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March 27,2000

TO: C O M M I T T E E  M E M B E R S  and Interested Parties

F R OM: REP. BILL H U D S O N ,  Chair

RE: March 29 Meeting about PCE

Earlier this session, the House Special Committee on Utilities Restructuring held 

a hearing on Power Cost Equalization (PCE), due to the importance of this 
subsidy to electric consumers in rural Alaska, and out of our concerns for its 

continued funding.

Funding concerns still exist. While m y  committee is not a finance committee per 
se, m y  interest in helping to resolve the PCE funding problem stays high. I have 
invited the House Community and Regional Affairs Committee to join with us 
on March 29 for continued discussions on this subject. PLEASE N O T E  that the 
meeting will be held in the House Finance committee room and will convene at 8  

a.m. The format will be roundtable discussion between both committees and 
invited interested parties. Along with members of both committees, I have 
invited representatives from AIDEA, House Finance Committee Co-Chair Eldon 

Mulder, and Rep. Ramona Barnes.

Another note: prior to PCE discussions, w e  will hear H B  169 which was held 
over from our previous meeting. I do not anticipate that H B  169 will take much 

time.

At this time, I do not intend to include public testimony on PCE. However, if 
time allows, brief pertinent comments m a y  be solicited. The meeting will be 
teleconferenced.
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M a r c h  2 9 , 2 0 0 0  

8  a . m .  

H o u s e  F i n a n c e  C o m m i t t e e  R o o m

1. HB 169 b y  Rep. Joe G reen
Relating to including the costs of expansion and political 

activities in rates of electric cooperatives.

2. Pow e r Cost E q u a l iz a t io n  - R o u n d ta b le  D is c u s s io n
Joint M eeting with C o m m u n it y and Regional Affairs 

Committee, Rep. Carl M organ and Rep. John Harris, Co-Chairs

What is the status of the P C E  program for F Y  00 and 01? 

What are potential funding options? Are there 

recommendations we can forward to the Finance Committee?
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Power Cost Equalization: 

Tough problem, big consequences

Finding a way to sustain, for the long term, the rural Power Cost Equalization pro­

gram is a tough problem that has serious consequences. There is simply no easy solution, 

and as much as people wish for an easy “black box” solution — new energy technologies 

as alternatives to diesel-generated power—  the high capital cost of those make them un­

realistic in many outlying Alaska communities. There appears to be the commitment in 

the Legislature to see the program through to the end of this fiscal year (the House in­

cluded money in its fast-track supplemental budget, and the Senate seems favorably in­

clined toward some form of short-term funding), but there’s no money for F Y  2001, or 

for the long term.

Gov. Tony Knowles’ position is clear. He wants the program extended, long-term.

And despite the fiscal conservatism of the Legislature’s current leadership, there seems 

little support among lawmakers for a flat cutoff to the payments because of the conse­

quences. The governor is working on ideas for a long-term funding solution but so far 

there have been no solutions, no “breakthroughs.”

If PCEs were to be just ended, utility bills for rural consumers would jump, and op­

erating costs (and consumer charges) for ____________________________________

new water and sewer systems being in­

stalled in many villages would increase 

sharply. This would jeopardize a massive 

state and federal investment in village 

clean water and sanitation. Also, many 

small rural utilities would simply fail, ac­

cording to an analyses of the problem by 

the University of Alaska’s Institute of So­

cial and Economic Research.

Continued on next page

Cost o f  e le c tr ic  p ow e r 
(average,per Kilowatt Hour) 

Urban Alaska: 9.5 cents
PCE communities: 42 cents

In se rt - a



H o w  d i d  w e  get into this? P C E s  b e g a n  in e a r l y  1 9 8 0 s

Continued from preceding page
Power Cost Equalization began in the early 1980s when the state Legislature estab­

lished a priority on stabilizing energy costs (then rising rapidly, with oil prices) in the 

state, using “nonrenewable” resource income (from petroleum) to finance the needed 

capital expenditures for “renewable” power, of which hydro was the favored choice. H y­

dro was a good investment for parts of the state —  coastal communities near good hydro 

sites, and railbelt communities whicli could be served through the intertie, the “railbelt” 

electric grid. The problem was fashioning a policy which helped the entire state. Since 

there was no single technological solution to help the state’s many smaller, outlying c o m­

munities, in 1984 the state Legislature established a subsidy program for rural utilities. 

Power Cost Equalization, modeled on a temporary program established in 1980.

There was a logic to it. The state had spent hundreds of millions of dollars with the 

“four dam pool,” hydro facilities at Lake Tyee and Swan Lake in Southeast, Soloman 

Gulch near Valdez and Terror Lake on Kodiak Island, as well as Bradley Lake near 

Homer, which generates power for the utilities from the Kenai Peninsula to Fairbanks. An 

ambitious project to build a multi-billion dollar hydro project on the Susitna River be­

tween Anchorage and Fairbanks was also under way in the mid-1980s. It was halted by 

former Gov. Bill Sheffield when the project’s economics began to look dubious and when 

oil prices turned down, but several hundreds of millions of dollars were spent on studies 

and feasibility work on the project.

Most of these investments were sunk costs. The state will never, for example, recoup 

its capital investment in the four dam pool, although five coastal utilities buying power 

from those facilities are repaying part of the cost. Thus, there is an ongoing subsidy to 

these communities. Bradley Lake is the one state hydro project which will be paid for

through sales of power to railbelt utilities.

P C E  was attempt to share benefits 

of a statewide energy program

P C E  was an attempt to share the ben­

efits of this statewide energy program with 

outlying communities. Since a technologi­

cal solution wasn’t feasible, in most cases, 

(involving a capital subsidy, as in hydro) 

the only practical alternative seemed a cash 

payment to lower rural rates. The federal

Continued on next page

M on th ly  e le c tr ic i ty  use
(Kilowatt Hours)

Urban Alaska: 688 kwh/month
Rural 326kwh/month
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P C E  p r o g r a m  h a s  u n d e r g o n e  c h a n g e s

program subsidizing high-cost rural telephone service across the nation is the closest 

analogy. Over the years, the P C E  program has been changed. In 1993 the policy of 

straight general fund appropriations from the operating budget to cover P C E  costs, about 

$20 million per year, was ended. In its place, the Legislatur. established a P C E  fund of 

about $60 million, made an allocation of 40 percent of revenues received from the five 

coastal utilities buying power from the four-dam pool, and made a commitment to con­

tinue the program until 2013. It was known in 1993 that $60 million wouldn’t fund PCEs 

until 2013 even with 40 percent of the four-dam pool payments, but there was a hope 

that between that year and time the money ran out, other solution, or other funding, 

would be found. But it wasn’t found. The fund ran out last year.

Faced with a cutoff of the P C E  payments to rural utilities, in 1999 the Legislature 

cobbled together a patchwork scheme to fund the program for another year, and also 

made changes to reduce its cost. Schools (mostly state-supported R E A A  schools) and 

commercial users were excluded, so the program helped only residential users. The 

amount of monthly power usage to which the subsidy applied was also reduced from 700 

kilowatt hours/month to 500 kWh/mo, and the “floor” (target rate for equalization) was 

raised from 9.5 cents to 12 cents. The effect of these changes reduced the Fiscal Year 

2 0 0 0  cost of the program from $ 2 2  million to $16 million, a $ 6  million savings.

Funding sources for the one-year extension included a dedication of 60 percent of 

Four D a m  Pool revenues (up from 40 percent), and use of lease revenues from National

Petroleum Reserve-Alaska federal 1999 

lease sale bonuses, the state’s share of 

which was about $40 million.

NPR-A leasing revenues for 

PCEs never materialized

The flaw in this arrangement was that 

the NPR-A revenues never materialized. 

Federal law requires the state to give prior­

ity to grants to communities “impacted” by 

activity on NPR-A, meaning communities 

within the North Slope Borough near the

Continual on next page 
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Cost o f  e le c tr ic  p ow e r
(average,per Kilowatt Hour)

Alakanuk: 42 cents
Akiachak 50 cents
Dillingham 22 cents
Noatak 55 cents
Nome 20cents
Anchorage 9 cents
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Supplemental appropriation of $8 million is on a fast track
Continued from previous page
NPR-A lease area. The Legislature’s thinking in 1999 was that there would be some 

money left over after grants were made to the N S B  communities, and they directed these 

funds as P C E  program fund sources. It should have been no surprise, however, that appli­

cations for grants from the N S B  and its communities outstripped the shared leasing rev­

enues, by about $30 million, in fact. Thus, there was no money left over, and the PCE is 

short of funds for its current year.

Gov. Knowles proposed that $ 8  million from the annual divide nd paid by the Alaska 

Industrial Development and Export Authority ($26 million this year) be appropriated to 

complete the F Y  2000 funding for PCE. This is in the governor’s supplemental budget re­

quest. The state House has approved this as part of the governor’s “fast track” supple­

mental budget bill. If the Legislature does not approve this or find some other funding 

source, the P C E  checks will stop going out to rural utilities by the end of March.

T e c h n o l o g y  is n o t  a n  e a s y  s o l u t i o n

Capital costs for enerev alternatives

Diesel (with fuel storage) $ 1 , 0 0 0  per k W

Wind/diesel combination $2,900 per k W

Hydroelectric (Old Harbor)* $5,000 per k W

Microturbines $3,459 per k W
•

Fuel Cells

* Data fiom project in Old Harbor

Source: A R E C A

$3,000 —  $5,000 per k W

L >
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6  * Sec. 14. P O W E R  COST EQUALIZATION. The sum of $3,600,000 is appropriated from

7 the Alaska Industrial Development and Export Authority revolving fund (AS 44.88.060) to the

8  power cost equalization and rural Hectric capitalization fund (AS 42.45.100).

9 * Sec. 15. REDISTRICTING PLANNING COMMITTEE, (a) The unexpended and

10 unobligated balance, not to exceed $350,000, of the appropriation made by sec. 70, ch. 2,

11 FSSLA 1999 (special election - $939,000) is reappropriated to the Legislative Council for the

12 fiscal year ending June 30, 2000, for the redistricting planning committee for preparation for

13 the 2000 redistricting plan.

14 (b) If the amount available for reappropriation under (a) of this section is less than

15 $350,000, then the unexpended and unobligated balance, not to exceed the difference between

16 $350,000 and the amount available for reappropriation under (a) of this section, of the

17 appropriations made by sec. 64(a), ch. 2, FSSLA 1999 (Legislative Council), sec. 64(b), ch.

18 2, FSSLA 1999 (Legislative Budget and Audit Committee), sec. 64(c), ch. 2, FSSLA 1999

19 (Legislative Budget and Audit Committee), and sec. 64(d), ch. 2, FSSLA 1999 (Legislative

20 Council) is reappropriated to the Legislative Council for the Fiscal year ending June 30, 2000,

2 1  lor the redistricting planning committee for preparation for the 2 0 0 0  redistricting plan.

22 * Sec. 16. B A R A N O F  ISLAND TERMINAL ROAD. Section 100. ch. 2, FSSLA 1999,

23 page 69, lines 6  - 7, is amended to read:

24 ALLOCATIONS

25 Alaska Marine Highway 31,600,000

26 Svstcm: Sitka to East

27 Baranof Island Terminal

28 Road [SHUTTLE VESSEL]

29 (ED 2)

30 * Sec. 17. D E P A R T M E N T  OF CORRECTIONS. The sum of $70,000 is appropriated from

31 statu’ory designated program receipts to the Department of Corrections, administration and

GS204IW

5
4
3

Taylor
Boundary Spur
Nom e-Teller
Nome-Council
Kougarok

$132,000

10,500

35.700

34.700 

36,000
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ALASKA INDUSTRIAL DEVELOPMENT 
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February 10, 2000

The Honorable Carl Morgan. Jr.
Alaska State Legislature State Capitol
Juneau, Alaska 99801-1182 
Dear Representative Morgan:
Thank you for your letter regarding the House Committee on Community and Regional Affairs 
(HCRA) continued interest in rural energy issues -  an issue that is vital to the well being of rural 
Alaska. AIDEA is happy to keep you informed of new developments and to work together to 
find potential solutions.
As you now know, Governor Knowles submitted his supplemental budget to the Legislature on February 7th The budget included a request for $8 million to fully fund the PCE fund for FY00 
using a source of funds previously unrecognized and unallocated. The source is an increase in 
the FY00 AIDEA dividend that was declared over a year ago.
At its board meeting today, the AIDEA board approved an $8 million increase in AIDEA’s FY00 
dividend. At the time the original dividend was declared, staff was struggling with the 
uncertainty of the effects of a new Governmental Accounting Standard’s Board rule (GASB 31) which provided a fundamental change in the manner that AIDEA and all government agencies 
in the country are required to report income on investments. Staff had taken a conservative 
approach when they recommended the FY00 dividend to the AIDEA board. Over the past year, 
AIDEA staff has learned more about the effects of GASB 31 and concluded that the dividend is 
mere appropriately determined by looking at audited net income, including GASB 31 effects. Our originally recommended FY00 dividend, based in part on the uncertainty of GASB 31, was 
overly conservative. Therefore, staff recommended an increase in the dividend and the board 
approved the increase today. The increased dividend will be available for allocation 
immediately.
While it is fortunate that a potential short-term funding solution could be found for the PCE 
program for FY00, a source of long-term funding for the program remains in question. We look 
forward to continuing to work with your committee to find a solution that is viable for the future.
Thank wou for your interest.
Sin''""'1*' /

D. I
Executive Director
ORSbjt
H \ A i L \ f l J R O R S « » p  M o rg an  D w id a ra l d o c



A l a s k a  S t a t e  L e g i s l a t u r e

House o f  Representatives 
Minority Leader

Alaska State Capitol 
Juneau, Alaska 99801-1182 
1-888-465-4919 (toll free) 
1-907-465-2137 (fax)

Interim Address 
716 West Fourth Avenue 
(phone) 1-907-269-0130 

(fax) 1-907-269-0132

Representative Ethan Berkowitz 
District 13

House Bill 396

“A n  Act transfe. ring the assets, liabilities, and responsibilities of the 
Alaska Municipal Bond Bank Authority and of the Alaska Student Loan 

Corporation to the Alaska Housing Finance Corporation; and relating to the
Alaska Housing Finance Corporation.”

House Bill 396 authorizes the Alaska Housing Finance Corporation (AHFC) to 
"purchase" the Alaska Student Loan Corporation (ASLC) and the Alaska 
Municipal Bond Bank Authority (AMBBA). Consolidating three of Alaska’s best 
performing and most valuable assets creates a more efficient entity without 
changing the mission of any existing agency. It also represents a step towards 
resolving the budget gap - the "purchase" reduces general fund expenditures 
and creates additional revenue.

It is important to note that this bill neither authorizes nor condones any adverse 
impact to the clients that are served by the affected agencies.

Estimates of the purchase price indicate that the ASLC's and AMMBA's worth is 
of such a magnitude that it could create a dividend or endowment fund capable 
of paying for recurring costs, such as Power Cost Equalization (PCE). 
Consequently, that recurrent cost is freed from the state’s general fund and could 
lead to a larger A H F C  dividend to the state.

There are additional benefits to this bill. Analysts expect that A S L C  and A M M B A  
will enjoy improved bond ratings and A H F C  will have increased bonding capacity. 
Similarly, the overlapping costs that each agency has to pay -  such as attorney 
fees for bond counsel - can be saved.

H B  396 is a long bill but a simple one. It allows some of our best performing 
assets to achieve even greater performance. I would appreciate your support.

Sponsor Statement

E-mail: Representative_Ethan_Dcrkowili@legis.statc.ak.us

mailto:Representative_Ethan_Dcrkowili@legis.statc.ak.us
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CS F O R  H O U S E  BILL NO. 396( )

IN THE LEGISLATURE O F  T H E  STATE OF A L A S K A

TWENTY-FIRST LEGISLATURE - S E C O N D  SESSION

BY

Offered:
R eferred:

Sponsor(s): REPRESENTATIVE BERKOW ITZ

A  BILL

F O R  A N  A C T  E N T I T L E D

"An Act transferring the assets, liabilities, and responsibilities of the Alaska 

Municipal Bond Bank Authority and of the Alaska Student Loan Corporation to 

the Alaska Housing Finance Corporation; and relating to the Alaska Housing 

Finance Corporation."

B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* Section 1. The uncodificd law of the State of Alaska is amended by adding a new 

section to read:

PURPOSE, (a) This bill authorizes the Alaska Housing Finance Corporation to 

purchase the Alaska Student Loan Corporation and the Alaska Municipal Bond Bank.

(b) Recognizing that the Alaska Student Loan Corporation and the Alaska Municipal 

Bond Bank provide valuable benefits to the State of Alaska, it is important to emphasize that 

the legislature intends that the functions of the Alaska Student Loan Corporation and the 

functions of the Alaska Municipal Bond Bank shall continue to be performed.

(c) Proceeds from the sale of the Alaska Student Loan Corporation and the Alaska

-1-
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Municipal Bond Bank should be used to augment the power cost equalization and rural 

electric capitalization fund established in AS 42.45.100.

* Sec. 2. AS 09.38.015(c) is amended to read:

(c) Property of the state, a municipality, or a [ A N D  O F  T H E  A L A S K A  

MUNICIPAL B O N D  B A N K  A U THORITY O R  A N O T H E R ]  state public corporation 

is exempt.

* Sec. 3. AS 14.40.956 is amended to read:

Sec. 14.40.956. Cooperation with other authorities. In issuing a bond, the 

corporation may request the assistance of and work with the Alaska Industrial 

Development and Export Authority and the Alaska Housing Finance Corporation 

[MUNICIPAL B O N D  B A N K  AUTHORITY]. The Alaska Industrial Development and 

Export Authority may invest in and issue bonds for space-related projects of the 

Alaska Aerospace Development Corporation. The Alaska Industrial Development and 

Export Authority and the Alaska Housing Finance Corporation [MUNICIPAL B O N D  

B A N K  AUTHORITY] may purchase and market bonds of the Alaska Aerospace 

Development Corporation.

* Sec. 4. AS 14.42.130(b) is amended to read:

(b) Public notice of a meeting of the board at which the issuance of 

corporation bonds under AS 14.42.. 20 is authorized shall be provided at least 24 

hours before the meeting.

* Sec. 5. AS 14.42.140 is amended to read:

Sec. 14.42.140. Minutes of meetings. The board shall keep minutes of each 

meeting held to carry out its responsibilities under A S  14.42.130 - 14.42.390 and 

send a certified copy to the governor and to the Legislati ve Budget and Audit 

Committee.

* Sec. 6 . AS 14.42.150 is amended to read:

Sec. 14.42.150. Administration of affairs. The board shall manage the assets 

and business of the corporation and may adopt bylaws and regulations, in accordance 

with AS 44.62 (Administrative Procedure Act), governing the manner in which the 

business of the corporation under AS 14.42.130 - 14.42.390 is conducted and the 

manner in which its powers under AS 14.42.130 - 14.42.390 are exercised. The board

WORK DRAFT WORK DRAFT 1-LS1394U

CSHB 396( ) -2-

New Text Under lined [DELETED TEXT BRACKETED.)



I

I

I

i

I

I

9

i
I

1(

1 1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

shall delegate supervision of the administration of the corporation to the executive 

director [OFFICER] of the corporation.

* Sec. 7. AS 14.42.170 is amended to read:

Sec. 14.42.170. Staff. The employees of the Alaska Commission on 

Postsecondary Education shall serve as staff for the corporation in connection with 

the exercise of its responsibilities under AS 14.42.130 - 14.42.390.

* Sec. 8 . A S  14.42.190 is amended to read:

Sec. 14.42.190. Budget. The portion of the operating budget of the 

corporation used in connection with the exercise of its resnonsibilities under 

A S  14.42.130 - 14.42.390 is subject to AS 37.07 (Executive Budget Act).

* Sec. 9. A S  14.42.200 is amended to read:

Sec. 14.42.200. General powers. In addition to other powers granted under 

AS 14.42.130 - 14.42.390 [IN THIS CHAPTER], the corporation, in the exercise of 

its power and functions under AS 14.42.130 - 14.42.390. may

(1) sue and be sued in its own name;

(2 ) adopt an official seal;

(3) adopt regulations under AS 44.62 (Administrative Procedure Act) 

to caiTy out the purposes of this chapter;

(4) make and execute agreements, contracts, and other instruments 

necessary or convenient in the exercise of the powers and functions of the corporation 

under AS 14.42.130 - 14.42.390. including contracts with a person or governmental 

entity;

(5) receive, administer, and comply with the conditions and 

requirements respecting any appropriation, gift, grant, or donation of property or 

money;

(6 ) borrow money as provided in AS 14.42.220 [THIS CHAPTER] to 

carry out its corporate purposes under AS 14.42.130 - 14.42.390 and issue its 

obligations as evidence of the borrowing;

(7) include in a borrowing under AS 14.42.220 the amounts to pay 

financing charges, interest on the obligations for a period not exceeding one year after 

the date on which the corporation estimates funds will otherwhe be available to pay

-3* CSHB 396( )
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the interest, consultant, advisory, and legal fees, and other expenses necessary or 

incident to the borrowing;

(8 ) invest or reinvest, subject to its contracts with noteholders and 

bondholders, money held under AS 14.42.130 - 14.42.390 by the corporation as set 

out in AS 37.10.071;

(9 ) collect from a borrower amounts owed with respect to a student 

loan the corporation has purchased;

(1 0 ) gather information on student loans available to residents of 

Alaska and disseminate the information to reasonably assure that qualified residents 

are aware of financial resources available to those attending or desiring to attend 

institutions for which loans may be made under AS 14.43.090 - 14.43.325, 14.43.600 -

14.43.700, or 14.43.710 - 14.43.750; _

(1 1 ) service student loans held by the corporation;

(1 2 ) purchase or participate in the purchase of student loans;

(13) contract in advance for the purchase or sale of student loans;

(14) sell or participate in the sale, either public or private and on terms 

authorized by the board, of student loans to the Student Loan Marketing Association 

or to other purchasers;

(15) collect and pay reasonable fees and charges in connection with the 

purchase, sale, and servicing of student loans;

(16) enter into agreements with the federal government, including 

guaranty agreements and supplemental guaranty agreements as described in the United 

States Higner Education Act of 1965, as necessary to provide for the receipt by the 

corporation of administrative allowances and other benefits available under the United 

States Higher Education Act of 1965;

(17) administer federal money allotted to the state involving insured 

student loans and related administrative costs and other matters;

(18) enter into agreements with the Alaska Commission on 

Postsecondary Education relating to student loans [, T H E  A D M I N I S T R A T I O N  OF 

T H E  S T U D E N T  L O A N  F U N D  C R E A T E D  U N D E R  AS 14.42.210,] and the payment 

of and security for bonds of the corporation issued under A S  14.42.220;

WORK DRAFT WORK DRAFT 1-LS1394U
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(19) to the extent permitted under contracts with bond holders, consent 

to the modification of the rate of interest, time of payment of an installment of 

principal or interest, or other terms of a student loan purchased by the corporation;

(2 0 ) procure insurance against any loss in connection with the operation 

of its programs under AS 14.42.130 - 14.42.390;

(2 1 ) provide advisory services to borrowers and other participants in 

the corporation's programs under AS 14.42.130 - 14.42.390;

(2 2 ) enter into credit facility agreements to carry out the purposes of 

A S  14.42.130 - 14.42.390 and make pledges, covenants, and agreements with respect 

to the repayment of borrowings under the credit facility agreements;

(23) do all acts necessary, convenient, or desirable to cany out the 

powers expressly granted or necessarily implied in AS 14.42.130 - 34.42.390 

[AS 14.42.100 - 14.42.390].

* Sec. 10. AS 14.42.210(a) is amended to read:

(a) The student loan fund is established in the corporation. The [STUDENT 

L O A N ]  fund is a trust fund to be used to cany out the purposes of A S  14.42.130 - 

14.42.390 [AS 14.42.100 - 14.42.390], AS 14.43.090 - 14.43.325, 14.43.600 -

14.43.700, 14.43.710 - 14.43.750, and AS 14.44.025. The fund consists of money or 

assets appropriated or transfened to the corporation for the fund and money or assets 

deposited in it by the corporation. The corporation may establish separate accounts 

in the fund.

* Sec. 11. A S  14.42.210(b) is amended to read:

(b) Money and other assets of the student loan fund may be used to secure 

bonds of the corporation issued under AS 14.42.220. invested in student loans and 

investments under A S  37.10.071* and used to purchase loans approved under 

AS 14.43.090 - 14.43.325, 14.43.600 - 14.43.700, or 14.43.710 - 14.43.750.

* Sec. 12. A S  14.4. '’20(f) is amended to read:

(f) The corporation may not issue bonds under this section, other than 

refunding bonds, during any two consecutive fiscal years in an aggregate amount 

greater than $125,000,000 unless the legislature, by law, approves issuance of a greater 

amount.
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* Sec. 13. AS 14.42.270 is amended to read:

Sec. 14.42.270. Pledge and agreement of state. The state pledges to and 

agrees with holders of bonds issued by the former Alaska Student Loan Corporation 

or bv the Alaska Housing Finance Corporation under A S  14.42.220 

[CORPORATION] that the state will not limit or alter the rights and powers vested in 

the corporation under AS 14.42.130 - 14.42.390 [AS 14.42.100 - 14.42.390] to fulfill 

the terms of a contract made by the former Alaska Student Loan Corporation or 

bv the Alaska Housing Finance Corporation under A S  14.42.220 

[CORPORATION] with the bondholders or in any way impair the rights and remedies 

of the bondholders until the bonds, together with the interest on them with interest on 

unpaid installments of interest, and all costs and expenses in connection with an action 

or proceeding by or on behalf of the bondholders, are fully met and_discharged. The 

corporation may include this pledge and agreement of the state in a contract with 

bondholders.

* Sec. 14. AS 14.42.280 is amended to read:

Sec. 14.42.280. Exemption from taxation. The real and personal property of 

the corporation and its assets, income, and receipts are declared to be the property of 

a political subdivision of the state and devoted to an essential public and governmental 

function and purpose, and the property, assets, income, receipts, and other interests of 

the corporation are exempt from all taxes and special assessments of the state or a 

political subdivision of the state, including municipalities, school districts, public utility 

districts, and other governmental units. Bonds of the corporation issued under 

A S  14.42.220 are declared to be issued by a political subdivision of the state and for 

an essential public and governmental purpose, and the bonds, interest on them, income 

iT ouj them, and transfer of them, and all assets, income, and receipts pledged to pay 

or secure the payment of the bonds, or interest on them, are exempt from taxation by 

or under the authority of the state, except for inheritance and estate taxes and taxes on 

transfers by or in contemplation of death.

* Sec. 15. AS 14.42.290 is amended to read:

Sec. 14.42.290. Bonds legal investments for fiduciaries. The bonds of the 

corporation issued under AS 14.42.220 are securities in which public officers and
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bodies of the state, municipalities, insurance companies, insurance associations, other 

persons carrying on an insurance business, banks, bankers, trust companies, savings 

banks, savings associations, building and loan associations, investment companies, 

other persons carrying on a banking business, administrators, guardians, executors, 

trustees, other fiduciaries, and other persons who are authorized to invest in bonds or 

other obligations of the state [,] may properly and legally invest funds including capital 

in their control or belonging to them. Notwithstanding any other provisions of law, 

the bonds of the corporation issued under AS 14.42.220 are also securities that may 

be deposited with and may be received by public officers and bodies of the state and 

municipalities for any purpose for which the deposit of bonds or other obligations of 

the state is not or may be authorized.

* Sec. 16. AS 14.42.300 is amended to read:

Sec. 14.42.300. Operation olf certain statutes excepted, (a) In the exercise 

of its powers and functions under AS 14.42.130 - 14.42.390. the [THE] corporation

(1) is not a municipality as the term is defined in A S  01.10.060i

(2) except [. EXCEPT] as provided in AS 14.42.190, [THE 

CORPORATION] is not subject to AS 37: and

(3) for [. FOR] all other purpo* [THE C O R P O R A T I O N ]  is a 

political subdivision and an instrumentality of the state.

(b) The funds, income, and receipts of the corporation that are obtained bv 

it in the exercise of its powers and functions under AS 14.42.130 - 14.42.390 are 

not money of the state, nor may real property in which the corporation has an interest 

be considered land owned in fee by the state or to which the state may become entitled 

or in any way land belonging to the state, or state land referred to in art. VIII of the 

Alaska Constitution.

* Sec. 17. A S  14.42.310 is amended to read:

Sec. 14.42.310. Annual audit. The financial records of the corporation that 

relate to its exercise of its powers and functions under AS 14.42.130 - 14.42.390 

shall be audited annually by tire legislative auditor or by a certified public accountant 

approved by the legislative auditor. The legislative auditor may prescribe the form and 

content of these [THE] financial records of the corporation and shall have access to
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these; records at any time.

* Sec. 18. AS 14.42.390 is amended to read:

Sec. 14.42.390. Definitions. In A S  14.42.130 - 14.42.390 [AS 14.42.100 - 

14.42.390],

(1 ) "board" means the board of directors of the corporation;

(2) "corporation" means the Alaska Housing Finance [STUDENT 

L O AN] Corporation (AS 18.56.020].

* Sec. 19. A S  14.43.090(a) is amended to read:

(a) There is created a scholarship revolving loan fund. The fund shall be used 

to make scholarship loans to students selected under AS 14.43.090 - 14.43.160, to pay 

the costs of collecting scholarship loans that are in default if those costs are not 

recovered from the student, and to pay the costs of administering the_jund. Unless the 

instrument evidencing the scholarship loan has been sold or assigned to the former 

Alaska Student Loan Corporation or to the Alaska Housing Finance Corporation, 

repayments of principal and interest on a scholarship loan shall be paid into the 

scholarship revolving loan fund. If money estimated to be available is inadequate to 

fully fund estimated scholarship loans for any fiscal year, additional funding from the 

general fund may be requested and appropriated for that year.

* Sec. 20. AS 14.43.090(d) is amended to read:

(d) The commission may sell or assign notes and other instruments evidencing 

scholarship loans to the Alaska Housing Finance [STUDENT LOAN] Corporation and 

enter into agreements with the corporation relating to loans [, T H E  

ADMINISTRATION O F  T H E  S T U D E N T  L O A N  F U N D  C R E A T E D  U N D E R  

AS 14.42.210,] and the payment of and security for bonds of the corporation. 

Proceeds from the sale or assignment of notes and other instruments shall be deposited 

in the scholarship revolving loan fund.

* Sec. 21. AS 14.43.120(0 is amended to read:

(0 Interest on a loan made under A S  14.43.090 - 14.43.160 is equal to the 

interest rate

(1) paid in each year on bonds issued by the former Alaska Student 

Loan Corporation or the Alaska Housing Finance Corporation under AS 14.42.220;
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(2 ) necessary to pay the administrative cost of the student loan program 

that is represented by the loan.

* Sec. 22. AS 14.43.120(r) is amended to read:

(r) The rate of interest, time of payment of an installment of principal or 

interest, or other terms of a scholarship loan may be modified if required to establish 

or maintain tax-exempt status under 26 U.S.C. 103 (Internal Revenue Code of 1986), 

as amended, for the interest on bonds issued by the former Alaska Student Loan 

Corporation or the Alaska Housing Finance Corporation.

* Sec. 23. AS 14.43.120(t) is amended to read:

(t) Payment of interest under (1) of this section and forgiveness under (s) of 

this section are subject to appropriation by the legislature. Money obtained from the 

sale of bonds by the former Alaska Student Loan Corporation or the Alaska Housing 

Finance Corporation under AS 14.42.220 may not be appropriated for the payment 

of interest or the forgiveness of loans.

* Sec. 24. AS 14.43.120(u) is amended to read:

(u) The commission by regulation shall set a loan origination fee, not to 

exceed five percent of the total scholarship loan amount, to be assessed upon a 

scholarship loan that is funded from the student loan fund of the Alaska Housing 

Finance [STITDENT LOAN] Corporation. The loan origination fee shall be deducted 

at the time the loan is disbursed. Subject to appropriation, the loan origination fees 

shall be deposited into an origination fee account within the student loan fund of the 

Alaska Housing Finance [STUDENT LOAN] Corporation, and subsequently used by 

the corporation to offset losses incurred as a result of death, disability, default, or 

bankruptcy of the borrower.

* Sec. 25. AS 14.43.255(a) is amended to read:

(a) There is created a memorial scholarship revolving loan fund. The fund 

shall be used to provide educational scholarship loans to students selected under 

A S  14.43.250 - 14.43.325. Unless the instrument evidencing the memorial scholarship 

loan has been sold or assigned to the former Alaska Student Loan Corporation or the 

Alaska Housing Finance Corporation, repayments of a loan shall be deposited into
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1 the memorial scholarship revolving loan fund and shall be used to make new loans.

2 * Sec. 26. AS 14.43.255(c) is amended to read:

3 (c) The commission may sell or assign notes and other instruments evidencing

4 memorial scholarship loans to the Alaska Housing Finance [STUDENT L O A N ]

5 Corporation and enter into agreements with the corporation relating to loans [, T H E

6  ADMINISTRATION OF T H E  S T U D E N T  L O A N  F U N D  C R E A T E D  U N D E R

7 A S  14.42.210,] and the payment of and security for bonds of the coiporation.

8  Proceeds from the sale or assignment of a note or other instrument shall be deposited

9 in the appropriate memorial scholarship loan fund account.

10 * Sec. 27. AS 14.43.620 is amended to read:

11 Sec. 14.43.620. Teacher scholarship revolving loan fund, (a) There is

12 created a teacher scholarship revolving loan fund. The fund shall _be used to make

13 scholarship loans to students selected under AS 14.43.600 - 14.43.700. Unless the

14 instrument evidencing the teacher scholarship loan has been sold or assigned to the

15 former Alaska Student Loan Corporation or the Alaska Housing Finance

16 Corporation, repayments of principal and interest on a teacher scholarship loan shall

17 be paid into the teacher scholarship revolving loan fund and shall be used to make new

18 teacher scholarship loans. If estimated funds available are inadequate to fully fund

19 estimated teacher scholarship loans for any fiscal year, additional funding from the

2 0  general fund may be requested and appropriated for that year.

21 (b) The commission may sell or assign notes and other instruments evidencing

22 teacher scholarship loans to the Alaska Housing Finance [STUDENT L O A N ]

23 Corporation and enter into agreements with the corporation relating to loans [, T H E

24 ADMINISTRATION OF T H E  S T U D E N T  L O A N  F U N D  C R E A T E D  U N D E R

25 A S  14.42.210] and the payment of and security for bonds of the corporation. Proceeds

26 from the sale or assignment of the notes or other instruments shall be deposited in the

27 teacher scholarship revolving loan fund.

28 * Sec. 28. AS 14.43.720 is amended to read:

29 Sec. 14.43.720. Family education loan account, (a) The family education

30 loan account is created within the scholarship revolving loan fund (AS 14.43.090).

31 The account shall be used to make family education loans to families selected under
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A S  14.43.710 - 14.43.750, to pay the costs of collecting family education loans that 

are in default if those costs are not recovered from the family, and to pay the costs of 

administering the account. Unless the instrument evidencing the family education loan 

has been sold or assigned to the former Alaska Student Loan Corporation or the 

Alaska Housing Finance Corporation, repayments of principal and interest on family 

education loans shall be paid into the family education loan account. If estimated 

funds available from family education loan repayments are inadequate to fully fund 

estimated family education loans in a fiscal year, additional funding from the general 

fund may be requested and appropriated for that year.

(b) The commission may sell or assign notes and other instruments evidencing 

family education loans to the Alaska Housing Finance [STUDENT L O A N ]  

Corporation and enter into agreements with the corporation reIating_to loans [, T H E  

A D M I N ISTRATION O F  T H E  S T U D E N T  L O A N  F U N D  C R E A T E D  U N D E R  

A S  14.42.210,] and the payment of and security for bonds of the corporation. Proceeds 

from the sale or assignment of notes and other instruments shall be deposited in the 

family education loan account.

* Sec. 29. AS 21.76.080(b) is amended to read:

(b) An expenditure may be made from a joint insurance fund only to

(1) pay claims, losses, or benefits, including interest on them, and the 

administrative and adjustment expenses incurred in connection with them, involving 

the types of protection for which the fund provides coverage as specified in the joint 

insurance agreement;

(2 ) pay contractual obligations of a joint insurance fund established by 

a municipal joint insurance arrangement to the Alaska Housing Finance Corporation 

[MUNICIPAL B O N D  B A N K  AUTHORITY] or other lender; and

(3) purchase insurance coverage for members of a municipal joint 

insurance arrangement on a group, basis.

* Sec. 30. AS 44.85.010 is amended to read:

Sec. 44.85.010. Legislative policy, (a) It is the policy of the state

(1) to foster and promote by all reasonable means the provision of 

adequate capital markets and facilities for borrowing money by municipalities in the
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state to finance capital improvements or for other authorized purposes, to assist these 

municipalities in fulfilling their capital needs and requirements by use of borrowed 

money within statutory interest rate or cost of borrowing limitations, to the greatest 

extent possible to reduce costs of borrowed money to taxpayers and residents of the 

state, and equally to encourage continued investor interest in the purchase of bonds or 

notes of municipalities as sound and preferred securities for investment;

(2 ) to encourage municipalities to continue their independent 

undertakings and financing of capital improvements and other authorized purposes and 

to assist them by making capital funds available at reduced interest costs for orderly 

financing of capital improvements and other purposes especially during periods of 

restricted credit or money supply, particularly for those municipalities not otherwise 

able to borrow for capital needs; __

(3 ) to assist municipalities to provide for adequate insurance coverage 

by authorizing the Alaska Housing Finance Corporation [MUNICIPAL B O N D  

B A N K  AUTHORITY] to issue negotiable or nonnegotiable revenue bonds, notes, or 

certificates of participation either directly or through an entity it may create for the 

purpose of providing a self-insurance program for municipalities or municipal joint 

insurance arrangements organized under AS 21.76.

(b) The legislature further declares that

(1 ) the exercise of the powers of the state in the interest of its 

municipalities is required to further and implement the policies declared in (a) of this 

section by authorizing the Alaska Housing Finance Cornoration to exercise 

[CREATION O F  A  STATE B O N D  B A N K  A U T H O R I T Y  AS A  B O D Y  C O R P O R A T E  

A N D  POLITIC T H A T  W I L L  HAVE] full powers to borrow money and to issue its 

bonds and notes to make capital funds available for borrowing by municipalities and 

by granting broad powers to the cornoration to function as a bond bank authority to 

carry out the declared policies, which arc in the public interest of the state and its 

taxpayers and residents;

(2 ) state funds should be applied or authorized to be paid to a state 

cornoration in its capacity as a bond bank authority only to provide adequate 

assurance and security to the holders of the bonds or notes of the bond bank authority;

WORK DRAFT WORK DRAFT 1-LS1394U

CSHB 396( ) -12-

•lew Text Underlined (DELETED TEXT BRACKETED]



(3) the Alaska Housino Finance Corporation [ B O N D  B A N K  

A UTHORITY] should conduct its operations to provide the lowest rates in terms of 

borrowing to municipalities as is consistent with a self-supporting operation with no 

expectation of subsidization with state funds; the legislature does not intend that the 

bond bank authority be utilized as a means to finance municipalities beyond their 

capability to meet repayment schedules and debt service requirements of bonds or 

notes.

* Sec. 31. A S  44.85.070 is amended to read:

Sec. 44.85.070. Staff. [THE B O N D  B A N K  A U T H O R I T Y  S H A L L  E M P L O Y  

A N  EXE C U T I V E  S E C R E T A R Y  W H O  M A Y  WITH T H E  A P P R O V A L  O F  T H E  

B O N D  B A N K  A U T H O R I T Y  SELECT A N D  E M P L O Y  A D D I T I O N A L  STAFF 

A S  NECESSARY. E M P L O Y E E S  A N D  A G E N T S  OF T H E _ _ B O N D  B A N K  

A U T H O R I T Y  O T H E R  T H A N  L E G A L  C O U N S E L  A N D  T H E  E X E C U T I V E  

S E C R E T A R Y  A R E  IN T H E  CLASSIFIED SERVICE U N D E R  AS 39.25.] In addition 

to its staff of regular employees, the bond bank authority may contract for and engage 

the services of the bond counsel, consultants, experts, and financial advisors the bond 

bank authority considers necessary for the purpose of developing information, or 

conducting studies, investigations, hearings, or other proceedings.

* Sec. 32.' AS 44.85.080 is amended to read:

Sec. 44.85.080. Powers of bond bank authority. The bond bank authority

may

(1) sue and be sued;

(2 ) adopt and alter an official seal;

(3) make and enforce bylaws and regulations for the conduct of its

business and for the use of its services and facilities;

(4) maintain an office at any place in the state;

(5) acquire, hold, use, and dispose of its income, revenues, funds, and

money to carry out the purposes of this chapter:

(6 ) acquire, rent, lease, hold, use, and dispose of other personal 

property for its purposes under this chanter:

(7) subject to AS 44.85.100(b), borrow money and issue its negotiable
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bonds or notes under this chapter and provide for and secure their payment, provide 

for the rights of their holders and purchase, hold and dispose of any [OF ITS] bonds 

or notes issued under this chapter:

(8 ) fix and revise from time to time and charge and collect fees and 

charges for the use of its services or facilities;

(9 ) to carry out the purposes of this chapter, accept gifts or grants 

from the United States, or from any governmental unit or person, Firm, or corporation, 

carry out the terms or provisions or make agreements with respect to the gifts or 

grants, and do all things necessary, useful, desirable, or convenient in connection with 

procuring, accepting, or disposing of the gifts or grants;

(1 0 ) do anything authorized by this chapter, through its officers, agents, 

or employees or by contracts with a person;

(1 1 ) make, enter into, and enforce all contracts necessary, convenient, 

or desirable for the purposes of the bond bank authority or pertaining to a loan to a 

political subdivision, a purchase or sale of municipal bonds or other investments, or 

the performance of its duties and execution of any of its powers under this chapter;

(1 2 ) purchase or hold municipal bonds at prices and in a manner the 

bond bank authority considers advisable, and sell municipal bonds acquired or held by 

it at prices without relation to cost and in a manner the bond bank authority considers 

advisable;

(13) invest funds or money of the bond bank authority not required at 

the time of investment for loan to political subdivisions for the purchase of municipal 

bonds, in the same manner as permitted for investment of funds belonging to the state, 

except as otherwise provided in this chapter;

(14) prescribe the form of application or procedure required of a 

political subdivision for a loan or purchase of its municipal bonds, fix the terms and 

conditions of the loan or purchase, and enter into agreements with political 

subdivisions with respect to loans or purchases;

(15) render services to a political subdivision in conncctior with a 

public or private sale of its municipal bonds, including advisory and other services, and 

charge for services rendered;
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(16) charge for its costs and services in review or consideration of a

proposed loan to a political subdivision or purchase by the bond bank authority of 

municipal bonds of the political subdivision, whether or not the loan is made or the 

municipal bonds purchased;

(17) fix and establish terms and provisions with respect to a purchase 

of municipal bonds by the bond bank authority, including date and maturities of the 

bonds, provisions as to redemption or payment before maturity, and any other matters 

which in connection with the purchase are necessary, desirable, or advisable in the 

judgment of the bond bank authority;

(18) procure insurance against any losses in connection with its 

property, operations, or assets in amounts and from insurers as it considers desirable;

(19) to the extent permitted under [ITS] contracts with the holders of 

bonds or notes issued under this chanter [OF T H E  B O N D  B A N K  AUTHORITY], 

consent to modification of the rate of interest, time and payment of installment of

principal or interest, security or any other term of a bond or note, contract or

agreement of any kind to which the bond bank authority is a party;

(2 0 ) by regulation, create a new entity for the purpose of issuing 

negotiable or nonnegotiable revenue bonds, notes, or certificates of participation to 

finance a self-insurance program for municipalities or municipal joint insurance 

arrangements organized under AS 21.76; the powers, duties, and membership of the 

new entity shall be limited to the powers, duties, and membership of the authority and 

stated in the regulation; the new entity shall be a public corporation and an 

instrumentality of the state with the same legal existence and continuing succession as 

the bond bank authority; and

(2 1 ) do all acts and things necessary, convenient, or desirable to carry 

out the powers expressly granted or necessarily implied in this chapter.

* Sec. 33. AS 44.85.100 is amended to read:

Sec. 44.85.100. Annual report and audit, (a) Before October 1 of each year 

the bond bank authority shall make a report of its activities under this chanter for the 

preceding fiscal year to the governor and notify the legislature that the report is 

available. The report must [SHALL] set out a complete operating and financial
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statement covering its operations under this chanter during the year. The bond bank 

authority must have an audit of its books and accounts kent under this chapter made 

at least once in each year by certified public accountants. The [AND THE] cost of 

the audit shall be considered an expense of the bond bank authority, and a copy of the 

audit shall be filed with the commissioner of revenue and the legislature.

(b) The bond bank authority shall include in the report required by (a) of this 

section an estimate of the amount of revenue bonds of the bond bank authority to be 

issued under this chanter during the fiscal year following the fiscal year in which the 

report is submitted. Under this chanter, the [THE] bond bank authority may not 

issue revenue bonds, other than refunding bonds, in excess of $50,000,000 during any 

fiscal year beginning after June 30, 1981, unless the legislature, by law, approves the 

estimate, required by this subsection for that fiscal year.

* Sec. 34. AS 44.85.110 is amended to read:

^ec. 44.85.110. Annual budget. The bond bank authority shall prepare and

submit [AN A N N U A L  BUDGET] under AS 37.07 (Executive Budget Act) the portion 

of the Alaska Housing Finance Cornoration budget used in connection with the 

exercise of its responsibilities under this chapter.

* Sec. 35. AS 44.85.120 is amended to read:

Sec. 44.85.120. Care and custody of bonds. The bond bank authority, in

accordance with A S  36.30 (State Procurement Code), may enter into agreements or 

contracts with a bank, trust company, banking or financial institution inside or outside 

the state as may be necessary, desirable, or convenient, in the opinion of the bond 

bank authority, for rendering services in connection with the care, custody, or 

safekeeping of municipal bonds or other investments held or owned by the bond bank 

authority under this chapter, for rendering services in connection with the payment 

or collection of amounts payable as to principal or interest, and for rendering services 

in connection with the delivery to the bond bank authority of municipal bonds or other 

investments purchased by it or sold by it nnder this chanter, and to pay the cost of 

those services. The bond bank authority may also, in connection with any of the 

services to be rendered by a bank, trust company, or banking or financial institution 

as to the custody and safekeeping of its municipal bonds or investments under this
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chapter, require security in the form of collateral bonds, surety agreements, or security 

agreements in such form and amount as, in the opinion of the bond bank authority, is 

necessary or desirable.

* Sec. 36. AS 44.85.180(a) is amended to read:

(a) Subject to AS 44.85.100(b), the bond bank authority may issue its bonds 

or notes in principal amounts that it considers necessary to provide funds for any 

purposes under this chapter, including

(1 ) the purchase of municipal bonds;

(2 ) the making of loans through the purchase of municipal bonds, notes, 

or certificates of participation secured by an agreement between the bond bank 

authority and a municipality or a municipal joint insurance arrangement organized 

under A S  21.76; __

(3) the payment, funding, or refunding of the principal of, or interest 

or redemption premiums on, bonds or notes issued under this chapter [BY IT] 

whether the bonds or notes or interest to be funded or refunded have or have not 

become due;

(4) the establishment or increase of reserves to secure or to pay bonds 

or notes or interest on bonds or notes and all other costs or expenses of the bond bank 

authority incident to and necessary or convenient to carry out its corporate purposes 

and powers under this chapter.

* Sec. 37. A S  44.85.180(b) is amended to read:

(b) Except as otherwise provided in this chapter or by the bond bank authority, 

every issue of bonds or notes under this chapter shall be general obligations payable 

out of the revenues or funds of the bond bank authority, subject only to agreements 

with the holders of particular bonds or notes pledging a particular revenue or fund. 

Bonds or notes may be additionally secured by a pledge of a grant or contributions 

from the United States or the state or a political subdivision or a person, firm, or 

corporation, or a pledge of income or revenues, funds or money of the bond bank 

authority from any source whatsoever.

* Sec. 38. A S  44.85.180(c) is amended to read:

(c) Notwithstanding the provisions of (a) and (b) of this section, the total
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amount of [BOND B A N K  AUTHORITY] bonds and notes issued under this chapter 

outstanding at any one time, except bonds or notes issued to fund or refund bonds or 

notes, may not exceed $300,000,000.

* Sec. 39. AS 44.85.230 is amended to read:

Sec. 44.85.230. Purchase and disposition of own obligations. The bond 

bank authority may purchase bonds or notes issued under this chapter [OF T H E  

B O N D  B A N K  AUTHORITY] out of its funds or money [AVAILABLE F O R  T H E  

P U R C H A S E  O F  ITS O W N  B O N D S  A N D  NOTES]. The bond bank authority may 

hold, cancel, or resell the bonds or notes subject to and in accordance with agreements 

with holders of its bonds or notes.

* Sec. 40. AS 44.85.260 is amended to read:

Sec. 44 85.260. Presumption of validity. After issuance under this chapter, 

all bonds or notes [OF T H E  B O N D  B A N K  AUTHORITY] shall be conclusively 

presumed to be fully authorized and issued under the laws of the state, and a person 

or a municipality is estopped from questioning their authorization, sale, issuance, 

execution, or delivery by the bond bank authority or the former Alaska Municipal 

Bond Bank Authority.

* Sec. 41. AS 44.85.270(a) is amended to read:

(a) The bond bank authority ’ establish and maintain a special fund called 

the "Alaska municipal bond bank : lority reserve fund" in which there shall be

deposited or transfened

(1) all money appropriated by the legislature for the purpose of the 

fund in accordance with the provisions of (g) of this section;

(2 ) all proceeds of bonds required to be deposited in the fund by terms 

of a contract between the bond bank authority or the former Alaska Municipal Bond 

Bank \uthoritv and [ITS] bondholders or a lesolution of the bond bank authority or 

the former Alaska Municipal Bond Bank Authority with respect to the proceeds of 

bonds;

(3) all other money appropriated by the legislature to the reserve fund;

and

(4) any other money or funds of the bond bank authority that it decides
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to deposit in the fund.

* Sec. 42. AS 44.85.270(b) is amended to read:

(b) Subject to the provisions of (h) of this section, money in the reserve fund 

shall be held and applied solely to the payment of the interest on and principal of 

bonds issued under this chanter [OF T H E  B O N D  B A N K  A U T H O R I T Y ]  as the 

interest and principal become due and payable and for the retirement of bonds; and the 

money may not be withdrawn if a withdrawal would reduce the amount in the reserve 

fund to an amount less than the required debt service reserve except for payment of 

interest then due and payable on bonds and the principal of bonds then maturing and 

payable and for the retirement of bonds in accordance with the rms of a contract 

between the bond bank authority or the former Alaska Municipal Bond Bank 

Authority and [ITS] bondholders and for which payments of other money of the bond 

bank authority is not then available. In this subsection, "required debt service reserve" 

means, as of the date of computation, the amount required to be on deposit in the 

reserve fund as provided by resolution of the bond bank authority or the former 

Alaska Municipal Bond Bank Authority.

* Sec. 43. AS 44.85.270(f) is amended to read:

(f) Notwithstanding any other provision of this chapter, bonds may not be 

issued under this chanter [BY THE B O N D  B A N K  AUTHORITY] unless there is in 

the reserve fund the required debt service reserve for all bonds then issued and 

outstanding and for the bonds to be issued; however, the bond bank authority may 

satisfy this requirement by depositing as much of the proceeds of the bonds to be 

issued, upon their issuance, as is needed to meet the required debt service reserve. 

The bond bank authority may at any time issue its bonds or notes for the purpose of 

increasing the amount in the reserve fund to the required debt service reserve, or to 

meet whatever higher or additional reserve that may be fixed by the bond bank 

authority with respect to the fund.

* Sec. 44. AS 44.85.270(i) is amended to read:

(i) All references to the "reserve fund" in this section include special accounts 

within the reserve fund which may be created [BY T H E  AUTHORITY] to secure the 

payment of particular bonds. The commissioner of revenue may lend surplus money
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1 in the general fund to the hond bank authority for deposit to any account in the

2 reserve fund in an amount equal to the required debt service reserve. The loans shall

3 be made on such terms and conditions as may be agreed upon by the commissioner

4 of revenue and the bond bank authority, including, without limitation, terms and

5 conditions providing that the loans need not be repaid until the obligations of the

6  corporation secured and to be secured by the account in the reserve fund are no longer

7 outstanding.

8  * Sec. 45. A S  44.85.290 is amended to read:

9 Sec. 44.85.290. Application of funds. Money or investments in a fund or

1 0  account of the bond bank authority established or held for bonds, notes, indebtedness,

1 1  or liability to be paid, funded, or refunded by issuance of bonds or notes issued under

1 2  this chapter, unless the resolution authorizing the bonds or notes provides otherwise,

13 shall be applied to the payment or retirement of the bonds, notes, indebtedness or

14 liability issued or incurred under this chapter, and to no other purpose.

15 * Sec. 46. AS 44.85.310 is amended to read:

16 Sec. 44.85.310. Default in payment. If the uond bank authority defaults in

17 the payment of principal of or interest on [AN ISSUE OF] notes or bonds issued

18 under this chanter [AFTER T H E Y  B E C O M E  DUE], whether at maturity or upon call

19 for redemption, and the default continues for 30 days, or if the bond bank authority

2 0  fails or refuses to comply with this chapter or defaults in an agreement made with the

21 holders of [AN ISSUE OF] notes or bonds issued under this chapter, the holders of

22 25 percent in the aggregate principal amount of the outstanding notes or bonds of that

23 issue, by instrument filed in the office of the clerk of the district court of the first

24 judicial district and executed in the same manner as a deed to be recorded, may

25 appoint a tristee to represent the holders of those notes or bonds for the purposes

26 provided in bis chapter.

27 * Sec. 47. AS 44.85.320(a) is amended to read:

28 (a) A  trustee appointed under AS 44.85.310 [THIS SECTION] may, and shall

29 in the trustee's name, upon written request of the holders of 25 percent in principal

30 amount of the outstanding notes or bonds,

31 (1) by civil action enforce all rights of the noteholders or bondholders,
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including the right to require the bond bank authority to collect rates, charges, and 

other fees and to collect interest and amortization payments on municipal bonds and 

notes held by it adequate to cany out an agreement as to, or pledge of, the rates, 

charges, and other fees and of the interest and amortization payments, and to require 

the bond bank authority to carry out any other agreements with the holders of the notes 

or bonds and to perform its duties under this chapter;

(2 ) bring a civil action upon the notes or bonds;

(3) by civil action require the bond bank authority to account as if it 

were the trustee of an express trust for the holders of the notes or bonds;

(4) by civil action enjoin anything that may be unlawful or ir violation 

of the rights of the holders of the notes or bonds;

(5) declare all the notes or bonds due and payable, and if all defaults 1 

are made good, then with the consent of the holders of 25 percent of the principal 

amount of the outstanding notes or bonds, annul the declaration and its consequences;

(6 ) the trustee, in addition to the foregoing, has all the powers 

necessary for the exercise of functions specifically set out or incident to the genera] 

representation of bondholders or noteholders in the enforcement and protection of their 

rights.

* Sec. 48. AS 44.85.410(1) is amended to read:

(1) "bond bank authority" means the Alaska Housing Finance 

Corporation (AS 18.56.020) in its capacity as a bond bank authority while 

carrying out its functions under this chapter [MUNICIPAL B O N D  B A N K  

A U T H O R I T Y  ESTABLISHED B Y  AS 44.85.020];

* Sec. 49. AS 44.85.420 is amended to read:

Sec. 44.85.420. Short title. This chapter may be cited as the Alaska 

Municipal Bond Bank Authority Act or the Alaska Municipal Bond Bank Act [IN 

T R A N S A C T I O N S  I N VOLVING G E N E R A L  OBLIGATION B O N D S  O F  

MUNICIPALITIES, T H E  A L A S K A  MUNICIPAL B O N D  B A N K  A U T H O R I T Y  

C R E A T E D  B Y  THIS C H A P T E R  M A Y  B E  R E F E R R E D  T O  A S  T H E  A L A S K A  

MUNICIPAL B O N D  B A N K  W I T H  T H E  S A M E  L E G A L  EF F E C T  A S  IF T H E  

R E FERENCE W E R E  T O  A L A S K A  MUNICIPAL B O N D  B A N K  AUTHORITY.]

-2 1 -
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* Sec. 50. AS 14.42.100, 14.42.110, 14.42.120, 14.42.160, 14.42.210(c); AS 39.25.110(12); 

AS 39.50.200(b)(33); AS 44.85.020, 44.85.030, 44.85.040, 44.85.060; 44.85.410(2); 

AS 44.99.030(a)(8), and 44.99.030(a)(13) are repealed.

* Sec. 51. The uncodified law of the State of Alaska is amended by adding a new section 

to read:

TRANSITION, (a) The assets and liabilities of the Alaska Student Loan Corporation 

and the Alaska Municipal Bond Bank Authority are transferred to the Alaska Housing Finance 

Corporation on the effective date of this Act.

(b) Regulations of the Alaska Student Loan Corporation or the Alaska Municipal Bond 

Bank Authority in effect on the effective date of this Act remain in effect until repealed or 

amended by the Alaska Housing Finance Corporation. The regulations may be amended by 

the Alaska Housing Finance Corporation any time after this Act takes effect.

* Sec. 52. The uncodified law of the State of Alaska is amended by adding a new section 

to read:

A L A S K A  H O U S I N G  FINANCE C O R P O R A T I O N  M A Y  P U R C H A S E  C E R T A I N  

LOANS, (a) Notwithstanding any other provision of law, the Alaska Housing Finance 

Corporation may purchase, at an appropriate discount mutually satisfactory to the board of 

directors of the Alaska Housing Finance Corporation and the board of directors of the Alaska 

Student Loan Corporation, the student loans that are held on the day immediately before the 

effective date of this Act by the Alaska Student Loan Corporation. The Alaska Student Loan 

Corporation shall deposit the full amount received under this subsection in the general fund.

(b) Notwithstanding any other provision of law, the Alaska Housing Finance 

Corporation may purchase, at an appropriate discount mutually satisfactory to the board of 

directors of the Alaska Housing Finance Corporation and the board of directors of the Alaska 

Municipal Bond Bank Authority, the loans that are held on the day immediately before the 

effective date of this Act by the Alaska Municipal Bond Bank Authority. The Alaska 

Municipal Bond Bank Authority shall deposit the full amount received under this subsection 

in the general fund.
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POWER COST EQUALIZATION

Report and Recommendations

of the

Governor’s Blue Ribbon Committee

February 1, 1999



C. Universal Service Fund

The Committee recommends that the legislature enact a universal service 

fund for electric utility service, similar to the universal service fund already 

authorized for telephone service. Funding would be provided by a 
monthly surcharge on all electric utility bills statewide. The proceeds of 
the fund would be used solely to ensure that a lifeline supply of power will 
be available in all established communities at a designated “lifeline rate.” 
The Committee considered setting the lifeline rate at either 1 0 0 %  or 150% 

of the statewide average residential rate. At 100%, a lifeline supply of 
power would be made available at approximately 11.3 cents per kWh. At 
150%, a lifeline supply would be made available at approximately 17.0 

cents per kWh.

The financial implications of these alternatives are as follows:

At 150%, the estimated cost of the lifeline program is $14.7 million 
per year. With 6 0 %  of Four D a m  Pool debt service providing $6.6 
million in program revenue during a typical year, the annual amount 
needed from the universal service fund is estimated at $8.1 million. 
Based on estimated electric utility sales of 5.0 billion k W h  per year 
statewide, the required surcharge would be about 0.16 cents per 
kWh. This would cost an average residential customer in the 

Railbelt about $14 per year.

The $14.7 million estimated program cost is comparable to the 
estimated cost of PC E  given the program changes recommended 
above. The estimated PCE cost net of recommended changes is 

as follows:

$23,000.0 Preliminary estimate - full funding of P C E  in FY 2000.

- 2,600.0 Remove commercial customers from eligibility.

- 3,700.0 Cut eligible kWh (residential) from 700 per month to
one-naif the monthly statewide average.

• 1.000.0 Limit community facilities to public health and safety.

$15.700.0 FY 2000 PCE cost following proposed amendments.

Spreadsheets included in Attachment 6 show the estimated annual 
payments to utilities under three scenarios:

Blue Ribbon Committee Power Cost Equalization
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ii.

The “lifeline rate” program benchmarked at 17.0 cents per 

kW h  (i.e. 150% of the statewide average residential rate).

The “lifeline rate" program benchmarked at 11.3 cents per 

kW h  (i.e. 100% of the statewide average residential rate).

iii. The existing PC E  program.

At the 17.0 cent per kWh benchmark, the lifeline rate program 
would cost an estimated S14.7 million per year. A  summary 
spreadsheet of Option 1A (the "150% option") is included in 

Attachment 7.

Only one additional community would be added to the program that 
is not currently eligible for P C E  - Glennallen. A  lower benchmark 

rate would add more communities.

If the lifeline rate were set at 100% of the statewide average (11.3 
cents rather than 17.0 cents), the initial year program cost would be 
approximatley S22.9 million. S16.3 million of which would come 
from the universal service fund. This would require a surcharge of 
about 0.32 cents per kWh on all electric utility bills statewide, and 
would cost an average residential consumer in the Railbelt about 

S27 per year.

The "100% option" would add several communities to the list of 
those receiving benefits under the rate support program - 
communities which are not presently eligible for P C E  but whose 
residential rates exceed 11.3 cents. One or more of these 
communities could be relatively large and might therefore be 
entitled to a relatively large payment for community facilities. 
(Presently, the maximum kWhs each month that can be claimed for 
community facilities is equal to the community population times 70.) 
If the 100% option were adopted, the Committee would 
recommend limiting the community population to 1,000 for 
purposes of this calculation based on the prem'se that the local tax 
base of larger communities can better support the operating costs 
ofublic facilities.

The concept of the 100% option more closely approximates the 
original concept of the P C E  program, which was to “equalize" rural 
power costs with average rates in Anchorage, Fairbanks, and 
Juneau. In actual practice, however, PCE has not equalized rates 
- average rural rates for PCE-eligible us ige are still about twice as

1 5
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high as urban rates. A  summary spreadsheet of Option 1B (the 

"100% option") is included in Attachment 8.

The Committee is aware of the natural resistance that will develop to any 

proposal that will increase rates. However, there are many precedents for 
cost pooling in which the benefits of lower cost enjoyed by some 
consumers are shared to a limited extent with those whose cost of service 

is higher. It occurs within any service territory that has standard rates and 
occurs on a larger scale within such structures as the Four D a m  Pool.
The Committee believes that the proposed level of surcharge, particularly 
at the 150% level, is an acceptable amount to ensure that a lifeline supply 
of power is available to all households and essential public facilities at a 

reasonably affordable price.

Recommendation #4 - A statewide organization or agency should be designated 
to establish rural utility operating standards. State support should be withheld 
from rural utilities unless the standards are met or are in the process of being 

met.

The Committee resolved that, in exchange for continuing public support of rural 
electricity lifeline rates, effective measures must be taken to ensure that small, 
single-village utilities are properly managed and that they become, as much as 
possible, self-ieliant. This will require a combination of operating standards, 
assistance in meeting these standards, and enforcement of sanctions if utility 
management does not make satisfactory progress. An enforceable commitment 
to improved utility management must be part of any recommendation to continue 
providing public financial support.

DISCUSSION O F  ALTERNATIVE OPTIONS

As noted at the outset, the Committee believes that other options to fund P C E  or 
an alternative rate support program should also be brought to the attention of the 
Governor and legislature. These options are as follows:

OPTION 2

Option 2 would extend the modified P C E  program through 2013, consistent with 
legislative intent enacted in 1993 to fund P C E  for 20 years. In addition to the 
funding sources that all of the options have in common - the 6 0 %  share of Four 
D a m  Pool debt service and the re-appropriation of the S20 million Swan/Tyee 
intertie loan - Option 2 requires a S75 million State general fund endowment in 
FY 2000 to carry the program the rest of the way. A  summary spreadsheet 
showing Option 2 is included in Attachment 9.
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M a t a n u s k a  Electric* mmemim* OS#**!* IP* ''"'■U’W  u - •
Association, Inc.

P.O. Box 2929 
Palmer, Alaska 99645-2929 
Telephone: (90?) 745-323 J 
Fax:(907)745-9328

F E S  2 0 0 0

M EM O

TO;

DATE:

A ll Members, A laska State Legislature 

February 3, 2000

The A laska Legislature and the Governor have expressed a continued interest in addressing the 
permanent funding o f  Power Cost Equalization (PCE) and in encouraging the m ost reliable and 
inexpensive power in the Railbelt. Toward those goals committees have met, agencies have 
debated and blue ribbon commissions have deliberated. No solution that benefits both the 
Railbelt and Rural A laska has yet been offered for consideration.

W ith respect to the Railbelt, two independent studie3 by nationally recognized experts, B la rk  and 
Veatch, International and CH2M Hill, recommended nower DOoling y i th  centralized economic 

/  dispatch for the inter-connected R ailbcT nJfifin eTw h ile  the savings have been expressed as a 
relatively small percentage o f  total power costs, they represent significant sums o f  money due to 
the large quantities o f energy involved. Power pooling would also spread the benefits from 
previous and future state or federal subsidies to consumers throughout the entire Railbelt power 
grid. In addition, power pooling would case access to the market for new generation and new 
technology.

Matanuska Electric Association (MEA) has considered the potential benefits to the Railbelt from 
power pooling with centralized economic dispatch and recommends legislation to  accomplish 
that goal. MEA also recognizes that PCE could be funded through a statewide 3 m ils per kWh 
universal service charge adder. Collectively, the residents o f the Railbelt would not pay more 
than they do now, bu t would simply be sharing some o f  the savings realized through greater 
efficiencies from power pooling with Rural Alaska.

n Power pooling would also allow the development o f  a fund within the Railbelt that could p ro \ide
* funding for intertie and reliability enhancements. W ith a postage stan.p rate for wholesale 

electricity throughout the Railbelt, improvements anywhere on the system benefit all equally, 
whereas todny each utility jockeys for grants and subsidies to give itse lf an advantage. We have 
attached our November 30, 1999, proposal submitted to  the /* 'isk a  Industrial Development and 
Export A uthority as part o f  their effort to gather information to address statew ide energy needs. 
.MEA has also crafted draff legislation that could serve as a vehicle for implementing this 
"solution tomax'Im lzelllliciKn cy in th e ^ a ilb c lt a ^ 'p r o v l^ e a  pcrm ancntlyTun^eT^CE pr<program.

Sincerely,

~(y*/b+~C‘-----
/Tuckerman Babcock
Manager, Government and Strategic A ffairs
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1 Taylor $132,000

2 Boundary Spur 10,500

3 Nome-Teller 35,700

4 Nome-Council 34,700

5 Kougarok 36,000

6  * Sec. 14. P O W E R  COST EQUALIZATION. The sum of $3,600,000 is appropriated from

7 the Alaska Industrial Development and Export Authority revolving fund (AS 44.88.060) to the

8  power cost equalization and rural electric capitalization fund (AS 42.45.100).

9 * Sec. 15. REDISTRICTING PLANNING COMMITTEE, (a) The unexpended and

10 unobligated balance, not to exceed $350,000, of the appropriation mad" by sec. 70, ch. 2,

11 FSSLA 1999 (special election - $939,000) is reappropriated to the Legislative Council for the

?2 fiscal year ending June 30, 2000, for the redistricting planning committee for preparation for

13 the 2000 redistricting plan.

14 (b) If the amount available for reappropriation under (a) of this section is less than

15 $350,000, then the unexpended and unobligated balance, not to exceed the difference between

16 $350,000 and the amount available for reappropriation under (a) of this section, of the

17 appropriations made by sec. 64(a), ch. 2, FSSLA 1999 (Legislative Council), sec. 64(b), ch.

18 2, FSSLA 1999 (Legislative Budget and Audit Committee), sec. 64(c), ch. 2, FSSLA 1999

19 (Legislative Budget and Audit Committee), and sec. 64(d), ch. 2, FSSLA 1999 (Legislative

20 Council) is reappropriated to the Legislative Council for the fiscal year ending June 30, 2000,

2 1  for the redistricting planning committee for preparation for the 2 0 0 0  redistricting plan.

22 * Sec. 16. B A R A N O F  ISLAND TERMIN AL ROAD. Section 100, ch. 2, FSSLA 1999,

23 page 69, lines 6  - 7, is amended to read:

24 ALLOCATIONS

25 Alaska Marine Highway 31,600,000

26 System: Sitka to East

27 Baranof Island Terminal

28 Road [SHUTTLE VESSEL]

29 (ED 2)

30 * Sec. 17. D E P A R T M E N T  OF CORRECTIONS. The sum of $70,000 is appropriated from

31 statutory designated program receipts to the Department of Corrections, administration and
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U T IL IT IE S  RESTRU CTUR ING  C O M M IT T E E
State Capitol 

Juneau, Alaska 
99801-1182 

Phone: (907) 465-6820 
Fax: (907)465-2273 

bill_hudson@legis.statc.ak.us

Alaska State Legislature
Bill Hudson Chair 

John Cowdcxy Vice Ch. 
Brian Porler 

Norman Rokebcrg 
Pete Kolt 

John Davies 
Elhan Berkowiu 
Joe Green Alt.

March 27,2000

TO: C O M M I T T E E  M E M B E R S  and Interested Parties

F R OM: REP. BILL H U D S O N ,  Chair

RE: March 29 Meeting about PCE

Earlier this session, the House Special Committee on Utilities Restructuring held 

a hearing on Power Cost Equalization (PCE), due to the importance of this 
subsidy to electric consumers in rural Alaska, and out of our concerns for its 

continued funding.

Funding concerns still exist. While m y  committee is not a finance committee per 
se, m y  interest in helping to resolve the PCE funding problem stays high. I have 
invited the House Community and Regional Affairs Committee to join with us 
on March 29 for continued discussions on this subject. PLEASE N O T E  that the 
meeting will be held in the House Finance committee room and will convene at 8  

a.m. The format will be roundtable discussion between both committees and 
invited interested parties. Along with members of both committees, I have 
invited representatives from AIDEA, House Finance Committee Co-Chair Eldon 
Mulder, and Rep. Ramona Barnes.

Another note: prior to PCE discussions, w e  will hear H B  169 which was held 
over from our previous meeting. I do not anticipate that ITB 169 will take much 

time.

At this time, I do not intend to include public testimony on PCE. However, if 
time allows, brief pertinent comments may be solicited. The meeting will be 
teleconferenced.

mailto:bill_hudson@legis.statc.ak.us
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A G E N D A  

M a r c h  2 9 , 2 0 0 0  

8  a . m .  

H o u s e  F i n a n c e  C o m m i t t e e  R o o m

HB 169 b y  Rep. Joe G reen
Relating to including the costs of expansion and political 

activities in rates of electric cooperatives.

Pow e r Cost E q u a l iz a t io n  - R o u n d ta b le  D is c u s s io n
Joint M eeting with C o m m u n it y  and Regional Affairs 

Committee, Rep. Carl M organ and Rep. John Harris, Co-Chairs

What is the status of the P C E  program for F Y  00  and 0 1 7 

What are potential funding options? Are there 

recommendations we can forward to the Finance Committee?

Bill Hudson Chair 
John Cowdcry Vice Ch. 

Brian Porter 
Norman Rokcbcrg 

Pdc Koit 
John Davies 

Eihan Berkowilz 
Joe Green Alt.
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Power Cost Equalization: 

Tough problem, big consequences

Finding a way to sustain, for the long term, the rural Power Cost Equalization pro­

gram is a tough problem that has serious consequences. There is simply no easy solution, 

and as much as people wish for an easy “black box” solution — new energy technologies 

as alternatives to diesel-generated power—  the high capital cost of those make them un­

realistic in many outlying Alaska communities. There appears to be the commitment in 

the Legislature to see the program through to the end of this fiscal year (the House in­

cluded money in its fast-track supplemental budget, and the Senate seems favorably in­

clined toward some form of short-term funding), but there’s no money for F Y  2001, or 

for the long term.

Gov. Tony Knowles’ position is clear. He wants the program extended, long-term.

And despite the fiscal conservatism of the Legislature’s current leadership, there seems 

little support among lawmakers for a flat cutoff to the payments because of the conse­

quences. The governor is working on ideas for a long-term funding solution but so far

there have been no solutions, no “breakthroughs.”

If PCEs were to be just ended, utility bills for rural consumers would jump, and op­

erating costs (and consumer charges) for 

new water and sewer systems being in­

stalled in many village ? would increase 

sharply. This would jeopardize a massive 

state and federal investment in village 

clean water and sanitation. Also, many 

small rural utilities would simply fail, ac­

cording to an analyses of the problem by 

the University of Alaska’s Institute of So­

cial and Economic Research.

Continued on next page
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Cost of electric p o w e r

(average,per Kilowatt Hour) 

Urban Alaska: 9.5 cents
PCE communities: 42 cents



H o w  d i d  w e  ge t  into this? P C E s  b e g a n  in e a r l y  1 9 8 0 s

Continued from preceding page
Power Cost Equalization began in the early 1980s when the state Legislature estab­

lished a priority on stabilizing energy costs (then rising rapidly, with oil prices) in the 

state, using “nonrenewable” resource income (from petroleum) to finance the needed 

capital expenditures for “renewable” power, of which hydro was the favored choice. H y­

dro was a good investment for parts of the state —  coastal communities near good hydro 

sites, and railbelt communities which could be served through the intertie, the “railbelt” 

electric grid. The problem was fashioning a policy which helped the entire state. Since 

there was no single technological solution to help the state’s many smaller, outlying c o m­

munities, in 3984 the state Legislature established a subsidy program for rural utilities, 

Power Cost Equalization, modeled on a temporary program established in 1980.

There was a logic to it. The state had spent hundreds of millions of dollars with the 

"four dam pool,” hydro facilities at Lake Tyce and Swan Lake in Southeast, Soloman 

Gulch near Valdez and Terror Lake on Kodiak Island, as well as Bradley Lake near 

Homer, which generates power for the utilities from the Kenai Peninsula to Fairbanks. An 

ambitious project to build a multi-billion dollar hydro project on the Susitna River be­

tween Anchorage and Fairbanks was also under way in the mid-1980s. It was halted by 

former Gov. Bill Sheffield when the project’s economics began to look dubious and when 

oil prices turned down, but several hundreds of millions of dollars were spent on studies 

and feasibility work on the project.

Most of these investments were sunk costs. The state will never, for example, recoup 

its capital investment in the four dam pool, although five coastal utilities buying power 

from those facilities are repaying part of the cost. Thus, there is an ongoing subsidy to 

these communities. Bradley Lake is the one state hydro project which will be paid for

through sales of power to railbelt utilities.

P C E  was attempt to share benefits 

of a statewide energy program

P C E  was an attempt to share the ben­

efits of this statewide energy program with 

outlying communities. Since a technologi­

cal solution wasn’t feasible, in most cases, 

(involving a capital subsidy, as in hydro) 

the only practical alternative seemed a cash 

payment to lower rural rates. The federal

Continued on next pugc

Monthly electricity use

(Kilowatt Hours)

Urban Alaska: 688 kwh/month
Rural 326kwh/month
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P C E  p r o g r a m  h a s  u n d e r g o n e  c h a n g e s

program subsidizing high-cost rural telephone service across the nation is the closest 

analogy. Over the years, the P C E  program has been changed. In 1993 the policy of 

straight general fund appropriations from the operating budget to cover P C E  costs, about 

$20 million per year, was ended. In its place, the Legislature established a P C E  fund of 

about $60 million, made an allocation of 40 percent of revenues received from the five 

coastal utilities buying power from the four-dam pool, and made a commitment to con­

tinue the program until 2013. It was known in 1993 that $60 million wouldn’t fund PCEs 

until 2013 even with 40 percent of the four-dam pool payments, but there was a hope 

that between that year and time the money ran out, other solution, or other funding, 

would be found. But it wasn’t found. The fund ran out last year.

Faced with a cutoff of the P C E  payments to rural utilities, in 1999 the Legislature 

cobbled together a patchwork scheme to fund the program for another year, and also 

made changes to reduce its cost. Schools (mostly state-supported R E A A  schools) and 

commercial uters were excluded, so the program helped only residential users. The 

amount of monthly power usage to which the subsidy applied was also reduced from 700 

kilowatt hours/month to 500 kWh/mo, and the “floor” (target rate for equalization) was 

raised from 9.5 cents to 12 cents. The effect of these changes reduced the Fiscal Year 

20(H) cost of the program from $22 million to $16 million, a $ 6  million savings.

Funding sources for the one-year 

Four D a m  Pool revenues (up from 40

X

Cost o f  e le c tr ic pow er
(average,per Kilowatt Hour)

Alakantik: 42 cents
Akiachak 50 cents
Dillingham 22 cents
Noatak 55 cents
Nome 20ccnts
Anchorage 9 cents

J

extension included a dedication of 60 percent of 

percent), and use of lease revenues from National 

Petroleum Reserve - Alaska federal 1999 

lease sale bonuses, the state’s share of 

which was about $40 million.

NPR-A leasing revenues for 
PCEs never materialized
The flaw in this arrangement was that 

the NPR-A revenues never materialized. 

Federal law requires tnc state to give prior­

ity to grants to communities “impacted” by 

activity on NPR-A, meaning communities 

within the North Slope Borough near the

Continued on next page 
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Supplemental appropriation of $8 million is on a fast track
Continued from previous page
NPR-A lease area. The Legislature’s thinking in 1999 was that there would be some 

money left over after grants were made to the N S B  communities, and they directed these 

funds as P C E  program fund sources. It should have been no surprise, however, that appli­

cations for grants from the N S B  and its communities outstripped the shared leasing rev­

enues, by about $30 million, in fact. Thus, there was no money left over, and the P C E  is 

short of funds for its current year.

Gov. Knowles proposed that $ 8  million from the annual dividend paid by the Alaska 

Industrial Development and Export Authority ($26 million this year) be appropriated to 

complete the F Y  2000 funding for PCE. This is in the governor’s supplemental budget re­

quest. The state House has approved this as part of the governor’s “fast track” supple­

mental budget bill. If the Legislature does not approve this or find some other funding 

source, the P C E  checks will stop going out to rural utilities by the end of March.

f
\

T e c h n o l o g y  is n o t  a n  e a s y  s o l u t i o n

Capital costs for encrev alternatives

Diesel (with fuel storage) $1,000 per k W

Wind/diesel combination $2,900 per k W

Hydroelectric (Old Harbor)* $5,000 per k W

Microturbines $3,459 per k W

Fuel Cells

* Data from project in Old Harbor

Source: A R E C A

$3,000 —  $5,000 per k W

v >
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Blue Ribbon Committee Power Cost Equali7ation

C. Universal Service Fund

The Committee recommends that the legislature enact a universal service 

fund for electric utility service, similar to the universal service fund already 

authorized for telephone service. Funding would be provided by a 

monthly surcharge on all electric utility bills statewide. The proceeds of 
the fund would be used solely to ensure that a lifeline supply of power will 
be available in all established communities at a designated "lifeline rate." 
The Committee considered setting the lifeline rate at either 100% or 150% 

of the statewide average residential rate. At 100%, a lifeline supply of 
power would be made available at approximately 11.3 cents per kWh. At 
150%, a lifeline supply would be made available at approximately 17.0 

cents per kWh.

The financial implications of these alternatives are as follows:

At 150%, the estimated cost of the lifeline program is S14.7 million 
per year. With 6 0 %  of Four D a m  Pool debt service providing $6.6 
million in program revenue during a typical year, the annual amount 
needed from the universal service fund is estimated at $8.1 million. 
Based on estimated electric utility sales of 5.0 billion k W h  per year 
statewide, the required surcharge would be about 0.16 cents per 
kWh. This would cost an average residential customer in the 
Railbelt about $14 per year.

The $14.7 million estimated program cost is comparable to the 
estimated cost of P C E  given the program changes recommended 
above. The estimated PC E  cost net of recommended changes is 

as follows:

$23,000.0 Preliminary estimate - full funding of P C E  in FY 2000.

- 2,600.0 Remove commercial customers from eligibility.

- 3,700.0 Cut eligible kWh (residential) from 700 per month to
one-half the monthly statewide average.

- 1.000.0 Limit community facilities to public health and safety.

$15,700.0 FY 2000 PCE cost following proposed amendments.

Spreadsheets included in Attachment 6 show the estimated annual 
payments to utilities under three scenarios:

14



Blue Ribbon Committee Power Cost Equalization

i. The "lifeline rate" program benchmarked at 17.0 cents per 

kWh (i.e. 150% of the statewide average residential rate).

ii. The "lifeline rate" program benchmarked at 11.3 cents per 

kWh (i.e. 100% of the statewide average residential rate).

iii. The existing P C E  program.

At the 17.0 cent per kW h  benchmark, the lifeline rate program 
would cost an estimated S14.7 million per year. A  summary 
spreadsheet of Option 1A (the "150% option") is included in 

Attachment 7.

Only one additional community would be added to the program that 
is not currently eligible for P C E  - Glennallen. A  lower benchmark 

rate would add more communities.

If the lifeline rate were set at 100% of the statewide average (11.3 
cents rather than 17.0 cents), the initial year program cost would be 
approximatley S22.9 million, S16.3 million of which would come 
from the universal service fund. This would require a surcharge of 
about 0.32 cents per kWh on all electric utility bills statewide, and 
would cost an average residential consumer in the Railbelt about 

$27 per year.

The "100% option" would add several communities to the list of 
those receiving benefits under the rate support program - 
communities which are not presently eligible for P C E  but whose 
residential rates exceed 11.3 cents. One or more of these 
communities could be relatively large and might therefore be 
entitled to a relatively large payment for community facilities. 
(Presently, the maximum kWhs each month that can be claimed for 
community facilities is equal to the community population times 70.) 
If the 100% option were adopted, the Committee would 
recommend limiting the community population to 1,000 for 
purposes of this calculation based on the premise that the local tax 
base of larger communities can better support the operating costs 
of public facilities.

The concept of the 100% option more closely approximates the 
original concept of the P C E  program, which was to "equalize" rural 
power costs with average rates in Anchorage, Fairbanks, and 
Juneau. In actual practice, however, P C E  has not equalized rates 
- average rural rates for PCE-eligible usage are still about twice as

15



Blue Ribbon Committee Power Cost Equalization

high as urban rates. A  summary spreadsheet of Option 1B (the 

“100% option") is included in Attachment 8.

The Committee is aware of the natural resistance that will develop to any 

proposal that will increase rates. However, there are many precedents for 

cost pooling in which the benefits of lower cost enjoyed by some 
consumers are shared to a limited extent with those whose cost of service 
is higher. It occurs within any service territory that has standard rates and 
occurs on a larger scale within such structures as the Four D a m  Pool.
The Committee believes that the proposed level of surcharge, particularly 
at the 150% level, is an acceptable amount to ensure that a lifeline supply 
of power is available to all households and essential public facilities at a 

reasonably affordable price.

Recommendation #4 - A statewide organization or agency should be designated 

to establish rural utility operating standards. State support should be withheld 
from rural utilities unless the standards are met or are in the process of being 

met.

The Committee resolved that, in exchange for continuing public support of rural 
electricity lifeline rates, effective measures must be taken to ensure that small, 
single-village utilities are properly managed and that they become, as much as 
possible, self-reliant. This will require a combination of operating standards, 
assistance in meeting these standards, and enforcement of sanctions if utility 
management does not make satisfactory progress. An enforceable commitment 
to improved utility management must be part of any recommendation to continue 
providing public financial support.

DISCUSSION OF ALTERNATIVE OPTIONS

As noted at the outset, the Committee believes that other options to fund P C E  or 
an alternative rate support program should also be brought to the attention of the 
Governor and legislature. These options are as follows:

OPTION 2

Option 2 would extend the modified PCE program through 2013, consistent with 
legislative intent enacted in 1993 to fund PCE for 20 years. In addition to the 
funding sources that all of the options have in common - the 6 0 %  share of Four 
D a m  Pool debt service and the re-appropriation of the S20 million Swan/Tyee 
intertie loan - Option 2 requites a S75 million State general fund endowment in 
FY 2000 to carry the program the rest of the way. A  summary spreadsheet 
showing Option 2 is included in Attachment 9.
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M a t a n u s k a  Electric 
Association, Inc.

P.O. B ox  2929
Palmer, Alaska 99645-2929 f £ S  .1 J j j O
Telephone: (907)745-3231
Fax: (907) 745-9328 M EM O

TO; All Members, A laska State Legislature

DATE; February 3, 2000

The A laska Legislature and the Governor have expressed a continued interest in addressing the 
perm anent funding o f  Power Cost Equalization (PCE) and in encouraging the m ost reliab le and 
inexpensive power in the Railbelt. Toward those goals committees have met, agencies have 
debated and blue ribbon commissions have deliberated. No solution that benefits both the 
R ailbelt and Rural A laska has ye t been offered for consideration.

W ith respect to the Railbelt, two independent studies by nationally recognized experts, B lack and 
w:w' 3 ' : Veatch, International and CH2M Hill, recommended power.pooling w ith centralized economic

* dispatch for the inter-connected Railbet^ulilttTes" While the savings have been expressed a9 a
relatively smali percentage o f  total power costs, they represent significant sums o f  money due to 
the large quantities o f energy involved. Power pooling would also spread the benefits from 
previous and future state or federal subsidies to consumers throughout the entire R ailbelt power 
grid. In addition, power pooling would case access to the market for new generation and new  
technology.

M atanuska Electric A ssociation (MEA) has considered the potential benefits to the R ailbelt from 
power pooling with centralized economic dispatch and recommends legislation to  accomplish 
that goal. MEA also recognizes that PCE could be funded through a statew ide 3 m ils per kWh 
universal service charge adder. Collectively, the residents o f the Railbelt would not pay more 
than they do now, but would simply be sharing some o f  the savings realized through greater 
efficiencies from power pooling with Rural Alaska.

Power pooling would also allow  the development o f a fund within the Railbelt th a t could provide 
funding for intertie and reliability enhancements. W ith a postage stamp rate fo r wholesale 
electricity throughout the Railbelt, improvements anywhere on the system benefit all equally, 
whereas today each utility jockeys for grants and subsidies to give itse lf an advantage. We have 
attached our November 30 ,1999, proposal submitted to the Alaska Industrial D evelopm ent and 
Export Authority as part o f  their effort to gather information to address statew ide energy needs. 
MEA has also crafted draft legislation that could serve as a vehicle for implementing this 
solution to maximize efficiency in the Railbelt and provide a permanently funded PCE program .
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Sincerely,

—  ---
/Tuckerman Babcock

- Manager, Government and Strategic A ffairs


