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The Committee on FINANCE considered HB 486..

relating to financing expansion of the power plant on the Fairbanks
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CONTINUATION ®F FISCAL NOTE ANALYSIS
FOR House Bill 486 2 of 2

The capital fiscal note appropriates an additional $2.5 million in revenue
bond proceeds for the power plant project, adding to the $4.0 million in
revenue bond proceeds appropriated by the 1984 legislature.

The University of Alaska Heating Corporation will issue bonds only to
the extent needed to complete the boiler and baghouse projects currently
underway. The estimates for this construction range from a minimum of
$4.0 million to a maximum of $6.5 million. Any bond authority nc used
will be lapsed to the State.

The University of Alaska Heating Corporation had $5,910,000 in outstanding
principle balance of bonds payable as of June 30, 1985. With passage of

HB 486, the Heating Corporation Will be authorized to issue an additional
$6.5 million in revenue bonds, for a maximum authorization of $12.5 million.
No new bonds will be issued without specific legislative authorization.
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IN THE HOUSE BY RINGSTAD BY REQUEST
HOUSE BILL NO. 486
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to financing expansion of the power
plant on the Fairbanks campus of the University of
Alaska; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The Board of Regents of the University of Alaska 1is
authorized to proceed through the University of Alaska Heating Corporation
to 1issue revenue bonds or certificates of participation in a principal
amount not to exceed $6,500,000, to provide financing for expansion of the
power plant on the Fairbanks campus of the University of Alaska. Any debt
incurred by issuance of bonds or certificates of participation shall be
paid from rentals or fees charged to the University of Alaska, by the
University of Alaska Heating Corporation.

* Sec. 2. This Act takes effect immediately in accordance with AS 01.-

10.070(c).

s HB 486
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DILL SHEHFIELD, GOVERNOR

REPLY TO:

1031 W 4th AVENUE
S 200

UITE
ANCHORAGE, ALASKA 99501
OFFICE OF THE A TTORNE Y GENERA L PHONE:(9071276-3550

C1/if NATIONAL CENTER
Hay 9, 1986 100_CUSHMAN ST,

DEI AIKTMEINT OF L AW

The Honorable Frank Ferguson
Alaska State Legislature
P.O. Box V

Juneau, Alaska 99811

Re: CSHB 491(Fin)
Dear Senator Ferguson:

We were asked to provide a letter explaining the finan-
cial implications of (1) P.L. 96-514 (42 U.S.C. 6508), (2) the
recent superior court decision in City of Barrow v. State,
1JU-S5-2634 Civil, and (3) CSHB 491 (Fin).

The federal law provides that the state is to receive
50 percent of federal revenues from oil and gas leasing in the
National Petroleum Reserve-Alaska ("NPRA™"). In allocating those
funds, the federal law requires the state to give priority to
subdivisions of the state most directly or severely impacted by
NPRA leasing.

In the court decision, the superior court held that the
state had violated the provision of federal law requiring the
state to give priority to the subdivisions of the state most di-
rectly or severely impacted by NPRA leasing. It directed that a
fund be reconstituted to afford the opportunity for those subdi-
visions to demonstrate impacts entitling them to priority to the

funds. At the same time, the superior court ruled that not all
of the monies received by the state under the federal law should
be placed in the reconstituted fund. Instead, the ruling direct-

ed the state to reconstitute a fund consisting of money received
under the federal lav; but excluding funds expended prior to 1984
by general fund appropriation.

This bill is designed to implement the federal law as
construed by the superior court. It is not only consistent with
the superior court's decision, but accomplishes precisely what
the superior court ordered. As currently written, it affords
subdivisions of the state the opportunity to apply for funds to
alleviate impacts of NPRA leasing. To the extent subdivisions



The Honorable Frank Ferguson Hay 9, 1986
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demonstrate direct or severe impact from NPRA leasing, under the
federal lav; they are entitled to a priority to those funds. Once
that priority use has been satisfied, any remaining funds become
subject to the provisions of state law, including the automatic
deposit in the Alaska Permanent Fund.

In brief, the bill as presently drafted satisfies the
requirements of both federal and state law. Both the plaintiffs
in the superior court Ilitigation and the Administration are in
agreement on this point.

Sincerely,

HAROLD M. BROWN
ATTORNEY GENERAL

By:
G. Thomas Koester
Assistant Attorney General

GTK:dim

cc: Commissioner Nordale, DOR
Commissioner Notti, C&RA
Dave Rose, Alaska Permanent Fund



Sherman Carter
Executive Vice President
(907) 474-7440

University of Alaska

Fairbanks, Alaska 99775-5260

January 10, 1986

JAN 1'6 196

The' Honorable John Ringstad
Alaska State Le |s|ature
Pouch V A

Juneau, AK 99811

Dear John:

Attached IS c%ﬂy a draft bill author|2|n%)the Unlver3|t¥ of
Alaska eaUn rporanon to issue revenue bonds on

the un|ver3|t Also attached is a fiscal note and back roun

information on the Heating Corporation and the upgrades be|ng

made to the UAF heating/power plant.

hn, this_ Dbill must get passed and sngne?bx the Governor ver
r % In the session.” . In anttcuaatto terim revenue  bon

|ng F has comnntted 00 of its FY86 operating fund
ar ntee payment of the contractor for completion “of th
se project. Failure to, rece|ve early Eassage of this bil
t "a minimum, result in the HeaUng orporation securing
ing at excessive, taxable rates [nstedd tax exempt rates
e with ~a legislative resolution; or at worst, could
a drastic layoff of physical plant and maintenance staff
niversity in “Fairbanks.
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h ] bamcalw allows t apn Corpora mn to horrow
W e |arel, at taxl|e§emp s,t| funds "nee th complete
Use installation curre in_ pro ress IS

% to utﬁlze its FY86 operating fuRd gfor neede repaws

ma|ntenance on campus and retain” its physical plant

ntenance personnel currently on staff to do. this work as
inally pl anne gfore the “urgency of the emissions control

?ect as identifie

ue to restrictions in the current bond indenture agreement, the
only other alternative is for the Heating Corporation to obtain
the” consent of 100 percent of the present bondholders and
|ndependenﬂx secum fnanC|ng at taxable rutes.  Although the
university alrea J obtained consent of two-thirds 0of the
bondholders .as req U|r for 1ssuance of additional debt, locating
the remaining bon olders and obtalnln? full “consent from
everyone could be difficult or impossible in the time frame
required. In addnlon borrowing under such an arrangement would

eguite taxable interest rates, which are far in excess of tax
exempt  rates
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priation” authority received during the 1985 session. Passage of
the bill is needed immediately, however, an early effective date

Hotd &@ th§ah fgngccgptggqepssential. A fiscal note effective

| would again like to personally thank you. for your interest in
the unive?sny and,alll%f the n%ny goodythings you have done to

help the entlie university connnunn¥. |f You need any additional
information about this or” other matters, please contact me.

Sincerely,

Sherman Carter
SFClpe

Ht tachments



University of Alaska Heating Corporation
Power Plant Expansion

The University of Alaska is seeking a legislative resolution from the Alaska
State Legislature authorizing issuance by the H_eatln? Corﬁora_tmn of up to $6.5
million in tax exempt revenue bonds for expansion of the heating plant facilities
at the Fairbanks campus. The resolution is required in order for interest on
increased Heating Corporation debt to qualify as tax exempt interest, to meet
technical requirements for issuance of additional debt under the current bond
indenture agreement, and allow commitment of the revenue bond expenditure
appropriation received in 1985. Consent to the issuance of $6.5 million in new
bonds has been obtained from two-thirds of the current bondholders as
required bY the bond indenture agreement. Receipt of the legislative resolution
ghmérﬁa}g he need to locale and obtain formal consent of the remaining
ondholders.

Background Information:

The Heating Corgoratjon IS a not-for-profit corporation formed under the laws
of Alaska in 1962 to finance and construct a central heating and power plant for
the University of Alaska at Fairbanks, Alaska. The corporation IS managed by a
Board of Trustees consisting of Fairbanks community members serving on a
voluntary basis without compensation.

Pursuant to legislative resolutions by the Alaska State Legislature the Heating
Corporation has issued tax exempt revenue bonds for construction an
improvement of the plant facilities as follows:

1962 $3,900,000
1969 $2,300,000
1978 Series 1 $4,400,000
1978 Series 2 $800,000

The outstanding principal balance of bonds payable at June 30, 1985 was
$5,910,000. The debt service for these bonds is funded by the Heating
Corporation through the lease of the plant facilities to the university in an
amount e(éuwalen_t to the debt service payments. The plant facilities are
construcl:tfe on university land which is leased to the Heating Corporation at a
nominal fee.



University of Alaska Heating Corporation
Power Plant Eipansion

The University of Alaska also received direct capital agpropr_iations from the
Legislature of $700,000 in 1980 and $4,000,000 in\J985 for improvements to
the plant facilities. In addition, the University of Alaska Fairbanks made
operating budget expenditures of apPrommately $500,000 in FY85 and has a
contractual commitment of qu_ratlng und for FY86 of $911,400 for installation
of plant emission control facilities.

The Heating Corporation and the university undertook two major plant
expansion projects in 1985; installation of a new oil fired boiler and a pollution
control project. The new hoiler was urgently neeued to give the Fairbanks
campus the backup heating capacity required during the winter months. In
addition, the Department of Environmental Conservation (DEC) indicated that
severe fines would be imposed on the university commencing June 1, 1986, if
the plant emissions are not brought into compliance with regulatory
requirements. In effect, DEC has the ability to require the university to
improve emissions through use its oil fired boilers in place of the coal units
which could result in increased fuel costs of as much as $2 million per year.

In its FY85 budget submission the university included a $4 million current
Year_request for a boiler addition project and $2.5 million subsequent year
funding request for an emissions control project. The emissions control project
IS referred to as a "baghouse”, which is a type of vacuum system to withdraw
particles from the power plant emissions. The university received the
requested $4 million direct apProp_rlatlon entitled power plant expansion and
also received appropriation authority to issue $4 million in revenue bonds for
the same purpose. Bond counsel has indicated that an additional resolution
from the legislature is necessary in order to issue tax exempt revenue bonds.

Based on a compliance order from DEC and the potential for improved
operational efficiency from installation of the baghouse, both projects were
initiated with the original $4 million direct appropriation. An oil fired boiler
was purchased and a contract awarded for construction of a shell to house that
unit. A separate contract was awarded for installation of the baghouse
equipment which was purchased by the university from FY85 ogeratm funds.
The baghouse installation contract required a commitment of $911,400 from
FY86 university operatm_ﬁ_ budget funds in addition to the remaln_ln% monies
available from the $4 million direct appropriation. Financing of this $911,400
commitment for the baghouse installation project is now urgently being sought
by the Heating Corporation in order to release the university operating funds
for Fairbanks campus repair and maintenance projects as originally planned
before the immediacy of the emission control problems was identified. Failure
to obtain this financing could result in significant staff layoffs for the
university during the last half of the fiscal year.



University of Alaska Heating Corporation
Power Plant Expansion

The university Board of Regents has authorized the university administration
and the Heating Corporation to pursue issuance of up to $6.5 million in revenue
bonds for plant expansion and to secure interim financing of the ba%house
installation costs up to $1.1 million. In addition to the baghouse installation
currently underway, completion of the boiler addition project which would
make the boiler operational is the primary project for which revenue bond
funding is being sought. It is the Intent of the university and the Heating
Corporation to issue only the minimum amount of revenue bonds required to
complete these two projects unless contract awards are substantially less than
anticipated or a high cost/benefit or energy savm%s can be identified with new
plant expansion projects. Although the scope of the projects has not changed
substantially, the estimated total cost has been increased significantly based on
the cost of completing the baghouse in phase 1 and more current information
on cost of this type of construction.

Interim Financing Proposal:

The Heatln% Corporation intends to secure interim financin? for the $911,400
committed to completion of the baghouse project immediately upon the earliest
occurrence of either one of the following events: (1) the securing of a legislative
resolution authorizing issuance of revenue bonds or (2) the securing of consent
from all present bondholders to issuance of the proposed bond anticipation
notes. Occurrence of one or the other of these events Is necessary to meet the
requirements of the current indenture agreement before additional debt can be
incurred by the Heating Corporation.

Repayment Source:

Funding of principal and interest pa%/ments for interim financing and long term
revenue bonds will be secured through amendment of the current lease
agreement hetween the Heating Corporation and the University of Alaska. The
amendment will provide for lease payments in an amount equivalent to the
increased debt service requirements.  Funding for increased lease costs will
come primarily from savings realized on renegotiation of a five year coal
contract at reduced rates in 1985, efficiency savings resultlng from completion
of the baghouse and reallocation of funds within the Fairbanks cam%us
operating budget. The current bond redemption schedule indicates that
approximately $200,000 will be available for additional annual debt service
commencing in 1994,



University of Alaska Heating Corporation
Power Plant Expansion

Project Description:

The existing he_atmg/power plant supplies steam for heat and electrical power
to the university’s Fairbanks camPus facilities. 1t also supplies heatlnﬁ steam
to three adjacent local school facilities. The plant is located just south of the
main campus area. The facility includes two 50,000 Ib./hour stoker fired coal
boilers which provide base load steam requirements for heat and operation of
a 10 megawatt turbine generator and one 100.000 Ib./hour oil fired boiler
which is primarily used for standby and peaking periods. Two 15 megawatt
turbines generators are also maintained at the plant.

The baghouse project consists of installation of two previously purchased
full-steam baghouse facilities. The facilities will be used for control of
particulate emissions from the coal fired boilers. Each ba?house will take full
stream exhaust gas flow from one boiler. Gas effluent from hoth bagzhous_e
facilities will be directed to a common stack. The dust collection system is
designed and sized to produce an effluent gas flow which will meet emission
requirements as prescribed by the Alaska clean air act.

The boiler addition project consists of installation of a second 100,000 Ib./hour
oil fired hoiler which was previously purchased from Zumn Industries. The
project includes extensive interface with existing equipment and facilities
Including the hot well system and _foumps, feecwater heater systems and
pumps, water treatment systems, oil storage tank, oil heater systems and
Bumps. Major new equipment will include the boiler, forced air fan, air heater,

oiler control systems and stack. The boiler will be housed in a 60" by 40’
building extension located just east of the main plant. The building extension
which 1S part of this project will be steel frame and steel sided. All equipment
will be located on the ground floor. The second floor will provide office space
for plant operations personnel.



£
"University of Alaska Heating Corporation
Power Plant Expansion

Estimated Project Cost:

Phase 1 Phase 2
Bachouse Boiler Boiler Total

Engineering 104376 619,052 315,000 1,038,428
Construction 2541997 911820 4658913 8,118,730
Public art . 24,800 8,684 42,000 75484
Furnishings/equipment 512,744 716,767 1,229,511
Legal/bond consulting 5,000 140,000 145,000
Project management 95,000 75,000 270,985 440,985
Other administrative 4,000 4,000 10,000 18,000
Interim financing costs 151,702 151,702
Total 3.288.917 2340323 5.588.600 11.217.840
Sources of funding:

UA operating budget 482,840 482,840
UA capital appropriation 1,659,677 2,340,323 4,000,000
Heating Corporation 235,000 235,000
Proposed bond issue 911,400 5,588,600 6,500,000
TOtal 3.288,917 2.3.40.323 5.588.600 11.P7.840

Note:

Phase 1 of the heating plant eipansion is  currently
for completion in  March orApril,  1936. Phase 2wl
funding ~ is  available.

Interim ~ financing  in anticipation  of issuance  of  reven'
for the $911,400 committed  tothe  baghouse installation
expansion.



Background prepared by
University of Alaska

HB-486, By Ringstad by request

"An Act relating to financing expansion of the power plant
on the Fairbanks campus of the University of Alaska; and
providing an effective date."

PURPOSE: The bill basically allows the University of Alaska Heating
Corporation to immediately borrow, at tax exempt rates, the funds
needed to complete the heating plant expansion project currently 1in
progress.

The Heating Corporation and the University undertook two major
plant expansion projects in 1985; installation of a new oil fired
boiler and a pollution control project, required by DEC.

FISCAL NOTE: $2.5 million, which would raise the Heating Corporation®s

authority to bond to $6.5 million. The University received a $4

million direct appropriation 1in their FY 85 budget for power plant

expansion and also legislative authority to issue $4 million in reve—
nue bonds for the same purpose. In addition to exceeding the original

engineering cost estimates, the project sequence has shifted due to a
DEC emission control order. It is the intent of the University and the
Heating Corporation to issue only the minimum amount of revenue bonds

required to complete these two projects.

UNIVERSITY OF ALASKA HEATING CORPORATION:

«"The Heating Corporation 1is a non-profit corporation formed in
1962 to finance and construct a central heating and power plant for
UAF. The corporation is managed by a Board of Trustees consisting of
Fairbanks community members serving on a voluntary basis without
compensation.

eeThe Heating Corporation, pursuant to legislative resolutions,
ha3 issued tax exempt revenue bonds for construction and improvement
of plant facilities as follows:

L1962 s $3,900,000
1969. ... ........ 2,300,000
1978 (Series 1).. 4,400,000
1978 (Series 2).. 800,000

The outstanding principle balance of bonds payable at June 30,
1985, was $5,910,000.

"“Debt service for these bonds 1is funded through thelease of the
plant facilitiesto the University of Alaska, Fairbanks, in an amount
equivalent to the debt service payments.

"eOther capital appropriations include:

FY 80......o.... $ 700,000 (legislation approps.
FY 85 ... 4,000,000 for plant facilities)
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Committee on loans 1) 65460

LETTER OF INTENT
HOUSE SPECIAL COMMITTEE ON STATE LOANS
HOUSE BILL 486

It is the intent of the Legislature that, with the
approval of HB 486, the University of Alaska Heating
Corporation is authorized to issue bonds for expansion
of the University Power Plant in an amount not to
exceed $12,500,0D00. This authorization limit is
intended to/lhci.iide all prior authorizations as well

as /HO 486.

Chair,
use Special Committee on Loans

6* //,



COMMITTEE REPORT

SENATE
2/18/86 Date
Mr. President
The Committee on LABOR & COMMERCE considered HB 486 -

relating to financing expansion of the power plant on the Fairbanks
campus of the University of Alaska; efd. <

and (a majority of the committee) (the committee) reports it back with
the following recommendations: i.

[ do pass
do pass with attached amendment(s)
replace with/or adopt CS for
new title
same title and recommends
and attached a "LETTER OF INTENT" [ T NEW FISCAL NOTE
reports it back without recommendation

recommends referral to Committee

MEMBERS HAVING
OTHER RECOMMENDATIONS

Chairman

Chairman recommendation





