


FISCAL NOTE hiii Version: _ s tiz z vy

STATE OF ALASKA (S) Publish Date: <fft
1996 LEGISLATIVE SESSION
Revision Dato: Department: Comrnerco and Economic Development
Title: Four dam pool transfer fund BRU: AEA

Component: AEA
Sponsor: Rules Committee
Requestor Governor COMPONENT SERIAL NO. 1948

Expenditures/Revenues

OPERATING EXPENDITURES FY 97 FY 98 FY 99 FYOO FY 01 FY 02
PERSONAL SERVICES I . I

TRAVEL f
CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 1 0.0 1 0.0
CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 I 0.0
CHANGE IN REVENUES 0.0 0.0 0.0 0.0 0.0 0.0
FUND SOURCE (Thousands ol Dollars)

1002 Fodoral Recoipts

1003 GF Match

1004 GoneralFund

1005 GF/Program Recoipts

1006 GF/MHTIA

Other (Four dam pool transfor fund) ; i

TOTAL 0.0 I 0.0 0.0 0.0 I 0.0 0.0

Estimate of any current year (FY 96) coat: S 0.0

POSITIONS
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate pago tl necessary)
The bill provides funding for repairs and maintenance of the four dam pool project by decreasing the amount of

funds appropnated from the four dam pool transfer fund to the power cost equalization and rural electric
capitalization fund: the Southeast energy fund: and the project fund.

Prepared by: William R. Snoll, Exocutivo Director Phono: (907)269-3000

Division: AEA 4 Dato: February 6.1996
Approved by Commissioner William L. Hensley la~ L Dato: . -1,

Agoncy: Commorco and Ectiriomic Development

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNORS LEGISLATIVE OFFICE
For further dislnbution information, call tho Govomo-'s Legislative Office .
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No. A~

FISCAL NOTE nm version: $6 22y

STATE OF ALASKA (S) Publish Date:

1996 LEGISLATIVE SESSION

Revision Date: Draft R ill .Dept. Affected: C & RA

Title: "An Act relating to the Four Dam BRU: Rural Energy Programs
Pool Transfer Fund and the Power Development Fund Component: Power CQ3t %qua“zatlon
Sponsor: Rules B B

Requester: Goyciaqr COMPONENT SERIAL NO. ERY
fatyerafoorBs/Revcnues (Thousands of Dollars)

OPERATING EXPENDITURES FY 97 FY 98 FY 99 FY TOO FY 01 EY 02

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

grants. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 00 0.0 (1.60010)  (1.600.0) (1.600.0) (1.600.0)
| CAPITAL EXPENDITURES
[CHANGEREVENUES | 1089) (1.600.0)j] (1.600.0)1 (1.600.0) | (1.600.0)
FUND SOURCE (Thousands o Dollars)

1002 Federal Receipts

1003 GF Match

100A GF

1005 GF/Program Hcccidts

1037 GF/Mental Health

Other 1090 FDPTF (1.600.0) (1.600.0) (1-G00.0) (1.600.0)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY96) cost: 5

POSITIONS
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS:

The Division
receive debt service

(Attach a separate page if necessaryl

repayments,

The 40X allocation from
Capitalization Fund (PCE t RECF),
would be aljcatcd
the impact on rural
This projected reduction
With these reductions,
PCE program funding is
after that,
$8 m illion

utilities

electric

per year,

Glorly"M~nni,
i.nct

Prepaid by
Division

Approved by Commission”
Agency

DE ALL DISTRIBUTION OCPIES TO

of Energy assumes chat the Four
reduced by $4 m illion,

assuming that the net available
the funds available

Assistanc Director

the FDPTF to the Power Cost Equalization and Rural
AS 42.45.100,
to the Power Cost Equalization
and their
could affect the PCE program for
the PCE & RECF is expected to be exhausted during FY2000.
hoped to be $17 m illion

for

Dam Pool Transfer

per year
debt service
PCE would be about $3.2 million

Fund (FDPTF) w ill

effective FY99.
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No. 3
FISCAL NOTE Vf ~ A&
STATE OE ALASKA

1996 LEGISLATIVE SESSION (S) Publish Dute: [tfc

Revision Date: Dr.ft Bill Dept. Aftected: G

Title: "An act relating to the Four Oam Pool QRU: _Ener Operations
Transfer Fund and the Power Development Fund" Component Sout%ast Energy Fund=

Sponsor: Rules
Requester: Governor COMPONENT S| UAL NO.

Expenditures/Revenues (Thousands of Dollars)
OPERATING EXPENDITURES FY 97 FY 98 FY 99 FY 100 FY 01
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS 0.0 0.0 (1.600.0) (1,600.0) (1,600.0)

MISCELLANEOUS

TOTAL OPERATING 0.0 0.0  (1figQ.0L 11.600,0). -ILiLOO.o}-

CAPITA!L EXPENDITURES

[CHANGE IN REVENUES |

FUND SOURCE (Thousands ol Dollars)
1002 Federal Receipts
1003 GF Match
100" GF
1005 GF/Program Receipts
1037 GF/Mental Health
1090 FOPTF (1,600.0) (1,600.0) (1,600.0)

TOTAL 0.0 0.0 (1.600.0) ..11.600,01.. (1.600.0)
Estimate ol any current yoor (FY9G) cost: 4

POSITIONS
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page it necessary)

TTIT

FY 02

(1,600.0)

(1.500.0)

(1,600.0)
(1.600.0)

The Division of Energy assumes that the Four Dam Pool Transfer Fund (FOPTF) will receive debt service
repayments, reduced by $4 million, effective FY99; the project reduction 1s assumed *o aifect the fund

for about 8 years.

Reduction of the 40X allocation from the Four Dam Pool Transfer Fund to the Soutehast Energy Fund,

As 42.45.040, reduces the monies available for grants to utilities participating In the development of the
power transmission Intertie between the Tyee Lake and Swan lake hydroelectric projects. This reduced
funding may slightly Impact development of the project. However, Tyee Lake and Swan Lake are part of the
Four Dam Pool and they may benefit from the debt service reduction, In that the reduced amount will pay

for Four Dam Ppol projects repairs/improvements.

eepjn\] Gloria Hannl, Assistant Director

Phone
Di«<s<un Energy Date. ]
Approved tiy CommasJdmrv Date
Agency

r
PREPAF TO rftOVIOE all oistrioution copies TO GOVERNOR S LEGISLATIVE OFFICr
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FISCAL NOTE

STATE OF ALASKA
1996 LEGISLATIVE SESSION

Reunion Dote: Draft Bill

Xitie: "An act relating to trie Four Uam Fool
Fund and Power Development i-una.

Soonsor: Rules

RcQuester: Governor

Expenditures/Revenues
OPERATING EXPENDITURES
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING

FY 97

N/A 0.0

CAPITAL EXPENDITURES N/A 1

ICHANGE IN REVENUES 1 I 0.0
FUND SOURCE

’002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other

TOTAL 00

Estimate ol any current year (FY96) cost: s

POSITIONS
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate paoe if necessary)

The Division of Energy assumes that the Four Gam Pool Transfer Fund (FDPTF) will

repayment, reduced by m illion, effective FY99.

o .jJE _
Bill Version:
(S) Publish Date:

£$

Iransrergpy, Energy Operations

Component: Power Proiect Fund
COMPONENT SERIAL NO.

(Thousands of Dollars)

FY 98 FY 99 FY 100 FY 01
00 0.0 0.0 0.0
0.0 (80070) (800.0) (800.0)
(Thousands of Dollars)
0.0 0.0 0.0 0.0

1935

FY 02

0.0

(800.0)

00

receive debt service

Reduction of the 20X allocation from the Four Dam Pool Transfer Fund to the Power Project Fund, AS 42.45.010

(PPF) reduces the monies available
projects.

In the PPF for loans to utilities or project developers for energy
Given the ever decreasing availability of other funding sources for energy projects, especially

General Fund moneys, the existence of the PPF 1s very Important to the rural electric utilities, especially

those that cannot readily borrow from financial

Institutions.

The reduction assumed 1n this note will affect the PPF for about eight consecutive years.

O-' = GlorlyHanjji* Asy Director
UlkiSiUlt Tncrgy -

Atipicvrd by Commi'.u

Agenrv
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SENATE COMMITTEE REPORT

First Committee of Referral

DATE: 2/9/% FURTHER: State Affairs
Finance

Date of 5-Day Notice: DATE TURNED , .>/?/

(in accordance with Uniform Rule 23) INTO OFFICE: 11

The Resources Committee considered SB 284

Relating to the four dam pool transfer fund and the power development fund.

and recommends: Senate Bill:
. Js"mc title
replaced with _ cS b-Hew title,
. House Bill:
[ ] adopt previous same fitle .
] technlgal title
[ ] attached amcndment(s) new: SCR*
[ ] adopt Letterof Intent by .Committee
[ ] furtherreferral tothe Committee
PREVIOUS FISCAL NOTE(S):*
Dale Zero Fiscal
y
tiLPe /fte Y
y
y
I
1-

( ] APPROPRIATION - no fiscal note <include fiscal notes accompanying Governor 3 hill



A laska S tate L egislature

. . State Capitol
Official Business Juneau AK 99801

MEMO

T0. Tcny Cramer, Legislative Counsel
Legal Services
viafax: X2029

FROM: Annette E. Kreitzer, Aide t{) Mi.
Senate Resources Committee

DATE: April 10, 1996

RE: CS SB 284 (RES) - FINAL
The Resources Committee adopted and passed GS203CN Gd ated 4/9/96 toda)f Please
prepareaFINALRe ources Committee Substitute for SB284 including the Tollowing
amendment to that CS.
Page 3, Line 5
DELETE: [THE EFFECTIVE DATE OF THIS BILL SECTION]

Insert: Max_L-122£
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CS FOR SENATE BILL NO. 284(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINETEENTH LEGISLATURE - SECOND SESSION

BY THE SENATE RESOURCES COMMITTEE

Ottered:
Referred:

Sponsor(s): SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL
FOR AN ACT ENTITLED
"An Act relating to bonds issued to repair, improve, or maintain the four dam
pool; and relating to the four dam pool transfer fund and the power

development fund."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. PURPOSE, (a) The purpose of this Act is to facilitate the issuance of bonds
or other debt by the Alaska Energy Authority so that needed repairs can be made to the
hydroelectric facilities that make up the initial project.

(b) It is the intent of the legislature that the authority and the purchasing utilities
continue to negotiate in good faith with respect to the transfer of ownership of the initial
project to the utilities, and that a transfer plan or other long 'erm solution to the economic
difficulties of the initial project be presented to the Twentieth Alaska State Legislature.

(c) In this section.

(1) “initial project” means the power project described as the initial project in

AS 44.83.398(a), consisting of the Tyee Lake. Swan Lake. Solomon Gulch, and Tenor Lake

o|- CSSB 284tRES |
:>w Text Ir.ltrlir.til tDELETED TEXT BRACKETEDI



WORK DRAFT WORK DRAFT WORK DRAFT

hydroelectric facilities;
(2) "purchasing utilities" means the City of Ketchikan, doing business as
Ketchikan Public Utilities; the City of Wrangell, doing business as Wrangell Municipal Light
and Power; the City of Petersburg, doing business as Petersburg Municipal Power and Light;
Copper Valley Electric Association. Inc.; and Kodiak Electric Association. Inc.
*Sec. 2. AS 42.45.050(h) is amended to read:

(b) Subject to appropriation, the department shall transfer the balance of the
four dam pool transfer fund annually as follows, (EACH MONTH IN
ACCORDANCE WITH THIS SUBSECTION. SUBJECT TO APPROPRIATION!

(1) ficsf,JO-Jhc power development.fund (AS 44.83.382) In the
amount, if anv. necessary to nav debt service on loans or on honds issued hv the
Alaska Energy. Authority, only if the proceeds of those loans or honds were used
for the purpose of rcpairine. improving, or maintaining the initial project as
defined in AS 44.83.398;

(2) next, the remaining balance, if anv. as follows:

(A) 40 percent of the balance in the four dam pool transfer fund
shall be transferred to the power cost equalization and rural electric
capitalization fund to be used for power cost equalization and rural electric
projects;

<B) ((2)J 40 percent of the balance in « Afour dam pool transfer
fund shail be transferred to the Southeast energy fund to be used for power
projects for utilities participating in the power transmission interne between the
Swan Lake and Tyee Lake hydroelectric projects: and

(C) ((3)9 20 percent of the balance in the four dam pool transfer
fund shall be 'ransfcrred to the power project fund to be used for statewide
utility projects.

* See. 3. AS 44 83.100(b) is amended to read:

(b) Bonds shall be authorized by resolution of the authority, and shall be dated
and shall mature as the resolution may provide, consistent with the rcnuircments of
this subsection (EXCEPT THAT NO BOND MAY MATURE MORE THAN 50
YEARS FROM THE DATE OF ITS ISSUE). Bonds shall bear interest at the rates.

CSSB 2£4<RES) | 2-
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be in the denominations, be in the form, either coupon or registered, carry the
registration privileges, be executed in the manner, be payable in the medium of
payment, at the places, and be subject to the terms of redemption which the resolution
or a subsequent resolution may provide. A bond issued on or after/the effective Yate
of this hill section jwho.se proceeds were used for the nnrnosc of repairing.
ijpnrpvipgi or maintaining the initial project .as.defined in,AS 44.83.398 must
mature within eight years from the date of issue. Other bonds issued under this
subsection must mature within 50 years from the date of issue.
» See. 4. AS 44.83.384(a) is amended to read:
(@) The fund may be used by the authority to provide money for

(1) the defeasance of honds, or the payment of debt service on loans
for or on an issue of bonds sold in connection with a power project constructed or
acquired before August 11. 1993;

(2) the cost of operating, repairing, improving, and maintaining power
projects constructed or acquired before August 11, 1993; and

(3) debt service on power projects constructed or acquired before
August 11, 1993,

o3 CSSB 2841RMS)
T«xt 'rderlined [CELSTES TEXT BMcr.ETEDJ
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4/10/96

CS FOR SENATE HILL NO. 284( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE + SECOND SESSION

BY

Offered:
Referred:

Sporuort0: SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR
A BILL

FOR AN ACT ENTITLED
"An Act relating to the four dam pool transfer fund and the power

development fund; and providing for an effective date.”
BE IT ENACTED BY THE LEGISLATURE OF TIIE STATE OF ALASKA;

« Section 1. AS 42.45 050(b) is amended to read:

(b) Subject to appropnation. the department shall transfer the balance of the
four dam pool transfer fund annually as folios*s: (EACH MONTH IN

ACCORDANCE WITH THIS SUBSECTION SUBJECT TO APPROPRIATION!

(1) first. f0_thc P>wer development fund 1as mMA13g2Un _ihg

amount, if an*, necessary to pa* debt *«*kr »n |oansj)r-.Qn>md*J*vicd-h»Jhg
Alaska Energy Authority, only If the proceeds of those lobm or bondi wCrc_UKt
for the nurixnc <rr cr JjriniudnT £&%iofc  LIDAlfllainingJht; -luilhiL rroictLaj
defined In AS 44.83J98:

12j*alJhcj.cmaifilngJidlaiicc.JJLaiii™aYly!loy»jv;

1A) 40 percent ot the balance in (he four dam pool transfer fund

. - cssb ** t
MW I»*T i«Tiir»i icucra TtxT ttucucrm
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shall be transferred to the power cost cquali. ation and rural electric
capitalization fund to be used for power cost equalization and rural electric
projects;

fllj [(2)] 40 percent of the balance in the four dam pool transfer
fund shall be transferred to the Southeast energy fund to be used for power
projects for utilities participating in the power transmission intcrtic between the
Swan Lake and Tyee Lake hydroelectric projects; and

(C) ((3)) 20 percent of the balance in the four dam pool transfer
fund shrll be transfcucd to the power project fund to be used for statewide

utility project*.

+ See. 2. AS 42.45.050(b) is repealed and reenacted to read:

rssii :

(b) Subject to appropriation, the department shall transfer the balance of the
four dam pool transfer fund annually as follows:

(1) first to the power development fund (AS 44.83.382) in the amount,
if any. necessary to pay debt service on loans or on bonds issued by the Alaska Energy
Authority, only if the proceeds of those loans or bonds were used for the purpose of
repairing, improving, or maintaining the initial project as defined in AS 44.83.398;

(2) next, the remaining balance, if any, to the power management
committee of the initial project for expenditures identified by the committee for
repairs, maintenanceJmproscmecnts, an<J new construction related to the power projects
in the initial project; in deciding whether a portion or all of the balance should be used
for new construction, if the five purchasing utilities agree, the state may not disapprove
the construction project;

(3) finally, the remaining balance, if any. as follows:

(A) 40 percent of the balance in the four dam pool transfer fund
shall be transferred Ir the power cost equalization and rural clcctnc
capitalization fund to be used for power cost equalization and rural electric
projects.

(B) 40 percent of the balance in the four dam pool transfer fund
shall be transferred to the Southeast energy fund to be used for power projects

for utilities participating in the power tiansmiSMon interne between the Swan

*4i > 2
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30

Lake and Tyee Lake hydroelectric projects; and
(C) 20 percent of the balance in the four dam pool transfer fund
shall be transferred to the power project fund to be used for statewide utility
projects.
* Sec. 3. AS 42 45.050 is amended by adding a new subsection to read:
(c) In this section,

(1) "“initial project" has the meaning given in AS 44.83.398(a);

(2) "purchasing utilities" means the City of Ketchikan, doing business
as Ketchikan Public Utilities; the City of Wrangell, doing business as Wrangell
Municipal Light and Power; the C'ty of Petersburg doing business as Petersburg
Municipal Power and Light; Copper Valley Electric Association, Inc.; and Kodiak
Electric Association, Inc.

* Sec. 4. AS 44.83.384(a) is amended to read:
(@) The fund may be used by the authority to provide money for

(1) the defeasance of bonds, or the payment of debt service on loans
for or on an issue of bonds sold in connection with a power project constructed or
acquired before August 11. 1993;

(2) the cost of operating, ronairine. Improving. and maintaining power
projects constructed or acquired before August 11. 1993; and

(3) debt service on power projects constructed or acquired before

August 11, 1993.

* Sec. 5. (a) Sections 2 and 3 of this Act take effect only if. on or before June 30. 1997,

the state and the purchasing utilities have failed to enter an agreement providing for the

transfer of ownership of the initial project from the state to the purchasing utilities. The

Alaska Energy Authority shall immediately notify the rcvisor of statutes and the lieutenant

governor when the state and purchasing utilities enter into such an agreement.

(b) In this section, “initial project" and "purchasing utilities" have the meanings given

in AS 42.45.050(c). enacted by see. 3 of »his Act.

e Sec. 6. If sees. 2 and 3 of this Act take effect under see. 5 of this Act. they take effect

July 1. 1997,

CSSB :ttaf )
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\AY
CS FOR SENATE BILL NO. 284/RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE -SECOND SESSION
BY THE SENATE RESOURCES COMMITTEE

Offered:
Referred: \

Sponsor!*): SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL
FOR AN ACT ENTITLED
"An Act relating to bonds issued lo repair, improve, or maintain the four dam
pool: and relating to the four dam pool transfer fund and the power

development fund.

\

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

V

« Section I. PURPOSE, (a) The purpose of this Act is to facilitate the issuance of bonds
or other debt by the Alaska Energy Authority so that needed repairs can be made to the
hydroelectric facilities that make up the initial project.

(b) It is the intent of the legislature that the authority and the purchasing utilities
continue to negotiate in good faith with respect to the transfer of ownership of the initial
project to the utilities, and that a transfer plan or other long-term solution to the economic
difficulties of the initial project he presented to the Twcrtticth Alaska State Legislature.

(c) In this section. \

(n ‘initial projet." means the power project dE>cnbcd as the initial

AS 44.83.398(a). consisting of the Tree Lake. Swan Lake. Solortjon Gulch, and Tenor Lake

** CSSB 2841 RES|
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1 hydroelectric facilities;
2 (2) "purchasing utilities" means the City of Ketchikan, doing business as
3  Ketchikan Public Utilities; the City of Wrangell, doing business as Wrangell Municipal Light

4 and Power; the City of Petersburg, doing business as Petersburg Municipal Power and Light;

5 Copper Valley Electric Association. Inc.; and Kodiak Electric Association. Inc.
6 * See. 2. AS 42.45.050(h) is amended to read:

(b) Subject to appropriation, the department shall transfer the balance of the
8 four dam pool transfer fund annually as follows; [EACH MONTH IN
9 ACCORDANCE WITH THIS SUBSECTION. SUBJECT TO APPROPRIATION]
10 (1) firstt_to_ihe_power development fund (AS 44.83.382) in the
11 amount, if anv. necessary to nav doht service on loans or on bonds issued hv the
12 Alaska Energy Authority, only if the proceeds ' f those loans or bonds were used
13 for the purpose of renairint!. improving, or maintaining the initial project as
14 defined in AS 44.83.398:
15 (2) next, the remaining balance, if anv. as follows:
16 (A) 40 percent of the balance in the four dam pool transfer fund
17 shall be transferred to the power cost equalization and rural electric
18 capitalization fund to be used for power cost equalization and rural electric
19 projects;
20 iB) [(2)1 40 percent of the balance in the four dam pool transfer
21 fund shall be transferred to the Southeast energy fund to be used for power

projects for utilities participating in the pi wer transmission intcrtic between the
23 Swan Lake and Tyee Lake hydroelectric projects; and
24 (©) ((3)] 20 percent of the balance in the four dam pool transfer
25 fund shall be transferred to the power project fund to be used for statewide
26 utility projects.
27 e Sec. 3. AS 44.83.100(b) is amended to read:
28 (b) Bonds shall be authorized by resolution of the authonty. and shall be dated
29 and shall mature as the resolution may provide, consistent with the rcuuiremcnts of
30 this subsection [EXCEPT THAT NO BOND MAY MATURE MORE THAN 50
31 YEARS FROM THE DATE OF ITS ISSUE]. Bonds shall bear interest at the rates.

CSSB
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be in the denominations, be in the form, either coupon or registered, carry the
registration privileges, be executed in the manner, be payable in the medium of
payment, at the places, and be subject to the terms of redemption which the resolution
or a subsequent resolution may provide. A bond issued on or after the effective date
of this hill section whose proceeds were used for the nurnose of repairing.
improvim»1lor maintaining the initial project as.defined in AS 44.83.398 must
mature within eight years from the date of issue. Other bonds issued under this
subsection must mature within 50 years from the date of issue.
* Sec. 4. AS 44.83.384(a) is amended to icad:
(a) The fund may be used by the authority to provide money for
(n the defeasance of bonds, or the payment of debt service on loans
for or on an issue of bonds sold in connection with a power project constructed or
acquired before August 11, 1993;
(2) the cost of operating, repairing, improving, and maintaining power
projects constructed or acquired before August 11. 1993; and
(3) debt service on power projects constructed or acquired before
August 11. 1993.
e Sec. 5. AS 44.88.090(b) is amended to read:

(b) Bonds shall be aulhonzed by resolution of the authority, and be dated and
shall mature as the resolution may provide, consistent with the requirements of this
subsection (EXCEPT THAT A BOND MAY NOT MATURE MORE THAN 40
YEARS FROM "TOE DATE OF ITS ISSUE]. Bonds shall bear interest at the rate or
rates, be in the dcr. iminations. be in the form, either coupon or registered, carry the
registration pnvilcgcs. be executed in the manner, be payable in the medium of
payment, at the place or places, and be subject to the terms of redemption which the
resolution or a subsequent resolution may provide. A b* nd issued on or aflci the
Vffectric_datc_oMhishjj|_scctjnn,xsho>c_DLAdswrrc uw Lfcr the, purpose of
repairing, improving, or maintaining lhc initial project os defined in AS 44,83,398

musi maturewJihin.ruati *ean fromJhe datt of oihyr-bond”issiin Liintigr

this subsection must mature within 40 years from the date of IsSue.

-3- CSSB 2844RES)
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Alaska State Legislature

State Capitol
Juneau AK 99801

Official Business

MEMDO

TO Ixgal Services
via fax: X2029
/ 7\
FROM: Annette E. Krcitzcr, Aide
Senate Resources Commit)

DATE: April 8.1996

RE: CS SB 284 (RES)

Please prepare a Resources Committee Substitute for SB284 using the following language.
Ineed the CS by Tuesday, April 9 at 5:00 p.m. for distribution to Resources Committee

members.

1) The CS must incorporate an 8-ycar financing term for the bonds.

2) Add inaPurpose Gausc with the following language:

#Section 1. (@) The purpose of this Act is to facilitate the issuance of bonds or other debt
by the Alaska Energy Authority (AEA), the proceeds of which bonds or other debt will be
used tomake certain needed repairs to the initial project.

(b) Itisthe intent of the Legislature that the AE A and the purchasing
utilities continue to negotiate in good faith with respect to the transfer of the initial project to
the utilities and that a transfer plan or other long term solution to the economic difficulties
of the initial project be presented to the 2()th Alaska Legislature.

¢) In this section "initial project” "means the power project described as the
initial project in AS 44.83.398(a), consisting of the Tyee Lake, Swan Lake, Solomon
Gulch, and Terror Lake hydroelectric facilities.
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Purpose Language for SB 284

eSection 1. (u) The purpose ofthis aet is to facilitate the 1SSUANCE ofbonds or oilier debt by the

Alaska Energy Authority (“AEA™), the proceeds ofwhich honds or other debt will Isc used to make

certain needed repairs to the initial project.

(b) It is the intent of the legislature that any bonds or other debt issued by the AEA, in

accordance with subsection (a), have a term ofno more than 10 years.
(c) Itis tlic intent of the legislature that the AEA and the purchasing utilities continue to
negotiate in good faith with respect to the transfer ofthe initial project to the utilities and that a

transfer plan or other long term solution to the economic difficulties of the initial project be presented

to the 20th Alaska Legislature.

(d) In tins section, “initial project™ means the power project described as the initial project

in AS 44.83.398(a), consist: g ofthe Tyee |Jikc, Swan laike, Solomon Gulch, and Terror loike

hydroelectric facilities.
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D ate: Sunday, April 07,1996 Time: 2:02:01 PM 2 Pages
To: Annette Kreitzer From : Keith Laufer

Fax: 907-465-3810 Fax: 907-345-9161
Voice: Voice: 907-345-9090

Comments:

Attached is draft purpose language to be considered for
inclusion into SB 284. AEA will provide you with a letter
regarding the ability to market bonds if the bill limits the
utilities' self-help waiver. You can reach me through AIDEA on
Monday at 269-3000. Hope you had a nice weekend.
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ALASKA INDUSTRIAL DEVELOPMENT

AND EXPORT AUTHORITY / S A LA S K A
V «BCD ENERGY AUTHORITY

480 WEST TUDOR ANCHORAGE, ALASKA 99S03 90? / 269-3000 FAX 907 / 269-3044

April 8, 1996

The Honorable Loren Leman
Alaska State Senate

State Capitol, Room 115
Juneau, Alaska 99801-1182

Subject: SB284

DearChairman Leman:

At last Thursday’s hearing Ol the Senate Resources Committee, Senator Taylor
requested that an amendment be drafted to SB284 which would fully restore the four
dam pool purchasing utilities’ self holp rights in the event divestiture to the utilities of the
projects falls to occur by a certain date. As you know, the purpose of SB284 is to
facilitate the issuance of bonds by the Alaska Energy Authority ("AEA") to provide funds
to initiate certain needed repairs to the four dam pool projects, in support of this bond
issuance, the purchasing utilities have entered into an agreement with AEA where
among other things they have agreed to reduce their self-help rights under the power
sales agreement to the limited extent of the debt service on the bonds. In other words,
the utilities have already agreed that thoy will not invoke self help to tho limited extent of
the debt service on any bonds issued for these repairs. This limited self help waiver is
one of two necessary components ir order to provide a secure revenue stream for the
payment of the repair bonds. The second necessary component is set forth in SB284.
SB284 provides the mechanism to insure that the payments made by the utilities are
first pledged to the aebt service on the bonds.

As we understand the amendmont that Senator Taylor requested be drafted, if
divestiture of the projects to the utilities did not occur by a certain date, the utilities
contractual ogrccment to partially limit their self help right would be abrogated.
Accordingly, under Senator Taylor's proposal, a secure payment stream for the bonds
could not be assured.

We have had preliminary discussions wilh AEA's financial advisor and with one of
AEA's underwriters regarding Senator Taylor's proposed amendment. Both of these
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The Honorable Loren Leman
April 8. 1996
Page 2

advisors have indicated that It is their opinion that, if the utilities agreement to limit their
self help right can be abrogated in the manner contemplated by Senator Taylor’'s
proposed amendment, it will be extremely difficult or impossible to market the bonds. If
marketable at all, the interest rate and other costs of the bonds would bo prohibitive.
Accordingly, if Senator Taylor's proposed amendment were Included In the bill, it is
unlikely AEA would bo able to issue the bonds for the needed repairs and the purpose

of SB284 would be thwarted.

Iwould be happy to answer any questions you or the Committee might have.

Sincerely.

t
Development & Finance Manager

CC: William R. Snell. Executive Director
David Ramseur, Office of the Governor
Pat Pourchot, Office of tho Governor
Shari Kochman, Office of the Governor
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180 WEST TUDOR

TO

FROM

DATE

SUBJECT

ALASKA INDUSTRIAL DEVEL OPMENT

AND EXPORT AUTHORITY

ANCHORAGE, ALASKA “>0So0lI >07 769-3000

MEMORANDUWM

Dennis Lewis
General Manager

Dennis V McCrohan, P.E" :
Deputy Director - Energy v

March 1 1996

Senate Hearing on Short Term Financing
Tyee Repairs

[«r ALASKA

ENERGY AUTHORITY

IAX 907 / 269-304-1

Attached is a notification of the Senate Resources Hearing on SB 284 on March 6 | have also
attached a copy of Senate Bill No. 284. We request that the PMC participate in the heanng
and suggest that as Chairman of the PMC and also the representative from Petersburg that
you attend the hearing. Please feel free to involve Wrangell at your discretion Mr Randy
Simmons will represent AEA in Juneau at the hearing and please discuss the details with him
The AEA staff will be conferenced into the hearing from Anchorage

Please rail Randy or me if you have any questions

Attachments

cc Keith Laufer
Randy Simmons
Riley Snell



Randy Simmons

From: Katelyn Ohmer

To: Randy Simmons; Riley Snell
Subject: Legislation

Dote: Friday, March 01, 1996 11:20AM

It is shaping up to bo a busy week in Juneau next wook for AIDEA/AEA related bills. You may already
know about thoso meetings/hearings, but I'll share the information anyway so it is all in one place:

March 5 {Tuesday)

House Finance Committee sub-hearing on DCRA energy related matters
8 a.m.

March 6 (Wednesday)

Senate Resources, SB 284 (4-Dam Pool), Sen. Leman 3:30p
March 8 (Friday)

House Labor and Commerce, HB526 IKoit’'s AIDEA bill), 3p
March 14 (Thursday)

PCE meeting

I'll contact Sen. Leman’s office to see if they need additional information on the bill. Will you guys be down
to testify??? Or via teleconference.



Petersburg Municipal Power & Light

P.O. Pox 329 + Petersburg. Alaska 99H33
Phone: 907-7/2-4203

FOUR DAM P88 URISHASING UTILITIES

L P
SITION PAPE!L

Intr.ctiuc.tjgn

Since 1985, the electric utilities in Wrangell, Petersburg,
Ketchikan and the Kodiak and Copper Valley Electric Associations
have purchased power from four State-owned dams. Recentlg efforts
intended to transfer actual ownership of the dams to fthe Jlocal
utilities failed. This paper sets forth the hlStOf}/ of the
projects, the contractual relationship, and the obstacles to
ownership transfer. This paper sets forth the utili
on both the project ownership issue and also t
proposal for financing immediate repairs.

ilities' position
he AEA's current

Initial Project

In 1981, The legislature enacted the Energy Pro?_ram for
Alaska. The Energy Program was created to facilitate the manc,mq
and construction of power projects through direct State capita
contributions using appropriated funds, as well as providing a
mechanism for pooling any debt financing related to these projects.

During the early 1980s, the AEA financed with appropriated
funds and “constructed or acquired four hydroproHects under the
Energy Program for Alaska (Lake Tyee, Swan Lake, Terror Lake, and
Solomon Gulch). The purpose of the acquisitions was to provide a
long-term, reliable source of power for the communities of

|
Petershuryg, Wran?_ell, Ketchikan, Kodiak, Glennallen and Valdez, at
an ongoing operating cost that was expected to_ be less than the
costs of operating the diesel generation wunits that were in
operation in those communities. =~ The financing, operation and

management of the four projects were combined, statutorily named
E)The| Initial Project," and are commonly known as the "Four Dam
00 .Il

‘The costs for construction or acquiring the Initial Project
was initially paid by bond financing that was replaced with money
lent to the AEA by the Department of Commerce and EconomicC
Development.  There is no fixed annual payment schedule; AEA
collects "debt service" from the wutilities "on a kilowatt hour
basis, which varios depending on the amount of energy sold from the

projects.



AEA has contracted for the O&M of the four facilities with the
local utility involved. AEA retains the rrgh and responsibility
to review and approve the annual budg the operation and
maintenance of the project. The cost 0&M is pard as a kWh

charge based upon the combined annual O&M budgets

The-ESA

The final cost of construction for the four projects far
exceeded the estimates, depriving both the State and the utilities
of the intended arrangement—State financed and constructed
projects for which the utrIrtres would pafy only o%eratrng costs
with no obligation to repay capital costs paid % the " State.
Because of the serious cos overruns utilities and the State each
paid significantly more for power from these prorects than any
party intended or would have considered acceptable.

In 1985, after thevfrOJects were completed, the AEA and the
[

cities of Ketchrkan ell _and Petersburg, Copper Valley
Electric Association, and Kodiak Electric Assocrat on FPurchasrnd
Utilities") signed a Power Sales Agreement ("PSA"). The purpose o
the agreement was to establish the conditions under which the power
from the State-owned facilities would bo sold. One key term was
the creation of the Project Management Committee ("PM C'X composed
of a representative of each utility and the AEA, and the delegatron
to the PMC of broad decision-making authority.

Because of the serious construction cost overruns, the State
required the utilities to make payments intended to repay to the
state part of the construction cost. Because of this added debt
burden and the limited resources of the utilities to pay both

apital and O8M costs, it was necessary for the State to Tretain
ongorng financial responsibility for "major risks" (non-routine
maintenance and replacements, catastrophic events, uninsured losses

etc.).

Under the terms of the PSA, the AEA sells wholesale powor to
the five Purchasing Utilities, who, in turn, sell the powerto
their retail electric customers. The utilities throu%h purchase
of power from the project, bear direct responsibility for certain
defined "Power Production Costs” (such as routine operation and
maintenance costs, msurance PMC and certain AEA project-specific

administrative costs). addition, the Purchasing Utilities
agreed to pay a fixed (i.e., "c Pped) contribution to a "Renewal
and Replacement” (R&R) Fund (for the routine replacementof

components as they need replacement or refurbishing), and to make
a "debt-service" ‘payment to the State based on a fixed cents ger
kilowatt hour chargé. The current Four Dam Pool power rate is 50%
higher than the Railbelt utilities pay for power from the AEA owned
Bradley Lake project. The powerrates in the Four Dam Pool
communities are ‘among the highest non-subsidized (i.e., not
eligible for Power Cost Equalization) rates in the St*to.

2



. In_return for the wutility commitment to b”™ar the costa
identified, the AEA agreed to bear the risks of substandard
facility performance, insufficiency of the R&R Fund, uninsured
losses, and other defined risks. “To insure that there would ho
adequate funds to cover these risks, the PSA provides that the PMC
may withhold debt-service |oayments from the State and use that
money for repairs or renewals ‘and replacements. This PMC right is
commonly referred to as "self-help".

Needed Svstem Repairs

~ Over the past few years, it has become clear that there are

serious problems with certain Initial Project facilities, which

include the four dams, transmission lines and related facilities,

fho vast majority of these problems are beyond the normal O&M costs

paid by the Purchasmdg Utilities and dre the AEA's financial
Y.

responsibility to reme

Major repairs are needed on the Tyee transmission line., A
report prepared by Dryd_en and LaRuc (co_n_sultlngg engineers retained
by AEA) analyzed the failures and identified $30 million of repairs
to correct design deficiencies, of which $16 million is essential
to the reliability and safe and prudent operation of the project.
A subsequent préliminary estimate provided to AEA by another
engineering firm, Power Engineers, confirms that ‘the Tyee
transmission line could need $20 million in immediate ropairs.

The AEA recognized its legal responsibility for the repair of
the transmission line. In June 1995, AEA signed an agreement
acknowled?mg its obligation to pay for Tyee repairs as part of the

settlement of the lawsuit brought by "four of the Purchasing
Utilities.  However, how AEA will pay for the work remains an
issue.

Inaddition, AEA has also acknowledged significant
responsibility for major problems with the Terror Lake project on
Kodiak island. ~ The full extent of AEA responsibility and its
financial regu”ements are yet to be determined. A repalr_prmlect
in 1994 and a mandatory” FERC five-year inspection in 1995
identified a number of problems that impact the economic lifo of

e
the Terror Lake project. The problems included excessive leakage,
erosion, rock damage and rock accumulation endangering continued
operation of the project. The 1994 r_eP,alr pro&ect cxpectod that
the required work would cost $1.8 million, take the dam out of
service during one construction soason, and result in a significant
increase in energy sales after repairs were made. However, the
repair project wont badly. The tunnol was restored to service on
October 1, 1994, without any increase in energy production and the
work identified in the initial contract not completed, and with
extensive additional repairs identified (AEA estimated the cost to
complete repairs at over $3 million dollars).



“In addition to these, and other AEA repair obligation, all
ties agree that the costs of normal renewals and replacements
| soon exceed the payments to the R&R Fund. As a result, AEA
will have significant ~responsibility for an ongoing, annual
insufficiency in that Fund.

AEA Financing Proposal For Immediate Repair Needs

ar
I
I

p
Wi
Wl

AEA proposes to sell up to $25 million in bonds to pay for
AEA's obligations for immediate repairs to the project. AEA and
the Purchasing Utilities entered into an agreement in January 1996
in - which the wutilities a%reed to cooperate with AEA in" this
financing. Specifically, the AEA again acknowledged its financial
responsitbility for thé Tyee and Terror Lake repairs and the
Purchasing Ufilities agreed to support the AEA's efforts to obtain
legislative approval to use part of the "debt service" payments to
repay debt service on the bonds. The utilities' right fo "self-
help," The uncommitted portion of the "debt-service," is

unaffected.

Terms of the financing were |eft to AEA and the legislature.
Because AEA and the Purchasing Utilities were in serious ownership
transfer discussions, AEA proposed to delay debt service payments
on the theory that such delay would allow the ownership transfer_to
be completed before the repayment obligation commenced.  The
utilities reluctantly a%reed that the financing could be HU(P to" 25
years in length and initial ?'tt service Payment could be deferred

u S
e

e
debt
until 1998. "However, the utilities clearly would prefer a shorter

t |
term and to begin payment of debt service as soon as July 1996,

Divestiture Talks

In 1993, the State legislature passed a bill that restructured
the AEA. Prior to the Act, the AEA was a public corporation of the
State of Alaska, with a separate and independent legal existence.
After enactment, AEA's power to acqulire new facilities was
eliminated, the AEA was transferred to the domain of AIDEA, and
AIDEA's Board now directs AEA operations.  That legislation
directed AEA to seek ways to turn over ownership and control of AEA
ownod projects to the utilities.

That legislation, coupled with tension over AEA's financial
sponsibility for necessary repairs, led the parties to be?m
scussing the possibility of the AEA transferring ownership of the
ur hydroprojects to the Purchasing Utilities.” The parties to
ese discussions have called this effort "divestiture talks."

e
di
fo
th

In August 1995, the parties met at Chena Hot Springs for two
days of intense discussions., The result was a memorandum of

Understanding that set out a basic agreement for negotiation of an
ownership transfer:



* The PSA will remain in effect throughout the tranofer.
The PSA cannot be changed without unanimous approval by

t(he parties.)

*  As part of the transfer, AEA's obligations undor tl o PSA
will be transferred to the now owner, and AEA will be
fully released from its duties as owner,.

*  The AEA will receive value in exchange for the transfer
as determined through tho negotiation process.

*  The transfer_must provide economic benefit to the
utilities. (Tho utilities need both short term and long

torm rate reductions.)

* Any ownership transfer will bo subject to roviow of tho
legislature and will require tho approval of tho AIDEA
botalrdt_of directors and tho govorning bodies of all five
utilities.

To Rrovldo a common factual basis for the talks, the AEA and
tho Purc as!ng Utilities contracted with Harza Northwost, Inc. to
Perfor_m a risk assessment for the four p_roH<ects. Tho purpose of
he risk assessment was to identify the risks associated with tho
ownership and operation of tho projects.

Harza prepared a Risk Assessment of tho presont condition,
expected future maintenance and repair costs abovo normal oRoratlng
costs, and risks associated with unpredictable ovonts. The Harza
Report idontifiod oxpoctcd risk-related repair costs of
apprommatelY $1.1 million Ber year for the four projects, and an
annual shortfall in the R&R Fund of about $2 million. It also
identified about $30 million of repairs needod within tho noxt fivo
years. V|rtuaII¥ all of thcso costs will be the responsibility of
AEA under tho Power Sales Agroemcnt. As a rosult, tho costs
identified by Harza become a major factor in sotting a fair price
for the project if sold to the utilities.

In addition to the facility risks reviewed by Harza, thoro are
other risks to factor into the divostiture price negotlatlpns. Two
major concorns of tho Purchasing Utilities are risks of inflation
and the "market" for powor sales in thoir communities.

Undor the PSA, tho utility payments into tho R&R Fund and to
tho AEA as "dobt sorvico" are “‘fixod. In othor words, thoy do not
oscalote with inflation, _and, thoroforo, the wutilities are
protected from any rato impacts as a result of inflationary

|

|
a
incrcasos to repair or ronowal costs. If tho utilities assumo
ownorohip, thoy would be exposed to tho offocts of inflation on
ouch costs, and thoroforo boliovo it is critical that any
divostituro prico negotiations rofloct the valuo to tho Stato of
transferring this risk to tho utilitios.

5



Another significant risk tho utilities must factor into an
purchase price is that the markets for tho power are not guarantee
and face real uncertainty. Tho power gonoratcd at these projects
serves relatively = small and isolated communities. hese
communities are roliant on one or two pnm_a_rg industries, such as
timber or fishing and thoir oconomic viability is threatened. If
a plant or mill closes or the fI_ShIn? season is restricted or a
customer installs its own generation, the revenues and economics of
the serving utility is then a major concern.

Over tho past sovoral months, tho Purchasing Utilities have
done extonsive legal roviow, performed a detailed rcviow of the
Harza work, and rotained a financial advisor to dotcrninc the
financial consoquenccs to tho communities of assuming ownershu%.
Ihetwostts_?_rtlpus issue is the proposed transfer of risks from AEA
0o the utilities.

Currently AEA bears tho risks of "major ropairs,Minflation,
loss of load, otc. If AEA were prepared to retain some of these
risks, tho u.ilitios arc ﬁ_repared to discuss a significant payment
to tho Stato for ownership of the projocts. owovor, AEA has

insisted that the utilities must accept all risks as part of an

ownership transfer. The utilities dotermiiiod that the present
valuo of the financial risks they would assumo is hl%h enough that
it essentially offsets value "of the payments the utilities
currontly mako to tho Stato. In other words, although tho
utilitieS aro willing to consider a "modest" payment to thé Stato
for tho projoct, thoy bcliovo tho basic doal needs to bo that tho
ngCO thoy pa;{] tho Stato is to accoPt (and thoroforo relieve the
dtat% from) tho significant risks ftacing AEA over tho next few
ecades.

~ At tho last negotiating session, AEA shocked the Purchasin%
Utilitios by proposing that tho wutilities (1) pay to AEA $8

|
million, (2) assumo tho full burdon of tho already i1dentified coats
of ropairing Tyco and Terror Lako, and (3) assumo all current State
risks undor tho PSA. To oatablish tho valuo of tho Projoct, tho
State discounted tho risks established .in tho Harza report and

maximizod potential rovonuos. Tho utilitios ondod negotiations
bocauso this AEA proposal is so far from an,*,th,lng considorod
reasonable. boforo tho mooting endod, tho utilitios liatod tho
othor conoidorations and risks not addroaaod in tho Stato's
proposal as follows: ~ Southoast Intortio (construction and
operation), tho potential of an oarly catastrophic ovont, tho nood
for a warranty on Tyoo repairs, futuro rogulatory risk, Terror Lako
ropairs, cost of sotting up and oporating a now ontity, inflation
and markot risk.



Conclusion

Undor tho PSA, tho utility risks related to tho pro_Loct arc
vory limited. Tho Stato 1s. contractually., responsible for
extraordinary costs like ropairing tho Tyoo lino, and tho debt
norvico componont of tho rato is effectively capped. Theso wore
vory important victories for the utilities in the 1985
negotiations, and continue to be important contract obligation of

tho Stato.

It is important to remember that the Purchasing Utilitios
howovor, aro paying some of tho highest wholosalo power ratos in
the State. Tho current rato for Initial project power is more than
50% higher than tho costs for wholosalo power gonoratcd at tho
Bradley Lako hydrooloctric projoct. Add to that, ‘tho future risks
outlinéd in tho Harza Report, and tho rate could rise significantly
in tho noxt several years and worsen tho economic problems faced by
tho served communities.

Loworing wholesale power rates and obtaining local control was
the motivation of tho Purchasing Utilitios “for _ontoring tho
divestiture talks. Tho motivation is still real. The utilitios,
howovor, cannot take on tho operational and economic risks of thoso
projects without sufficiont consic-.ration in tho divestiture
process. AEA must recognize tho original Stato goal of rato relief
to isolatod communities and the need far any transfor of ownorship
to lead to loss expensive ratos.

Dennis €~ bLewis, ' PHEMChairman
In Behalf Of Tho Purchasing Utilitios
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Thomas /3av
ITBP A/ power Authority

- 7vee idrrf HYDROELECTRIC PROJECT -
P 0 BOX 1316 WRANGELL. ALASKA 1*929 '907) 674-3634 PAX (907) 874 2561

DATE: March 4,1996

0. Senate Resource Committee. Alaska State Senate
FROM: Dick Olson. President TBP A

SUBJECT. Senate Bill 284

As you already know, the Thomas Bay Power Authority, a Joint Agency of Petersburg
and Wrangell, contracts wth the State of Alaska to operate the Tyee Hydroelectric

project.

Our responsibility has been to operate the project ina prudent manner and to provide ou:
communities uith reliable electrical energy and to also protect the Slates investment in

this project.

Every one isaware that the Tyee transmission line issubstandard, and has been at risk of
failure for several years due to a shortage of funding tor repairs.

After may years of investigative work by many engineering firms. AIDEA and the
Project Management Committee (Four Dam Pool! believe they have arrived at a icvel of
confidence with the engineering and planning to go forward with the repai. of the Tyee
Transmission line when financing can be obtained.

Through an agreement between AIDEA and the Purchasing utilities. AIDEA isasking the
legislature for authority to sell bonds to provide funds to complete the repairs of the lvcc
line and critical wv»rk needed for othcT Four Dam Pool projects

The metnod of repayment of the bonds will insulate the legislature from the need lo
appropriate funds for repairs from other sources to protect the “Mates investment
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March 4, *PQ6

Page 2

The. Thomas Bay POWQ.r Autlionty Urges yOU t0 approve the Sale ot bonds S0 work can
begin wis year «or repair o« these projects.

Sincerely,

Dick Olson. President
Thuuus Bay Power Authority

total r.0i
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March 20. 1996

Senator Loren Leman. Chairman
Senate Resources

Alaska State Legislature

State Capitol (MS 3100)

Juneau. AK 99801-1182

RE:  SB 284

Dear Senator Leman:

This letter is in response to questions raised at the Senate Resource Committee hearing on SB
294 held on March 6. 1996

Senator Halford requested specific statutory and regulatory citations authorizing tho Alaska
Energy Authority (AEA) to negotiate and enter into a Long Term Power Sales Agreement for the
sale of Four Dam Pool power. Enclosed is a letter from Keith Laufer, Assistant Attorney

General, addressing this issue.

You requested examples of bonding scenario’'s showing how the term of the bond issuance will
affect the yearly debt service and overall cost to the State. Examples, on a comparable basis,
showing terms of 5. 10 and 25 years, at current rates, follow.

Initial Payment ~ Total ~ Amount Available ~ Annual Debt Total Debt
Term Ditto Issuance  EfiL£finattuct&a  Service Payments Service

5 111197 $25 Million  $24,131,066 $6,217,100 $31,077,086
5 7/1/98 $25 Million ~ $21,418,081 %7,237,932“' %31,766,081
10 111197 $25 Million  $24.20B,600 3,732,144 31,301,674
10 7/1/98 $25 Million  $21,470,156 $3.866.3001 $37,674,942
25 111197 775 Million ~ $24,069,808 $2,386,944"" $60 297.540
25 7/1/98 §25 Million  §21,191,503 52.386.944"" §60,297,540

(1) Initial annual paymentof $2,823,750. annual payment of $7,237,932 thereafter
(2) Initial annual paymentof $2,900,478. annual payment of $3,866,300 thereafter
(3) Initial annual paymentof $3,059,202, annual payment of $2,386,944 thereafter



Senator Loren Leman, Chairman
March 20, 1996
Page Two

The differences between total issuance and the amount available for construction is made up of
issuance costs and capitalized interest, if applicable.

Based on the information we currently have, a 10 year term with a one year payment deferral
would be the alternative that we would most likely choose. The deferral would give us two years
to find a long term solution to the Four Dam Pool issues, without affecting the current allocation
of the payment stream that the State receives. If we are unsuccessful, the debt service amount
would be set at a level that would still allow between S6-7 million to be allocated to PCE, the
Southeast Intertie and DCRA's power project fund

| hope this information is helpful. If you need any additional information, please do not hesitate
to call me.

_er
DRSfljf
h \jtf\nirTunontVa«a'j|b2S4 doc
Enclosure
cc William R. Snell. Executive Director

Senator Drue Pearce

Senator Steve Frank

Senator Rick Halford

Senator Robin Taylor

Senator Georgianna Lincoln

Senator Lyman Hoffman

Percy Fnsby. Director. Division of Energy. DCRA
Dennis Lewis. Chairman. PMC
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Randy Simmons
Alaska Industrial Development and Export Authority

480 West Tudor
Anchorage. Alaska 99503-6690

RE: SH 284
Our file 661 -95-0723

Dear Randy:

At your request, lam writing this letter to respond to certain questions Senator
Halford raised at the Senate Resource Committee hearing on Wednesday, March 6, 1996.
Specifically. Senator Halford requested information regarding the statutory authority of the Alaska
Energy Authority (AEA) toenter intotheLong Term Power Sales Agreement for the Four Dam Pool
Power (the PSA) and the provision therein allowing the purchasing utilities to withhold payments
under certain circumstances and use the money withheld to effect repairs to the projects.

Pursuant to AS 44.83.080 (as in effect when the PSA was executed), AEA was
granted broad powers to enter into agreements regarding the sale ofenergy produced by its projects.
Specifically. AS 44.83.080 (It)) provided that the AEA had the power to enter into contracts

for the financing, construction, acquisition, operation and maintenance of all
or any part of a power project, either inside or outside the stale, and for the

sale and transmission of power from a project-—--

This power was reiterated in AS 44.83.080 (11) where AEA was provided the power to enter into
contracts "for the purchase, sale, exchange, transmission or use of power from a project or any right

to any capacity of it."

In addition to these specific contractual powers, the AEA was provided with the

power

to enter into contractsor agreements w ith respect to the exercise ofany of its
|K>wers. and to do all things necessary or convenient to carry out the
corporate purposes and exercise the powers granted in this chapter.

OVCUX



Randy Simmons . March 18. 1996
Alaska Industrial Development and Export Authority Rage 2

661-95-0723

AS 44.83.080(14) (effective at the time RSA was executed).

Wi ith respect to the sale of power from the Four Dam Pool projects, AS 44.83.398
set forth factors that were to be considered in computing the wholesale power rate. Under that
provision, the rate established must equal the amount AEA estimates is necessary to produce revenue
sufficient to pay for the operation, maintenance and equipment replacement costs o f the projects, the
power projects proportionate share of the debt service, and safety inspections of the power project.
Ihe provisions ofthe PSA take each ofthese components into account in establishing the wholesale
power rate from the Four Dam Pool. ( PSA Section 5 and specifically Section 5(f)).

Under the PSA negotiated by AEA, AEA remained responsible for certain risks
related to project ownership. These risks included the risks of uninsured facility failures,
substandard facility performance, inadequacy of the R&R fund, or failure o fany purchasing utility
to make payments required under the agreement. Under Section 6(a) of the PSA, in die event AEA
was unable to fulfill its obligations with respect to these risks, the utilities could withhold payments
due under the PSA in order to fulfill those obligations. This type ofarrangement is common in many
commercial transactions. It is often the case that one party to a contract may withhold payment to
another party and apply the withheld sums to fulfill the other party’s obligations. This makes
particular sense in the context of the PSA. Under the PSA. the utilities are only required to pay for
power actually produced. Thus, if a facility failure prevents power from being produced by the
projects, the entire payment stream to the state could be disrupted. Under the mechanism provided
in the PSA. the utilities can utilize funds to effect repairs ensuring that power continues to be
produced and that the disruption to the state’s payment stream is minimized. | have found nothing
in AE A’s statutes or otherwise that would prevent AEA from entering into this type o farrangement.

To summarize, the PSA entered into by the Alaska Energy Authority appears
consistent with AE A’s statutes. AEA was granted broad powers as it pertains to entering into power
sales agreements with utilities. The PSA entered into between the AEA and the purchasing utilities
ofthe Four Dam Pool appears within the broad powers granted to AEA.
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Should you have any guestions do not hesitate to call.
Very truly yours,

BRUCE M BOTELI10
ATTORNEY GENERAL

1)&
/ /Keith A.
Assistant Attorney

By

KAL:aw

March 18. 1996
Page 3
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TYEE LAKE HYDROELECTRIC PROJECT

P. 0O 110X 1318 WRANGELL ALASKA 99929 (907) 879-3839 FAX (907) 879-2581
DATE: March 4,1996
TO: Senate Resource Committee. Alaska State Senate
FROM: Dick Olson. President TBPA

SUBJECT: Senate Bill 284

As you already know the Thomas Bay Power Authority, a Joint Agency o f Petersburg
and Wrangell, contracts with the State o f Alaska to operate the Tyee llydroclcctric

project.

Our responsibility has been to operate the project in a prudent manner and to provide our
communities with reliable electrical energy and to also protect the States investment in

this project.

F.vcryonc is aware that the Tyee transmission line is substandard, and has been at risk o f
failure for several years due to a shortage of funding for repairs.

After may years of investigative work bv many engineering firms. AIDEA and the
Project Management Committee (Four Dam Pool) believe they have arrived at a level of
confidence with the engineering and planning to go forward with the repair ofthe Tyee
Transmission line when financing can be obtained.

Through an agreement between AIDEA and the Purchasing utilities, AIDEA is asking the
legislature for authority to sell bonds to pro\ide funds to complete the repairs of the Tyee
line and critical work needed for other Four Dam Pool projects.

The method of repayment o fthe bonds will insulate the legislature from the need to
appropriate funds for repairs from other sources to protect the States investment.
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The Thomas Bay Power Authority urges you to approve the sale of bonds so work can
begin this year for repair o f these projects.

Sincerely.

Dick Olson, President
Thomas Bay Power Authority
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State of Alaska
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JUNEAU

February 9. 1996

The llonorable Drue Pearce
President of the Senate
Alaska State Legislature
State Capitol

Juneau. AK 99801-1182

Dear President Pearce:

Under the authority of art 11, sec. 18, ofthe Alaska Constitution. | am transmitting a bill
modifying the distribution of money from the four dam pool transfer fund and making
necessary changes to the power development fund These changes arc needed to allow the
Alaska Energy Authority (AEA) to issue bonds for needed repairs to the four dam pool
projects

The Tyee transmission line links the communities of Wrangell and Petersburg to the Tyee
Lake hydroelectric project The transmission line has been out of operation on three
occasions over the last several years because o f significant deficiencies in the line. Repairs
are immediately needed to ensure that the line can operate without a catastrophic failure. In
addition, repairs arc required to the Terror Lake hydroelectric project power tunnel. Due,
at least in part, to design deficiencies, the Terror Lake power tunnel has not performed in
accordance with reasonable standards.

Under the long-term power sales agreement between the AEA and the purchasing utilities
ofthe four dam pool, the required repairs to the Tyee transmission line and some o f the
repairs to the Terror Lake power tunnel are obligations ofthe AE/\ Under the agreement,
the utilities make annual debt service payments to the state Over the past several years,
these payments have amounted to between S8 million and SI 1 million annually The
utilities may reduce or withhold this payment, however, if the AEA lacks sufficient money
to fulfill its obligations under the agreement

The ability to withhold payment is generally referred to as the utilities self-help right
Since the Tyee transmission line repairs and some ofthe Terror Lake tunnel repairs are
obligations ofthe AEA. the purchasing utilities could withhold the annual debt service
payment to provide money for these repairs In fact, under a settlement agreement with
AEA. the purchasing utilities invoked their self-help right last fiscal year and withheld S4
million to conduct engineering for the required repairs



The debt service payment made by the utilities is deposited into the four dam pool transfer
fund Under current law. subject to appropriation. 40 percent of the balance in the four
dam pool transfer fund is transferred to the power cost equalization and rural electric
capitalization fund; 40 percent goes to the Southeast energy fund, and 20 percent goes to
the power project fund.

AEA intends to issue up to S25 million of bonds to finance the immediately needed Tyee
transmission line repairs and the obligations ofthe AEA with respect to the Terror Lake
power tunnel for these repairs That would prevent the utilities from withholding their debt
service payments. Under existing law, AEA has the authority to issue these bonds and they
nay carry the moral obligation ofthe state. The bonds will have aterm ofno more than 25
years Annual payments arc estimated at between S3 million and $5 million and will begin
no later than July 1, 1998

The purpose ofthe deferral of bond payments to July 1, 1998, is to give the AEA time to
develop along-term plan for the four dam pool facilities. The AEA is currently negotiating
to sell the dams to the utilities If the sales take place, the bonds will be paid o ff before any
debt service payments are due

In order to make the proposed bonds marketable, bond investors must be assured that a
secure revenue source is available for the debt service on the bonds There arc two critical
elements to ensure this secure revenue source First, the utilities must limit the self-help
right under the power sales agreement to guarantee that a sufficient payment is made to the
AEA to cover the debt service In thatregard, the four dam pool project management
committee and the AEA entered into an agreement whereby the utilities will limit their
self-help right The second critical element is to ensure that the first call on the payments
made by the utilities is for the debt service related to the bond issue This bill accomplishes

that second critical element

Section 1ofthe bill modifies current law so that, f ibject to appropriation, an amount
necessary to cover the debt service on the loans jr bonds will be transferred from the four
dam pool fund to die AEA power development fund. Section 2 ofthe bill clarifies that
money in the AEA power development fund can also be used for repairing and improving
power projects constnictcd or acquired before August 1!. 1993

This bill will allow the immediately needed repairs on the four dam pool facilities to go
forward. Meanwhile, discussions will continue with the utilities to develop a long-term
solution to the financing and economic needs ofthe projects

| urge your passage o this bill

Sincerely.
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