ur&ressrn t
e trrcrt It enco rages consumptr n. He sug este
e e)r asrs Was aced on e ectrrcrty when e are

nee S sted that "$20 million be put
0 the a%rt ané retro Prtq?ng progran? d

Nancy Lege, Anchorage, representrng herself, stated that he
amount cé nyone un er coB { eration Ey not be nee rt
suggeste the teasibility study complete rrst
David Lacey Farrbanks representing himself, staged he was

0pposed S8 8 because jt creates a big Golden Jailey’
Electric Authorrty and big governmert.

Roxle Palser, Fairbanks, stated she sugforted hsydro electric
Rrogects because there h?ve been changes in Alaska which
ave increase the need for hydro.

Jeff Bowman Fairbanks, erbresentrn% himself, stated he did
not believe that the alternatives that are being studied ar
being grv%n the sane consideration as Susitna. ~He indicate
that™ he thought that smaller projects may be more appropriate.

Doug MeiIntyre, Fairbanks, representing himself, stated he
was~ opposed to SE 8 because the per capita cost was $10,000.

3:05 p.m. End of Teleconference.

Phil Hold sworth, Juneau, re resentrno South Eastern Conference,
stated that their policy statement /3 on hydro electric fits

In reference to” the prevrousy ? ed question regarding
Snettisham Phase I, he stated . that te unds ‘were 1o
connect Lake Dorothy to the existing plant. =~ ‘"the existin
plant was burlt to ‘take an extra turbine and f.ow from the
lake and this com(baratrvey small amount of money will
Increase the capacit

3 COSt



Roland Shanks, Juneau, Alaska Environrenta 1 Lobby, stated

that 1t s premature to appropriate money to_start construction
of the Susitna Rjver Hydroelectric Progect That the decision
to expend money for the Susitna Proc!ec should await the
outcome of the’ studies. He Indicated that 1t may be in
economic besé interest of the State to foster an in- stgte
economY based on energy conservatign, retro-fitting an

smaller more localized” hydroelectric projec Cts.

DTve Hutchens, Jupeau, Executive Director, Alaska Rural
Electric Cooperative Assoclation, stated that there had heen
some mrssund rstandrng about SB 3 because the Federal Epergy
gu atorg Commission requires the fe fl sibjlity studies
b d rror to therr rssuanfe of a ||ce se. But,
|t |s wrse wh |e the money 1Is available from non renewable’
|ncome to put aside ome % It so It can be 3 If and when
usrtna etermrne e feasible. He stated that SB 25
and use the revenue from non-renewable resources to
|nance ermanent energy facili es at low interest rate
Peog ross the staté can b } He |nd|(iate that wen
ese rro ects are comp Ieted of the people iIn the state
ower e further indicated that 1t will he
Xears e ore usrdt built but it can funded at todaz
oIars f IS roven Infeasible th
er projects in th?t area. He
a ard

0st Wrth todays | |
e project like Sustina

moneg ecomes avar lable for o
statéd that the reason or su
IS it is economically more ef

Senator Jalmaé erttula [)eﬂ
th

tl
n
/8
h
cient

ﬁ

r

dent of the Alaska State
Senate, state hese bills represent a 8 year propram.
The basic hrlosophy behrn e bills 1is: th% the "ol
revenues are here today which can be used to build a sound
economic base for the Tuture. These rog\ects rebresent a
Ionrtr term investment in the State's economic 3

stated that now IS our chance t PUt tne moneg asr e because
If for some reason there 1S a § ? S

future even the money in the permanet und will be spent.

Senator Mulcahy put forth the motion to move the b|||s with
Individual recommendatrﬁns with an amendment to 5
?orrectrng the typo ra% ical error on oage three, and with a
etter of iIntent B 8.

The Committee adjourned at 410 p.m.
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