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March 23, 1989

The Honorable Tim Kelly
President of the Senate
Alaska State Legislature
P.0. Box V

Juneau, AK 99811

Dear Mr. President:

Under the authority of art. 1IlI, sec. 18, of the Alaska
Constitution, 1 am transmitting a bill relating to the
powers of the Alaska Power Authority. This bill has two
main components:

1. the conversion of the power project fund from a
fund supported by the general fund to a revolving
loan fund financed primarily by the sale of
bonds, and

2. the authorization permitting the agency to sell
waste heat directly to retail customers.

With regard to the first of these components, the authority
would sell bonds to finance loans from the power project
revolving loan fund. The fund would consist of appropri—
ations, repayments of principal to the fund, interest on
loans made from the fund, 1income from investment of money
in the fund, and the proceeds of bond sales. The authority
would pledge the money repaid to t.he fund as security for
bond debt service, but the balance from appropriated money
would be returned to the general fund at the end of each
fiscal year.

Although temporary retention of interest and income in the
fund raises an issue under the dedicated-fund pronibition

of art. IX, sec. 7, of the Alaska Constitution, the
Department of Law believes that the constitutionality of
that "dedication” of interest and income would be

defensible. 1982 Op. Att"y Gen. No. 13 (Nov. 30).
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The bill provides a mechanism for the authority to recover
money to which the borrower 1is entitled under the power
cost equalization program, or from another state agency,
when the borrower 1is in default on its loan payments to the
fund.

The list of eligible borrowers would be expanded from those
utilities eligible under AS 44.83.170 to include school
districts, regional educational attendance areas, regional
housing authorities, and certain business enterprises
(defined in sec. 14 of the bill). The list of activities
eligible for loans would be expanded to 1include the
acquisition of an existing power project, the acquisition
of bulk fuel reserves, or other energy resources, and con—
sumer end-use improvements to reduce the demand for energy.

In addition, the loan fund would no longer be limited to
costs associated with a "small-scale power production

facility."” Instead, AS 44.83.170(b)(1)(B) would refer to
"power projects,”™ as including those activities described
in the bill. The definition of “small-scal.e power
production facility” would be repealed. Sections 5 and 15
of the bill.

Under existing law, the authority sells energy to
utilities, who then pass the energy on to their retail
customers. This bill would permit the authority to bypass
the utilities and to sell waste heat directly to retail
consumers. The waste heat sold by the APA would displace

other heat sources, such as diesel fuel and oil, currently
being used to heat the retail customers®™ facilities.

The proposed amendments described above necessitate the
following additional changes 1in existing statutes. In
order to enhance marketability of bonds, AS 44.83.187(a) is
amended 1in sec. 12 of the bill so that projects financed by
the power project revolving loan fund would not be subject
to OMB review, and approval by the legislature, under
AS 44.83.177 - 44.83.185. The statement of the enumerated
powers of the authority would be amended by sec. 2 of the
bill, to reflect the authority"s power to sell waste heat
to retail consumers. The requirement that loan repayments
be deposited in the general fund would be repealed (in sec.
15) since those payments would be paid into the power
project revolving loan fund and used as security for the
bond financing.
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Additionally, the bill would make several technical correc—
tions. One 1is that the reference in AS 44.83.187 (a)(1l)

(sec. 12 of the bill) to the renewable resources fund would

be eliminated since that fund was vrepealed in 1984.

Section 16, ch. 161, SLA 1984 . Another 1is that the terms

"cities" and "boroughs™ would be deleted from two lists in
AS 44.83.170(b) which also 1include ™"municipalities.” As

defined 1in AS 29.71.800, the term "municipality™ includes

cities and boroughs, making the separate references un-—
necessary. Section 5 of the 1vil.
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PROPCSED PONRR PROJECT REVOLMING LOMN FUND - B 238

NED HR LEGISLATION

Inability to meet demand for loans

0

The Alaska Energy Authority receives many requests for
FINANCING FCR FEASIBLE BENERGY PROJECTS WHCH IT IS UNABLE

TO MEET.

The Authority has two methods to finance projects —
LOANS AUNCED WITH LEGISLATIVE APPROPRIATIONS AND BOND

FUNDED LOANS "

S.t.

There is currently no legislative funding available for

LOANS,

Bond funding of projects works only for large projects
WITH STRONG A\D FAIRLY PREDICTABLE OURCES (R REVENUES
A\D WHCH ARE EASILY UNDERSTOCD By THE BOND MARKET.

SVALLER/ MCRE COVPLICATED PROJECTS ARE NOT' FINANCEABLE
WTHOUT SV ADDED ORCE GF SECLRITY.

NED R ADDITIONAL SECLRITY

0

The Authority does not have the financial strength that
WOUD CAE THE USE OF ITS GENERAL OBLIGATION TO ADD

SECLRITY TO A\ BONDS ISSUED.  IT HAS NO UNRESTRICTED
CASH A\D ND EQUITY THAT IS NOT TIED WP IN FIXED ASSETS.



0 Wthout a secondary source of repayment the Authority
WOUD NOT BE ABLE TO SELL BONDS FCR MOST PROJECTS, BVEN

IF THESE VBRE BACKBD By THE MCRAL OBLIGATION CF THE STATE

0  The AVENDMINIS TO AS 44.83.170 ATTEVPT TO ADD SECRITY TO
AN BONCS ISSUED BY THE AUTHORITY WITHOUT ALLONING FCR
THE ACOUMULATION CF LARGE CASE BALANCES BY THE AUTHCORITY.

0  The AUTHORITY WOUD SHL BONCS AD LOMN THE PROCEELS TO
COMMUNITIES A\D UTILITIES AROND THE STATE

0 Payments on new and existing"Pover ftKTjecr'Revolving Loan
Fund (PPRLF) loans would be made to a bond trustee, who
WOUD MAE INTEREST AND PRINCIPAL PAYMENTS AS NEECED ON
THE BONDS.  ADMINISTRATIVE GOSTS CF THE AUND WOULD ALSO
BE PAID FROM THE TRUST ACCOUNT.

0 There are currently approximately $2.4 million in annual
PRINCIPAL A\D INTEREST PAYMENTS COMNG IN TO THE
Authority on Power Project Loans. In the event of a
DEFALLT BY AW (F THE BORROAERS (N THEIR PAYMENT TO THE
AUTHORITY/ THESE RUNDS QOULD BE USED TO MME P AY
DIFFERENCE BEMEEN REQUIRED DEBT SERVICES PAYMENTS A\D
THE AVONT QOLLECTED BY THE AUTHORITY FROM ITS BORROAERS.

1097Vv/ -2 - April 5, 1S90



0 AT THE B\D OF EACH FISCAL YEAR' RUNCS HED BY THE TRUSTEE
THAT ARE NOT NEDED FOR BOND PAYMENTS AND ADMINISTRATION
CF THE PROJECT WOULD BE REMITTED AUTOMATICALLY BY THE
TRUSTEE TO THE GENERAL RUND.

0  The legislation states that the Authority may intercept a
COVMMUINITYS PONR QOST EQUALIZATION PAYMEINIS (R ITS
REVENLE SHARING IN THE BEVENT CF A DEFAULT.  THIS LANGUACE
IS SIMLAR TO THAT WHCH 1S FOUND IN ALL CF THE MUNICIPAL

Bond Bank's loan programs.

0 This language is to the important marketability of the
BONDS A\D WILL LOARR INTEREST RATES™m borrowers,
ACCORDING TO JOHN NMEN & QO!» THE AUTHORITY>SSENIOR
UNDERARITERS, INCLUDING SUCH LANGUAfeINCREArSESW A BONDS
RATING BY ARLL HALF STEP, |.E., ROM A- TCrA,,;"THIS
RESULTS IN SIGNIFICANT SAVINGS AR THE BORROAERS:

UE CF THE NBW PPRLF

0 The New PPRLF would allow communities around the state to
HAE ACCESS TO THE BOND MARKET KR FOARR PRQIECTS THAT
WAULD NOT OTHERMSE BE FINANCEABLE IN THAT WAY.

Rural Projects
0 In the rural areas, projects are too small to warrant a

BOND SALE

1097V/ -3- Aoril 5, 1990



Mbst rural communities are not financially strong enough
FR THEIR BONDS TO BE MARKETABLE

Bank financing is sometimes possible/ but a bank will not
CENERALLY LEND MINEY FOR TERVBE LONG ENOUGH KR THE
PROJECTS TO REVAIN FINANCIALLY FEASIBLE.

0 IN RIRAL AREAY THIS PROJIECT ADDS AN ESSENTIAL SOURCE CF

NEW CAPITAL FCR DEVELCPVENT CF  INFRASTRUCTURE

0  Rural projects that could benefit from the new PPRLF

include:

Waste heat projects rNV_LCaV\IiUNiTiES-.W\EH.,,;{AG Sand
Point/ Fort Yukon, and BIONAH

A VAL HYDROELECTRIC PROJECT IN KIUG'COVE

Black Bear Lake hydroelectric project air Princelof
Wales [sland.

Projects in Uban Areas

0 There are times that large utilities or cities have small

PROJECTS THAT MAE BCONOMC SENSE BUT ARE EITHER TQO

QWAL TO @ TO THE BOND MARKET (R TGO COVPLICATED TO
EXPLAIN TO IT.

Banks are a possible avenue for financing, butchanges to
THE TAX (QCCE PASSED IN 1986 AND THE SHORT TERMCF BANK

FINANCING MAE COVMEROAL BANKS AN UNPALATABLE SOLRCE CF
FUNDING,

1097Vv/
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0 PrQIECTS IN URBAN AREAS (R PROPCSED BY LARGER UTILITIES
THAT QOUD BENEFIT FROM THE PPRLF INCLUDE!
- o Electrification of Hbllis (served by Alaska Pover &
Telephone.
Expansion of generating facilities in Nome
A GEOTHERMAL PLANT IN UNALASKA
OMHR ISSUES
0 The bill expands the purposes for which loans may be made
TO INCLUDE!
Wste energy conservation facilities
Consumer and use improvements to reduce energy demand
Acquisition of power projects™Ghis provision would
BENEFIT OUZINKIE A\D BEI'I-EI\_FWD ARE INTERESTED IN
ACQUIRING EXISTING PLANT'FACILITIES); '
ACQUISITION  CONSTRUCTION- (R REPAI* CF BUK .AAL
STCRACE FACILITIES o
Acquisition of bulk fuel Lal
0 The bill authorizes additional eligible borrowers/
including.
School districts
Regional educational attendance areas (REAA)
Regional housing authorities
Business enterprises
1097Vv/ -5- April 5/ 1990



0 Business enterprise is included to allow loans where a
PRIVATE CORPORATION IS INTERESTED IN DEVELOPING A PROJECT
OR .RESOURCE AND SELLING POWER TO THE COMMUNITY R
UTILITY. ONE EXAMPLE OF THIS TYPE OF PROJECT IS THE
GEOTHERMAL PROJECT IN UNALASKA.

0 This bill passed Senate Labor and Commerce last year and

WAS CONSIDERED IN SENATE FINANCE LAST MONTH.

0 Senator Duncan proposed and the committee approved
AMENDMENTS WHICH WOULD REQUIRE THAT ANY SCHOOL DISTRICT,
REAA, HOUSING AUTHORITY OR BUSINESS ENTERPRISE MUST HAVE
THE APPROVAL OF THE LOCAL UTILITY'W BE ELIGIBLE.FOR A
LOAN TO CONSTRUCT A POWER GENERATION FACILITY TN 'TTiE
UTILITY'S SERVICE AREA. THESE AMENDMENTS WERE SUPPORTED,
by the Energy Authority, the Alaska Rural Electric
Cooperative Association, and Tlingit Haida Regional

Electric Authority.

1097V/ -6- APRIL 5, 1990
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A laska State Legislature

P.O. llox V Anchorage * District 10 Member
Juneau, Alaska 99811 Alaska Legislative

(907) 465-2828 Council
Labor & Commerce

Committee
3111 C Street, Suite 412 Special Committee
Anchorage, Alaska 99503 on Foreign Trade
(907) 561-2040 Finance Sub-Commi ttee

Representative Virginia Collins for Labor

MEMORANDUM

TO: Representative Dave Donley, Chair
House Labor & Commerce Committee

FROM: Representative Virginia Collin®/yAr==-"=nn

DATE: April 29, 1990

RE: SB 238, "An Act relating to the power project fund, and to the
powers of the Alaska Energy Authority to finance and make loans from the
power project fund and to sell waste heat; and providing for an
effective date”

I respectfully request that you schedule the above-referenced bill for a
hearing in the House Labor and Commerce Committee. There are currently
requests in the amount of $33 million for loans that cannot be made
under the current funding program. The current program has never had a
default.

I appreciate your attention to this request. Thank you.





