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SECTION ANALYSIS

SB - 106
4/1 3/93

SECTION 1 States the reasons the legislature has in adopting
this program and expresses the intent of the legislature as to how
this program is to be managed. Included is the intent that the power
cost equalization program be funded for 20 years at $17 million
annually, and that the funds in the 4-dam pool account be used for
electrical system improvements to benefit those communities.

SECTION 2 Authorizes the Alaska Energy Authority to contract
with utilities to design and construct electric transmission lines
when those utilities assume the risks of completion and cost
overruns and when the utilities agree to pay all costs of operation
and maintenance.

SECTION 3. Amends the definition of program receipts to
include earnings of the energy authority revolving fund created in
Section 7.

SECTION 4. Provides that the Department of Revenue shall
invest the balance of the energy authority revolving fund.

SECTION 5-6.  Are conforming amendments which change
references from "power project fund" to "power project loan
account.”

SECTION 7. Creates the energy authority revolving fund which
would be the consolidated fund for all income and assets of the
energy authority except for the electrical service extension fund and
the oower cost equalization fund. All other funds or accounts which
exist or may later he created in the Energy Authority would be



accounts within this fund. Income on assets of the authority would
be received by this fund. The authority may make interest bearing
loans from this fund to qualified borrowers in amounts not to exceed
$10 million, but all other uses of this fund would require legislative
appropriations.

SECTION 8. Transfers the "power project fund" to the status of
"power project loan account" within the new revolving fund.

SECTION 9. Transfers the loan programs of the energy
authority to this new loan account and consolidates authority for
fuel loans in this new account.

SECTION 10-11. Are conforming amendments which change
references from "power project fund" to "power project loan
account.”

SECTION 12. Changes a reference from "power project fund" to
"power project loan account." In addition, it provides that the
legislature may specifically authorize no-interest loans for
transmission interties.

SECTION 13. Provides that interest earned by .cans from the
new power project loan account will be deposited in the energy
authority revolving fund.

SECTION 14-17. Are conforming amendments which change
references from "power project fund" to "power project loan
account."

SECTION 18. Is a conforming amendment which change a
reference from "power development fund" to "power development
account."

SECTION 19. Changes the power development fund to an account
within the energy authority revolving fund called the "power
development account”

SECTION 20. Is a conforming amendment changing references
from "fund" to "account."



SECTION2L. Changes references from "fund" to “account,” and it
also repeals the requirement that income to this investment account
must be deposited in the general fund.

SECTION 22. Is a conforming amendment which changes a
reference form, "fund" to "account.”

SECTION 23. Provides a definition of "account" in this section to
mean the power development account.

SECTION 24, Changes the name of the "power development
revolving loan fund" to "power development revolving loan account.”

SECTION 25. Creates the 4-dam pool account within the energy
authority revolving fund. This account consists of 50% of the
receipts from the 4-dam pool debt service.

SECTION 26-28. Are conforming amendments which change
references from "fund" to "account.”

SECTION 29. Defines "account” in that section as the power
development loan account.

SECTION 30. Repeals the bulk fuel revolving loan fund which s
consolidated with the power project loan account; it repeals the
rural electrification revolving loan fund which has not been used
since enactment of the electrical service extension fund; and it
repeals a requirement that income earned from energy authority
projects be deposited in the general fund.

SECTION 31 Authorizes design and construction of the proposed
transmission intertie between Anchorage and the Kenai Peninsula.

SECTION 32 Authorizes design and construction of the proposed
transmission intertie between Healy and Fairbanks.

SECTION 33. Conditions the authorizations given inSections 30
and 31 upon the utilities agreeing to pay all completion costs above
$90 million and to pay all costs of operation and maintenance.



SECTION 34. Authorizes the design and construction of a
transmission intertie between the Swan Lake and Tyee Lake
hydroelectric projects upon the condition that the utility agrees to
pay completion costs above the $20 million and to pay all costs of
operation and maintenance.

SECTION 35. Authorizes the design and construction of a
transmission intertie between Sutton and Glennallen upon the
condition that utility agrees .o pay for completion costs above $35
million and to pay all costs of operation and maintenance, and upon
the condition that the Office of Management and Budget approves the
feasibility study submitted by the Energy Authority.

SECTION 36. Provides that AE/ shall contract with utilities to
design and construct transmission interties unless the utilities
decline that opportunity,

SECTION 37. Provides for an effective date.
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AMENDMENT #2

page 17, line 23
delete  [$20,000,000]
insert  $35.000.000

page 18, line 10 i/
delete [$35,000,000]
insert  $27.500.000
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AMENDMENT #

page 2, line 17 delete A

page

page

page

sub section [(d)]
14, line 16 delete

[section 25] A

17, line 13 delete

[through a loan to the participating utilities for a term of 50
years at three percent annual interest].

18, line 1 thru line 2 delete

[through a loan to the participating utility or utilities for a
term of 50 years at three percent annual interest].

Renumber sections and section references accordingly.

SENATE FINANCE
CQMMHTEF

Amendm e
Bill Number: ?? Q
Sponsor
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(S FOR SENATE BILL NO. 1 )
INTHE LEGISLATURE OF THE STATE OF ALASKA
FIGHTEENTH LEGISLATURE ~AIRST SESSION

BY
R
Sponsor(s): - SENATORS SHARP, Taylor, Miller
A BILL
FOR AN ACT ENTITLED

"An At establishing the energy authority revoling fund; repealing the rural
electrification revolving loan fund and the bulk fuel revolving loan fund; relating
to procurements for certain transmission [ines; authorizing power  transmission
nterties  between Anchorage and the Kenal Peninsula, befween Healy and
Fairbanks, between the Swan Lake and Tyee Lake hydroelectric projects, and
between Sutton and Glennallen and approving the cesign and construction oosts
of the Interties; and proviing for an effective cate.”

BE [T ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*Section 1 FINDINGS AND INTENT, @ The legislature finds thet ackouate, relisble,
electric service at afforcsble rates IS a necessary Ingyedlient of & mocem society and a
prosperous cieveloping econony. The legislature further Hinos that at the curment stage of
social and economic cevelopment in the state, diirect participetion by the state IS necessary to
assist in the development of a regional electric transmission infrastructure and to assist in
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holding ;ates In high cost Service aress to afforceble Ievels
(0) The legislature intends thet the energy authority revalving fud, created by sec. 7
of this At, be managed o thet
(D) the money granted for design and construction of the power trasmission
Interties authonzed by secs. 31, 2 34 and Hof this At is disoursed & work progress

mongy is proviced to allow the funding source for the power oost
equalization program (AS 4483162 -4A83164) to ke changed from the general fund to the
energy authonty revolving fung; funging for power oost equalization from the gereral fung
and tre energy authority revolvmg fundl corrbined is intenckd to be $17,000,000 amally
through Fiscal year 2013

© Tre legislature further intends that this lorgr-tem commatiment to the power oost
equalization program will permit and encourage the electric Ltlity inclstry and its lenders to
cevelop the plans, make the Investirents, and take other actions thet are necessary or pruckt
to prepare to meet the wtility needs of resicents in rural Alaska without this assistance from
the dtate.

()t is the intert  of the legislature thet money deposited in the: four cam pool
aooourt, enacted by sec. 0f this Adt, ey be appropriated by the legislatre to Frence tre
planing, renetilitation, costruction, and Improverments to the four dam pool hycroelectric
projects and for ather public purposes. Inrovements to the projects ey incluce the actition
of new hyoroelectric generating capecty, the construction of Interties to eke the projects
atmaglesﬁqm a a%m)&%emfto I?ee fm %Ieglslatuewshwld (e Quickd | "}

Ishing a priority for expenditures for the four rojects fy a mejority \ote 0
galje public ut|I|JtJ|%s ﬂtﬁe afre mf tggr pri)Ject ITBNegeTEnt commttee uncky :Xe
es agyeerment for the four Celectric power [roject.
*Sc 2 AS BNE) is armenced by aocing a new paragyan to reedt
() contracts between the Alaska Energy Authority and one or more
oublic tilties for the cesion and construction of an electric transission fine but only
If the tility or utilties have agresd, in wnting, to pay te
Adksion and construction oosts of the lines, after the

ceoiction of money appropriated for thet pumose by the tate, o provice

CSSB 106l ) 2
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for the repayment of any loans or bonded incebtechess related o the project
regarcless of firal conpletion costs and unforeseen expenses; and
operation and rraintenance costs of the project.

*Se. 3 AS (146 s amenced to read

. 3/(h14e DEFINITION OF PROGRAMRECEIPTS. In AS 37(h142

-37.(b3doand AS 3707080, “progyam receipts' means fees, charges, inoore eamed
on assets, and ofher tate morey received fy a state agency in comnection with the
performance of its functions; all program receipts excent the following are general fund
program rece|pts

Dy thelr tenTs are restricted to a pecific purpose

OLB?ofﬁlaskareoa pis (AS 440400
indiviclal, founction oroorpaatlmgfts rants, or beouests tht

(@) receipts of the following futk
(A hgmey worklng capitl fund (AS AAG3210)
B fu"re%:og Incustries fund (45 33200);
Cen TUNos;
intemational aimort revence fund (AS 37.1543)),
(© funds menaged by the AlaskaHousing Finance Corporation
(AS 185, the Alsska Railroed Corporation (AS4240000), tre.
Municipdl Bond Bank Authorty (AS 448(10), the Alaska: Aerospece
Development Comoration  (AS 144082), or the Alaska  Inclstrial
Developrment and Export Authority (AS 4483020),
fisn and game fund (45 16CR100)
school fund (AS 350140);
training and builoing fundl (A5 32013)),
) retirement funds (AS UA A 25 ASKHBZ2,
A D% a*dfomerﬁsaa?ubr;d( X % B Al Qo)
permvenent fund (at. X, s ftution);
public s hool fund (A5 37.14.110);
O second injury fund (AS 2330040

3- CSSB 106( )
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fishermren’s fund (AS 3300));
HCA aoministration fund (AS 230050),
receipts of the enployee benefits program established ul.
AS NN -
(P) receipts . the cefemed conpensation program established
ey AS 46 (]
(O the energy authority revolving fund (AS4483107); [
® receipts of o from the fust establisned by AS 3714400 -
37.1445), excent reimoursements cescribed in AS 3714410

*Sc 4 ASABMDIs amenced to readt
S M500  DUTIES OF DEPARTVENT.  The Departrment of Revenue

shall

(D) enforce the tax laws of the date;

(9 collect, acoourt for, rave, custody of, ivest, and menage all sate
funds and all revenuies of the state excent revenues incicental toa program of licersing
andl regulacion carmied on by another state depertrrent andl funos managed and invested
ly the Alaska State Pension Investrrent Board

(3 register cattle branck;

@ supply necessary clevical and administrative services for the
Alconolic Baverage Control Board;

© invest [AND MANAGE] the balance of the power cevelopment
account in the energy authority revolving fundl in acoordance with AS 44833%

© inaocordance with the policies established by the board of trustees
of the Alaska Sate Pension Investment Braid, collect, acoourt for, heve custody of,
Invest, and maneg the state funos for which the hoerd Is responsible.

*Se. 5 AS MAS0B)6) is amended to read:

(16) to recommend to the legislature
the: issuance of general ddliggtion boncs of the state t

firence the construction of a power project if the authority first cetermines thet
the project cannot ke financed by revenue bonds of the aLthority at reasonable
rates of interest;

CSSB 105( ) 4
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the plecke of the credit of the State to quarantee repayment
ofdloraypa(’?mofre\mbutbimdtoassist In construction of povier
rOjects:
© an qooropriation from the general fund
(1) lor clet service on bonds or ather project putioses;
or
(i) to rectoe the amownt of ucst financing for the
pogd, y |
O & aoproprition to e power project : U acoount
[POAER PROJECI" FUND) for a power project
REPEALED

| cevelopent of a project under firancing armangenents

With other entities .sing leveraged leeses or other financing methocs;

(F; fG)] an ppropriation.for a power project acouired or
constructedl under AS 44.83.380 -4 3455 (erery program for Alasia)
*S 6 AS AR5 is amenced to read:

Sec. 4483.106. BONDS FOR POVER PROJECTS UNDER THE ENERGY
PROGRAM FCR ALASKA.  The authority may bomow money and issLe its bonds
for the acouisition or corstruction of pover projects to be acquired or constructed
Uncker the energy program for Alaska.  The principal cf and interest on the bonds are
payable from money cerived from the sale of wholesale power from power projects
firanced uncer AS 483380 * 4834% from the poveer development account
[FUND)] or fromasource referred toin AS 4483 100as the aLthority detemnes. The
bonds ey e issued if

(D) appropriations to the power developent account [FUND) for the
povier project are Insufficient to cover the cost of acquiring or constructing the power

project; and

( the athority cetermines thet the amount of interest the aLthority
Will pay on s bongs is not more then altemetive costs of securing money from other
sources, exoent for the general fund, to pay for the acouisition or construction of the

DOVEr rojedt

5 CSSB 106( )
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* S, 7. AS 4433 is aenced by acking a new sedction to readt
Sc. 48107, ENERGY AUTHORITY REVOLVING RND, @ The
enery agtfmnty revolving fund is established in the authority.  The revolvmg furd
CONSISES
appropriations mece o1t by e legislature;
g money or ether assets transferred to it by the Mm%
wWMmmmmmmMmM'mw
Income and interest on armounts In the fung; and
mmmmmmmwummmmmmwm
expenses of authonity projects
) The board of directors of e authontty may establish operatiors, renvial
and replacement, capitalization, and seff-nsurance resenve acoounts within the
revolving fund
0 Unless'othenwise expressly stared, the acoounts created, in this chaptey,
Inclucling the power project loan aooourt under AS 4483170, the power ceveloprent
acoount unckr AS 448338, and the powier civeloprent revolving loan apoount uncer
AS 2483300, are acoounts of cie energy authontty revolving fund. The electrical
service extersion fund unoer AS 44S33/0and the power oost equialization fund under
AS 2483162 are not acoounts of the energy authority revolving fund. The athonity
Iy create aoditional funds or acoourts either within the revolving fund or outsice the
fund. Subject to agreerents meck with the holders of the athority’s bonds o with
other persons and subject to any restrictions placed upon legislative appropriations, te
authority may transfer amounts in a fundl or acoount in the revolving fund to another
fund or acoount within the revolving fund.

(0) The forec.ostre expense acoourt is establised as a special aooourt in the
%@WW@M%%M&MWW%W“MWW%
money credited o OSLIE EXRNSE 000Ut When necessary 1o protect
state’s security interest in collateral on loars mede under this chapter or to defray
expenses incurred clring foreclosure procescings after a ce/aif by an obligur.

© The authority may
(D plecoe amourts In the revolving fund to secure bonds of the

CSSB 106( ) i



WORK DRAFT WORK DRAFT WORK DRAFT
authortty; or
() enter into agreaments with respect to the revolving fund thet it
consicers necessary to Secre its bon.
() The athority ey loen armounts from i revolving fund for any pumose
alJthOﬂZGd by this chapter. A |(Hn front ﬂE furd Iﬂ an aﬂ’OUfT[ greater ﬂ‘ﬂn

0 510,000,000 must e specifically authorized by the legiclature.  The authonity may
7 Invest in projects or progrant tet art expressly authonized by the legislature under
S AS 248318 and inrojects or prograis for which the legislatLie hes mece a specific
0 appropriation to the fund
10 ) The legislature may appropriate amourts in the revolving fund to the

- althority for the cost of the power oost equalization program, for administering the
12 fund, andlfor other prograns and projects of the ppthority o to other public pUmosss,
12 Money in the fundl cees no: l3ee.

ASc. 8 ASHAS3TAQ) Is amended to read:
15 |f _ (a) The [THEF_QE 15 ES_TABLISHED AJ A SEPARATE FUND THE] power
’BJ* UOJECI: |0an aCCOUHt S EStabllsmd U the encrgviurnoriiv revolving fund Tire

/7 gooount oorgds ;o

jo (P cnoropriations to th? vvcouyd:

0 /2) unrestricted payments.on loer.s mydr from or purchased bv (he
0 acoount;

vl (3 income and interest on amounts it the account; and

i (4) other money.and other assets transferred to or deposited in the

74 account as clirected by resolution of the hoard of directors of the aat.nority [FUND
2 THAT SHALL BE DISTINCT FROM ANY OTHER MONEY OR FUNDS OF THE
AUTHCRIT'Y, AND THATINCLUDES ONLY MONEY APPROPRIATED BY THE
LEGISLATURE].
*Sc. 9 AS A1) is armended to read:
0 The authonty ey meke loans from the power project loan acoount

8

5 R

Y to electric Ltilities, regional electric authorities, municipaliti
3 [ATIES, BOROUGHS)] regional and Millage corporations, willage: counalls, and

7 CSSB 106( )
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nonprofit marketing cooperatives to pay the oosts of
A recomaissance stuies, feasibility stucdies, license and
penit apicairs, ecorsiruction evgireing, ancesign of poer roject

P Constructing, - equipping, - Modifying, m&owrg, a
expanding small-scale power procuction facilities, conservation factticks, bulk
fuel storage facilties, and transmission and dlistribution facilities, inclucing
enexgy prock.ction, fransssion and cistribution, and vieste energy consecttion
facilities thet clepend on fossil fuel, wind power, ticel, geotherml, biomess,
hyotoelectric, solar or ocher non-nuolear energy sourcss; [AND)

(O reconnaissance stuicies, preconstruction engineering, cesign,
construction, equipoing, modfication, and expansion of potable watel Supply
Inclucling surface storage anc-grounoater sources and transmission of water
"3 £0d. 't existing aistribution systens; and

o 'J?m a“‘!;PF.%’R RSV fuf 5x']gd bulk foeiT erves:
top otr-sngt fol’ upowpr proyov i

(A the loan is cLtf-edlinto Uncey. a-everaged lesse firancing
ar.., it

(3) -tre party that will tu-ogjon-titie for the power project is
an electric utility, regiorel electnc authortty, municigality, [CITY,
BORCUGH,] regiondl or willage: corporation, willage: coural, or rarprofit-

Inerketihg cooperative; and
the bomower seeking theloan demonstrates to tiic author
that thefirencing amangement for the power project Wil recuice project
.~ financing costs elow oosts of conperable public power projects.
*Se 10 AS MBI is amenced to read]
o e making & Joan from the pewgr project loan account [H/ND), the
authority srall, by requlation, specify
(D) stancharcs for the eligibility of borowers and the types of projects
to be financed with lcars;
(@ standarcs regarding the techical and economic viability and
revence serf-Sufficiency of eligible projects;

CSSB 106( ) 8

tlew Text Under! ir.~i (DELETED TEXT BRACKETED]



KR CSww go o & W o

RSBEBEBNEBERBUYWYIRNBBGs 2 o -

WORK DRAFT WORK DRAFT WORK DRAFT

(3 oollateral or other securty required for loars,
the tems and concitions of loars;
criteria to establish firencial feesibility and to measure the aount
of state assistance necessary for perticular projects to meet the financial feesibility
orteria; and
(6) other relevant criteria, standards. Grprocedures.

*S0 1 ASMAZBIAE) s arrenced to read,

© RepayrmntofﬂﬁloersdﬂllbesewredlnawnanmrﬂBIﬂEame

Oetermines is feasible to assure prompt repayment under a loan agreement entered inio
With the borongr. ﬂﬁautmntynaynalemuseoxedloanfrornﬂﬁpmrprqed
loan account [FUND] to a borower requlated by the Alaska Public Utlities
Commission under AS 225 If the: homoner hes -a susstantial histoty of repaying
long-tem loans andl the: capecity to repay {lie loan.  Uncer a loen agreermen;
FEaYMENE 1=y ke oererve fOr 0years or Lrtil the project for which the loan is meck
Pet; achieved eavmugs ftaf? irs operations sufficient ;0 pay the loan, whichever is
-l
*Se 12 AS 44S3.100() is amenced to rett

) ow er PROJECES are SLIOJECE t0 the following limitations on interest and

Specific restrictions:
(D poner projects for which lcans are outstanding from the former

Water resources revolving loan fund undey fomer S5 on uly 13 1955 ey
recelve acctional financing from the power project loan account [FUND), the
actitional firencing, If granted, must ke
granted for aterm Mexceeding mm,
oranted at an interest rate of not less than three or more
than five peroent a year on the npeid belance;
(O conditioned on the repayment of loan principal and inferest
o begin on the earlier of
(1) the cite of the start of cormercial operation of the
Ooject; or
(i) Dyears from the cite the loan is granted;

9 CSSB 105( )
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(@ loans for power projects [SHALL BE GRANTED]
e ke granted for atemnot to excead S()yeersswl\[)]
except a8 provided in (c) of this paragraph, shall have
[A]] an imgﬂmeMismlea&mﬁﬁmmm%sﬂ%md
a rate eoual 10 the percentae tht is the average
Vieekly Vield og) municipal bongs for the 12 months preceding the ot
of the loan, & Cetermmined by the authority from municipel bond yield
rates reportedl in the 304year revenue ingex of the \eekly Bond Buyey,

or

(i) arate etermined by the authonity that allows the
project to et criteria of finencial feesibility established under (€) of
this section: and

(O mav have an interest rate that is as lowas zero percent
If the legislature specifically authorizes the no-Interest loan or if the loan
IS for a transmission intertie project that connects two or more Utility
Svetenis ot previously connected or that provides a second circut to
Improve the reliability and transfer capability of an existing system
*Sc 13 A3 44:83.170(g) s amenced to resct
(0) Loan repayments and interest eamed by loars from tnepower project loan
account [FUND] shell ke ceposited in the energy authority revolving [STATE
GENERAL] furd
*S 1 AS A1) is amenced to reect
(n) The legislature rray forgive the repayrent of a loan meack from the pover
project loan account [FUND] for a reconnaissance stucly or a feesibility studly when
the athority finds thet the power project for which the loan wes macke is not feasiole.
*S 15 ASHAB3IAN) is amenced to read:
@) Moy inthe pover project loan account [FUND] ey be Used by the
leqislature to rreke ppropriations for costs of administering the fund
*Seo 16 AS 4483181(C) s amended to read:
o The plan of firance must inclucke recommenciations of the most appropriate
means to firence a project, includding, bt not limted to,

CSSB 106( ) -10-
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the issuance of revenue bongs of the authonty;
tre issuance of
oeneral ddliggtion bonds of the state; or
revence bonds of the authonty thet are Quaranteed or
pertially queranteed by the tate;
an gopropriation from the gererdl fund
(A 10 pay et service on bonds or for ather project purposes;

B to recuce the amount of et firencing for the project;
a loan from the gereral fund;
financing amangements with othe enite Lsing leveraged leases
or other financing methoc;
© asistance from any federal apenoy, incluoing, bt not limted to,
the Rural Electrification Administration;
a loan from the power project loan account [FUND] unoer
AS MB310Q); or
any comhination of firencing amangenents listed inthis Susection.
*S. 1 AS M83187(d) is amenced to reatt
@ The provisions of AS 4483177 -448318b and 4483180 oply only o
a [roposed m/vprqectthatwll generate rmore ten 15 megants of pover and
(1) requires an appropriation from the state general fund or [ ] fromthe
pover project loan account [FUND, OR FROM THE RENEWABLE RESOURCES

FUNDS); or
() 15 besed on a plan of finance thet requires the issuance of general
obligation bonds or other plece of the credt of the state
*Sc 18 AS M8330) is amenced to read
(0) The energy program for Alaska is a progyam fy hich the athority ey
ao0uire dg\r/e clomtruct pOver U%S@ V]mgtabl % appropriated by the legislature to tre
DOVer Ceveloprent acoount Isned In ASZAZ3.382 A pover pro
IMay e acouired or constructed as pan of the energy program forNas[gva\ﬁly |rJ
project is submtted to andl approved by the legislature in acooroance with proceclres

11- CSSB 105( )
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st out in AS "1ARLTT -M&1].
*S 19 ASMB33 is aenckd to react
. MBI POMR DEVELCAVENT account [FUND)
ESTABLISHED, (3) The [A] power development account [FUND is established in
the Alaska Energy Authority to camy out the pumosss of AS 4483380 -MU8344
0 1he account [FU\[] Incluoes voney ppropriated to it by the legislature.
*S. 0. ASAAB3BA s armenckd to react
[FU\D]SBC Mfﬁwﬁmcoum [I;lbj\[] BALANCE, (@) The account
ey ity to provice money for
(D recomaissance and feasibility sicclies and pover project Ain-ee
plans prepared uncer AS 483177 -8
() the cost of a power project, inclucing bt not limted to costs of
acouiring necessary icerses, repering enginegring cesigrs, obfaining land, and
constructing the power project;
the cefeasance of bonck, o the payment of debt sencee on lcars
for or on an issue of bonds soldl in connection with a power roject;
(4 the ccst of operating and mairtaIning power projects; and
0Ot SEIVICE 0N POVer [rojects.
0 Money in the account [FUND) ey be used under (@) of this section only
for & power project thet
é) 1S economically feesible; and
(9 provices the lonest e power 0ost to Lility customers in
the market area for the estimated life of the povier project, whether operated by itself
Or In conjunction with ather power projects in the market areq, and that operates or
Will operate on one or more of the following;
(A renevabdle energy resources, incluing bt not limited to
hycroelectric poaer, wing, biomess, cemmal ocel or solar energy, or @
method thet Uses teperature diferentals or ot physical properties of the

(xBani
B ool or e,
(O energy cerived from waste het; or
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V@ Tfrxr Undf; . i:)? (DELETED TEXT BRA CXETED1



ERESBEBNBEDEREBEBRRRERSSEEEEBEREEBRRE B (oo -y G~ 0o Mo

WORK DRAFT WORK DRAFT WORK DRAFT
O fossil fuel, including il or netural s
o Notwithstanding (O)(D) of this section and AS 483356 -AR IR tre
acoount [FUNDJ ey be usedl by the althonity to provice money for the oost of a
pOver project tret is or wes either constructed o owned by the United States
govemnment if the requireents of this suosection are et The provisions of
AS AR177 - 4483187 do not apply to & power project financed under this
Suhsection.  The authority may Lse money in the acoount [FUND] for the cost of @
pOVier [roject Lnger this susection if
the legisleture enects a law approving the project;
the office of manegerment andl bucket in the Office of the Govemor
reviews a feasibility study and aplan ofﬁmnceforﬂEproH]ectanddetermnesthaItm
feasioility stuoly complies with the recuirements for a feasitility studly suiomitted under
AS 2483181(p) and thet the plan of finance conpheswﬂwtherequwermntsforaplan
of finance submittedl uncer AS 4483181(C); ano
 the project meets the otner reguirements of this chepter.
*S 2 ASUABIHIs arended to read
Sc. 48330 INVESTVENT OF ACCOUNT [RUND). The Departrrent
of Revente el Invest the mongy I the account [FUND] In acoorcance with
AS 3710070, 3710071, and 37100/ The Departrrent of Revenwe sall provice
money In the account [FUND) to the authonity only after costs have been incured or,
amounts in the account [FUNDY have been otherwise onligated under contracts for the
acouisition andl corstruction of a project. Arvounts thet heve been obligated, bt for
Which 00stS have not et been incuired, ey be Segregeted by the Department of
Revenue or transferred to the authonity only with the prior aporoval or agyeement of
the conmssioner of revente.  [INCOVE RECEIVED ON MONEY THAT IS
SEGREGATED OR TRANSFERRED UNDER THS SECTION MUST BE
DEPOSITED IN THE GENERAL FUND]
*So 2 ASABIFA) is avenced to rea:
( The authority shall maintain recorcs of pover project allocations from the
acoount for each pover project
(D) approved in apcordance with AS 483185 ad

-13- CSSB 106( )
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for which an allocation is ek froman appropriation mack by
legjslature without specifying an aporopriation to a project
*$ A ASM&%%lsmaﬂedw%Eigmamagramtoreed: et
"acoount” Imears aooout establis
Ry © Poner developent by
*S 24 ASHAZTD1s aenced to read
Sc. 48350  CREATION OF ACCOUNT [RNDl, @ There s
establisned in the Alaska Energy Authority the power cevelopment revolving loan
acoount [FUND) to cany out the purpose of AS 2483500 -4483530 The acoount
[FUND] ey ke sed for no other purose.
(0) The account [FUNDY consists of
8 aporopriations to the account [FUND] by the legislature;
repayments of principal to the account ] an
(9 Incore from Investment of mongy In the acoount [AUND] and
from lcans mece from the acoount
*Sc A AS 44831 amended by adding AT SECton to reat
S, 48396 FOUR DAMIPOOL ACOOUNT, (@ There Is created as an
acoount In the energy authority revolving fund the four cam pool acoourt.  The
aocount oonsits of rmoney in e energy authonity revolving fund thet, beginning
July 3, 1508 can be attributed to 50 percent of the receipts from the hycroelectric
povier projects that constitute the four cam pool.  The legislature ey appropriate the
rmoney In the four dam pool account for projects refated to the four ciam pool and for
other puoses as provied by law
(0) The aLthority rray aoouire or construct power projects with money in the
four dam pool aooourt.  In sing money in the four dam pool acoourt, the athorty
mstresanﬁpmﬁrsmdmnesasltmscmmlrgﬂmseofmﬂylntrﬁmmr
ceveloprment aoourt Under the energy program for Alasie,
© Inthis section, “four dam pool” mears the hycroelectric facilities & Tyee
Lake, Snan Lake, Solomon Guleh, and Terror Lake
*S B ASHAZ5I01s amended to read
St #4850  POMRS AD DUTIES OF AUTHCRITY IN

CSSB 106( ) -U-
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ADMINISTERING THE ACCOUNT [RUNDI, (@) The authority may bomow from
the acoount [FUND] for the purpose of financing a project acquired or
constructed by the authority under the energy program for Alaska (AS 4+ 83380 -
M%), Repayment of a loan from the account [FUND] must be rreck with the
proceeds from the: sale of power from projects in the energy’ program for Alasi.
Exoept & proviced in AS 48338(), the payments required to be meck by the
authority on a loan from the account [FUND] constittte oot service for the purpose
of calculating the wholesale power rate in AS Z48338()(1).
Alter conpletion of a firel plan of firence and aporoval of a project Unger

AS 483185(C), a loan ey e 1macke from the account [FUND] for

(D the cost or a portion of the cost of final cesign, acouisition, and
corstruction of a power project;

(2) cefeasance or payrment of bonds or notes of the authonity issUed for
a POWer project

@ the establishment of a reserve fund for renewals and replacements
for the peration of a conpleted power project; and

(@ ay other project-related expenses, Incluoing those described in
AS ABIH|

*$ 2l AS 44.8352(Xa? IS amencedl to readt
Aloen from the apoount [FUNDY srall be repaidl in acoorcance with the
temrs thet the authority’s board of directors cetermines to ke aporopriate. I
ertablisning the tems, inclucling provision for a retum to the tate of an amount in
excess of the principal amourt of the loan, the board of dlrectors shall consicer the
revenue thet the authority couldl reasonebly derive from the sale of power from the
projects besed

8)1 the costs, a the time the poner sales agreement is initially

negotiated or renegatiated, of altemetive sources of energy generation for utilities

purchesing jpoveer from a project financed with a loan from the account [FUND;
(Q the effect of the loan tems on the wholesale power oosts to all

Utilities purchesing power from the initial project;

 the long-tam benefits to consumers and communities of siable
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wholesale power asts;
@ tre atforcebility of iniial wholesale power costs that result from
the loan tems with tilties purchesing power from the Initial project;
Increasing repayrment, not to exceed five years, of debt service
nt per Kilowett hour Iy over te iniial period of a loan repayment
uIe t0 the extert necessary to avoid significart rate Increses to the consuney,
the existing excess capecity of povier projects; and
the effects of increased capacity Ltlization, ifiaton, ancaltemetve
enerqy proctuction oosts over the life of the initial project
*So B AS MAS5A() s amenced to read
© Aloan to the authonty from the acoount [FUND] ey not exceed 50
Years.

*Sec 2 AS448353)|sanmdedb ling & new paragyaph to regdt;

Q "aocount’ rreamthepovmrdeveloprrmtlmacoan

*S D ASHARBAL MBI MB3N), 4&R4HJ), 48360 4483(15
M.8361044.8361544.8362044.83625,44.8363)44.83.32, ad 44.3360are repeal

*Sec. 31 Inacoorcnce with AS 4483185(C) and contingent upon secs. Band 300fthIS
At, the Alaska Energy Authority is aLthorized to provice for the desion and construction of
a 138 kilovolt power transmission intertie between Anchorage and the Kenal Peninsula at a
cost of SER000000 i 1P collars. Hovever, the power transmission intertie authorized by
this section rray be cesigned and constructed at a voltage higher then 138 kilovolts but only
If the state does not incur aditional 0osts to do 0.

* S, 2. Inacooroance with AS 4483185(C) and contingent pon secs. 3and 3of this
A, the Alaska Energy Authonty is authorized to provice for the design and construction of
a 13 kilovolt power transmission intertie between Healy and Fairbanks at a cost of
$E0000000 in 192 collars. - Howevey, the power transmission intextie authorized by this
section may be cesigned andl constructed at a voltage higher then 13Bkalovolts bt only if the
State (loes not Incuraccitional costs t0 00 S0

*Sc. B @ The authonzations meck by secs. 3Land 22of this Act are cortingert upon
Witten agreements betveen the Alaska Energy Authority and the eleculc utilities participating
In the projects authorized by those secions providing thet the participating utilities agree to

0D
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(D design and construction costs for the power tramsmission intevties
aLthorized by s, Sland 3 ofthis Act thet exceed F0000D, these costs shall ke dividkd
among the utilties In proportion to the retall kilowtt hour sales of e;ich utility during the
previous calendar year, and

(9 the operation and maintenance oosts of the power transmission interties
authorized by secs. 3Land 2of this At

(0) Notwathstanding AS 4205, the Alaska PLblic Utlities Corrmission ey not review
the cesign and construction costs divided among the utilities unger @X(T) of this section.

*Sec. 34 (@ Inaocorcanoe with AS 4483 185(C) and contingent upon () and (€) of this
Section and sec. Jof this A, the Alaska Energy Authorty s authorized to provice for the
Oesign and construction of a 15kiovol power ransrmission infextie beteen the Snen Lake
and the Tyee Lake hycroelectric projects at a cost of 3560000001 1982 collars through a
loan to the participeting ity or utilities for a term of 30 years a three percert annual
Interest However, the power transmission infextie authorized by this section vay lje cesigned
and constructed at a voltage higher than 105 kilowolts bt only If the state cioes not inour
aocitional costs to do 0.

(0) The athorization macke by (@) of this Section is cortingent pon the execttion of
awritten agreenment between the electric utilities participeting in the project authorized by this
section and the Alaska Energy Authonity that provices thet the perticipating utility or Utilities
agree to pay

(D) cesign and construction oosts for the power transmission inteme authorized
by @) of this section thet exceed $0,000000 adl
(9 the operation andl maintenance oosts of the poner transmission intertie
authorized by (@) of this section
(©) The authorization meck by (8) of this section is continggnt Lpon the conpletion
of the requirements set out in AS 483181 and 4&3185(3). The Alaska Energy Authonity
shall notify the revisor of statuites of the completion of these requirerTerts.
*Sc. B @ Inacoordance with AS 248 185(¢) and contingent upon (0) and () of this
section and sec. of this A, the Alaska Energy Authorty is aLthorized to provice for the
Oesion and construction of a 138 kilovolt pover transmission intextie between Sutton and
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DELETED TEXT BRACKETED



BRRERSSBBBRBERBRE B ww -uo g1 e

WORK DRAFT WORK DRAFT WORK DRAFT

Genrallen &t a cost of SO0 I 12 collars through a loan to the perticipating utility
or Utlities for 1 tem of 50 years é three percent amial interest. However, the pover
trasmission intetie authorized by this section ey be cesigned and constructed at a voltage
higher than 138 kalovolts but only i the state ooes not incur actitionel costs t 6o o

(0) The athorizauon rmece fy (@) of this section is contingent upon the execttion of
a Wntten agreement betveen the electric utility or utilties participeting In e project
authorized by this section and the Alaska Energy Authonity that provices thet the participating

Utility or utilities ag;,e o a@
construiction oosts for the power transmission intertie authorized
by @ of this sectlon tmt exceed $5,000000, and
(9 tre operation an maintenance ocsts of the power transmission intevtie
authorized by (@) of this section.

(© The authorization mace by (@) of this Section is contingent Lpon the conpletion
of the requirerents set out in AS 2483181 and 4483185(3) and approval of the feasibility
sty by the office of management and bucet. The Alaska Energy Autharity shell notify the
revisor of statuites of the completion of these requiremens.

*Sc. B Inproviciing for the design and construction of the Intexties authorized by s,
32 3 and Iof this Ad, the Alaska Energy Autharity shall make loans to tre
appropriate. participeting Ltlities or averd grants o them to the extent permtted fy e
appropriation for the costs nless the perticipating Ltlity ceclie; In witing to gpply for tre
Joan or grant. I the participating utility ceclines inwniting to apply for the loan or grart, the
authonity may proceedl with the desion or construction itseff,

* S 37, Sections 1-30of this A¢, take effect immmediately under AS 0L100000).
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SB 106:  "An Act relating to authorization of Anchorage-
Kenai, Healy-Fairbanks, and Tyee-Swan interties."

The bill includes several provisions:

1. Authorizes design and construction ofthree 138 kV transmission
lines (Anchorage-Kenai, Healy-Fairbanks, and Tyee-Swan) in
accordance with AS 44.83.185(c).

2. Approves a construction cost for each project in accordance with
AS 44.83.185(c).

3. Requires that the Anchorage-Kenai and Healy-Fairbanks
transmission lines be capable of upgrade to 230 kV.

4. Makes project authorization of the Anchorage-Kenai and Healy-
Fairbanks interties contingent upon agreement by participating
utilities to pay 50 percent of design and construction costs, and
all operations and maintenance costs.

5. Expresses the intent ofthe Legislature th.;( the Energy Authority
finance tlie Tyee-Swan project with revenue bonds to be repaid
from Four Dam Pool power sales.

The Alaska Energy Authority (AEA) supports the authoriza :on of the
Anchorage-Kenai and Healy-Fairbanks 138 kV transmission line projects. This
position Is supported by a feasibility study issued by AEA in March 1991,
which was adopted by the AEA Board of Directors and submitted to the
Legislature at that time. AEA has proposed that the Governor submit
legislation this year that would contain these project authorizations.

The AEA Board of Directors has not taken a Rqsition on the Tyee-Swan
intertie, although a feasibility study issued by AEA in 1992 concluded that the
P(ijeC_t is econommally feasible if electricity demand continues to grow in

etchikan. AEA staff supports the project, but has proposed that other
potential Southeast energy projects be reviewed and compared before a final
commitment is made to Tyee-Swan. Also, note that the $55.6 million cost
?L%ténll\a/te developed in the feasibility study is for a 115 kV line rather than

The construction costs appearing in SB 106 are drawn from AEA feasibilit

studies, but for clarity should indicate the price level associated with eac

estimate. The $84.1 million and $77.6 million estimates for the Railbelt
interties were both developed in January 1991 iollars. The $55.6 million
estimate for Tyee-Swan was developed in 1992 tu liars.
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With respect to the Anchorage-Kenai line, there is significant uncertainty in
the cost estimate due, in part, to questions about the necessity of burying thu
sunmarino cable, questions that will net be resolved until the design stage.
There are significant cost issues with respect to Healy-Fairbanks as well.
Because of this uncertainty, the proposed AEA legislation includes a provision
that, if actual construction cost exceeds the cost approved in the authorization
act, project authorization will remain effective provided that no portion of the
excess costs are payable by the state (i.e., that the utilities agree to pay such
EXCEess Costs).

AEA does not support the language in SB 106 requiring that the Anchorage-
Kenai and Healy-Fairbanks lines be capable ofbeing upgraded to 230 kV. This
language would essentially require that each line be built mﬂiallg to 230 kV
standards in terms of structure size for the overuead towers and cable capacity
for the submarine cable, all at a cost substantially higher than the cost
estlm_atesfproposed for approval. Ifthe overhead towers and submarine cable
are sized for 138 kV operation, they would essentially have to be replaced in
order to "upgrade” to 230 kV.

AEA supports the concept of requiring the participatin([] utilities to pay a
substantial portion of construction costs for the Railbelt interties, and all
operations and maintenance costs. However, we are pursuing an approach by
which the state would contract with the utilities for construction of the
projects, limit the state’s contribution to a fixed amount, and shift the risk of
cost overrun to the utilities. In contrast, SB 106 would commit the state to 50
percent of whatever the actual construction costs turned out to be.

There is ambiguity in the ex_P_ression of legislative intent for the financing of
the Tyee-Swan project; specifically, whether the Four Dam Pool power sales
revenue dedicated to %aylng_offthe intertie revenue bonds is intended to be
additional revenue to be realized by increasing the Four Dam Pool wholesale
power rate, or is intended to be a portion of the revenue stream that is
presently projected given no change in the existing power sales agreement. If
additional revenue is intended from an increase in the wholesale power rate,
agreement by all five of the Four Dam Pool utilities would he necessary to
change the wholesale power contract ac_cordir:jgly. This seems to us unIikeéy.
However, the eX|st|n%revenue stream is ple Fged for repayment of the AEA
loan from the Power Development Revolving Fund. We believe that at least
part of this loan would have to be forgiven by the Legislature or appropria id
to AEA hefore the loan repayments could be diverted for payment of revenue
bond debt service.



POSITION PAPER
SB 106
Page 3

AEA would oppose the idea of financing 100 percent of the Tyee-Swan
construction cost from the existing power sales revenue stream because it
would mean no contribution from the affected communities toward the
payment ofintertie construction costs beyond what they are already paying on
existing debt. AEA and the administration have adopted a policy ofseeklngi
a reasonable contribution from the communities that benefit from state capita
projects, both as a way of leveraging limited state funds and as a way to
ensure that such projects are important to the people they would serve. If
revenue bhonds were issued to pay the full cost ofthe Tyee-Swan intertie, debt
service payments would be expected to exceed $5 million per year, or roughly
half of the expected Four Dam Pool power sales revenue stream.

Finally, the AEA position on similar bills introduced in the House (see Position
Paper on HB 50 and HB 51) applies to SB 106 as well. While the projects in
SB 106 would provide benefit to particular regions of the state, it does not
address the overall state energy needs. A comprehensive approach is
imperative ifwe hope to succeed in providing efficient power at reasonable cost
to all areas of our state.

issioner

Date
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YEAR

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

Totals

1

ALASKA ENERGY AUTHORITY

CSSB 106 Projected

PCE Administration

Can Fund

182.0
190.2
198.7
207.7
217.0
226.8
237.0

1,459.5

AEA
Revolving
Fund(GF
Savings)

247.7
258.8
270.5
282.6
295.4
308.7
322.5
3371
352.2
368.1
384.6
401.9
420.0

4,250.1

Fiscal Changes

PCE Grants

Gan Fund

17,000.0
14,571.0
12,143.0
9,714.0
7,286.0
4,857.0
2,429.0

AEA
Ravolving
Fund(GF
Savinga)
0.0
2,429.0
4,857.0
7,286.0
9,714.0
12,143.0]
14,571.01
17,000.0
17,000.0
17,000.0
17,000.0
17,000.0
17,000.0
17,000.01
17,000.0
17,000.0
17,000.0
17,000.0
17,000.0
17,000.01

68,000.0 272,000.0

Annual Reduction in
General Fund

Appropriations

0.0
2,429.0
4,857.0
7,286.0
9,714.0

12,143.0
14,571.0
17,247.7
17,258.8
17 770.5
17,.92.6
17,295.4
17,308.7
17,3225
17,337.1
17,352.2
17,368.1
17,384.6
17,401.9
17,420.0

276,250.1
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1he leqislation affects three of the Alaska Eneri Autmn ~Pover
liation (FCE) Garts, Adnnlstrailmand ty Pt

Over Iod, thehIIV\U.IIdSI“Iftfmdl for the PCE program avay from the general
e ek by I

furd to a néw gyAutmr(% IS qft, & iy Slation, vxould
e the geerdl find 00 in mP for PCE s and I estimeted
oeneral funds for PCE Adnnm rdtion.  The eglslature V\DJld reqqarq:)nate funcs from the

revolving fund to the PCE or other prograims as they cecice

The till als athorizes four Interties and a conpanion bill SB126 ppropriates state monies for
ial funding of their corstruction.  The balance of funds recyﬂgd would bh3proviced through

he issuance of bonds after surtable contracts were exeouted.  The AEA Cpertions conponert

would require an infux of voney fromthe revalving fund in the early years to fund the staffaml

contractual efforts required to execte the oontracts for cesi A%and oonstructlm of the oy 1{1

and to finance the talace. A5 the projects cae anHline, AEAwould receive monies fram the

Ltilties to pay for the operation ang rmmtename ofthe prqects jning inthe FY0 fiscdl year

a5 opneral fund/progyam receipts.  While these are cispiayed on the fiscal nates, such restncted

recepts will b revenue reutal and would ot ree to be shown if AEA's Q&M recelfts

also removedl as general fund progyam receipts by a change to AS37/(b 146 As the il stancs

the O8M receipts would il need to be appropriated by the legislature from mones oollected

fromthe utilities receving the Interti- sevice,
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Testimony of Daniel E BIoomer—ChlgacIi Electric Association, Inc.
On SB 106& 1%

Before Senate Finance Committee
April 15,1993

Thank you for the apportuinity to present Chugpoli Blectric Assooiation's commrents on 3B
1% As many of you know, Chugedli I the largest electric Lility in the state of
Aasia, providing sevice to more then 63000 custorers in tiie Anchorage bowl and
Uper Kenal Peninsula,

Chugaoli is also the largest generator and tramsmitter of electricity in Alask. - In adition
0 generating pover for our own custormers, Chugpcli also procuces the electricity Used by
Mtanuska Hlectric Association In Palimer (000 austoners), Horer Hlectrc
Assooition on the Keral Peninsula (18000 custoners), Gity of Sevard (2600)
custorrexs, and sells economy energy to Golcken ey Blectric Association in Fairtanks
(2700 austoers). Therefore, Chugeol hes substartial interest inthis legislation.

The llls before you, & armencedl yestercay, present a solid energy peckage thet will help
{0 strengthen poner systas throughout the siate. I the Rallekt, the new intexties wil
Inprove the ahility to transfer Bracley Lake power throughout the region and reclice
operating costs for the utilties. The Sutton to Gomellen intextie will electrically tie the
Copper River Besin and City of Véldez into the raillelt provicing those areas with a0cess
0 Inexpensive reliable electricity. The Snan-Tyee intertie will enhence southeast's ahlity
to utilize their hycroelectric facilities and uitiretely recuice costs for al of the four-cem
pool participents. - PCE funcing gives our rurdl systas firenodl support which allons
themtime to resolve their energy prodlgns.



Ina rutgrell, these s represent a good energy package that accresses a ngjarity of the
electrical neect in Alaske.  The uilities are nited in our suppoit for th' linkage and vie

Lrge your support to rove the blls to the Serete floor. Thenks again +— the oppartunity
to comment onthese ks
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MEMORANDUM

TO: Senator Drue Pearce, Co-Chairperson
Senate Finance Committee

FROM: Senator Bert Sharp

RE Request for Hearing

DATE: February 18, 1993

| am requesting Senate Bill 106; "An Act authorizing power
transmission interties bhetween Anchorage and the Kenai Penisula,
between Healy and Fairbanks, and between the Swan Lake and Tyee
Lake hydroelectric projects, and approving the design and

construction costs of the interties; and providing for an effective
date," be heard before the Senate Finance Committee.

Thank you for your consideration.
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C ~ h u ac L c tELECTRICASSOCIATION, INC.

5601 Minnesota Drive
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ALASKA ENERGY AUTHORITY pace Lota
(All Dollars In Thousands) 13-Apr93

6/30/93 1994 1995 199 1997 1998 1999 2000 2001 2002 2003
AEA Revolving Fund Balance $141800 $161926 $173344 $176428 $121470 $82033 $68164 $92385 $94,160 $96090 $98,120

Revenue
Revolving Fund Investment Income 10835 12144 13001 13232 9110 6152 6812 6029 7062 7207
Collections on EX|st|ng Lo? | 2413 2413 21n 2244 2234 2181 2130 1956 1237 1981
Debt Service from 4-Dam fool 103% 10667 10909 11155 11,406 11584 11,766 11932 12081 211
Appropriation -PCE 17000 14571 12143 9714 7.268 4857 2429 0 0 0
Appropriation -PCE Admin. 182 190 109 207 217 2z7 237 0 0 0
. Total 40626 39936 36522 86553 30252 2500f 23174 20817 21860 2r.2sa
Expenditure
Railbelt Intertie Grant 1000 30D 14400 65600 0 0 0 0 0 0
Tyee-Swan Intertie Grant D 500 120 3600 290200 0 0 0 0 0
Copper VaIIeP/ Intertie Grant 500 500 1200 3800 21700 0 0 0 0 0
Other Carnta Projects/ Programs 0 0 0 D 0 0 0 0 0 0
PCE Outlay . 517000 417000 417000  417xto 417000 417,000 417G00 417,000 417800 417,000
Rural Technical Assistance 1500 1560 1838 1712 1789 1869 1853 2041 2133 2229
Total 20500 28583 35438 91512 69.689 18669 18953 19041 19133 19229
Surplus (Shortage) 5 2D128 5 11416 4 3084  (SSAASB) (4394371 4 8132 4 4220 4 1773 4 1230 4 2030
Revolving Fund Be(?inning Balance Assumftion.*
Railbelt Ener?y Fun $2,800 Annual Inflation Rale 45 %
Railbelt Interlie Reserve Fund 100,000 Return on AEA Fund 75 % of fund balance
Interest on Rbtt lutertia Reserve 16,000 PCE State Appropriation 7 year ramp
Bradley State Fund Surplus 11,000 Railbelt Intartie EsL Total Cost ~ $180,000
Additional Stale Contribution 10000 Railbelt Intertie State Grant $90,000
Total $141600 Tyee-Swan Est Total Cost $60,000
- . Tyee-Swan Stale Grant $35,000
Funds ana available in the Revolving Fund for Copper VaIIeY Est. Total Cost $60,000
annua] appropriation to AEA Administration Copper Valley State Grant $27,500
Projections exclude restricted revenues and associated expenditures.
(Example: revenues dedicated to project operations and maintenance.) Case 0J
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AEA Revolving Fund Balance

Revenue
Revolving Fund Investment Income
Collections on Existing Loans
Debt Service from 4-Dam Pool
Appropriation -PCE
Appropriation -PCE Admin.
Total
Expenditure
Railbelt Intertie Grant
Tyee-Swan Intertie Grant
CopperVaIey Intertie Grant
Other Cafnta Projects/ Programs
PCE Qutlay .
Rural Technical Assistance
Total
Surplus (Shortage)

ALASKA ENERGY AITTHORITY
(Alt Dollars In Thousands)

2004 2005 2006 2007 2008 2000 2010 2011 2012 2013
$100162 $102,077 $103894 $105711 $107,580 $100543 $111570 $113660 $115839 $116,082

7.3» 7512

779 792a 8063 8216 8368 8525 6663
1831 1603 1425 1347 1333 1333 133 1333 133 133
12182 12226 12280 12*38 12*96 12454 12512 12568 120625 120684

0 0 0 0 0 0 0 0 0
0 0 0 0 D 0 0 0 0 0
21372 21343 21381 21/475 21658 21A56 22061 22289 22483 2706
0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0

$17000  $17000  $17000  $17000  $17000  $17000  $17000  $17000  $17000 17000
2305 2434 2544 2868 2778 21303 3034 3170 3313 3480
10829 19434 19544 195858 13778 19/803 20034 20,170 20313 20182

* 2043 $ 1316 $ 1B $ WBL7 $ 1878 S 133 S 2027 S 2099 $ 2170 $ 2243

p*

ja2ot2

13A-53

Total

$172188

35820
238263
88.000
1458
515839

90,000
35000
27,500

0

340,000
47067

539567

{23710



STATE OF ALASKA

1993 LEGISLATIVE SESSION

Revision Date:

FISCAL NOTE

Title:  Authorization ot Anchorage-Kenai, Healy-Fairbanks, and

Tyee-Swan Interties

Sponsor:  Sharp et al.

Requestor:

EXPENDITURES/REVENUES:

OPERATING
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING

CAPITAL

REVENUE
FUND SOURCE:

FUNDING:

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1006 GF/MHTIA

OTHER

TOTAL

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year (FY 93) impact:

ANALYSIS: (Attach a separate page if necessary.)

See Attached Page

-Tepared by: Hichard bmerman
Division:  Alaska Energy Authority

Approved by Commissioner:

FY 94
185.5
25.0

1113
321.8

678.2

1,000.0

Paul Fuhs

Agency: Commerce and Economic Developn

PREPARER TO FROVCE ALL. DISTRBUTION GCRES TOGOVERNCRS LEAS AIVECHHCE
For futher ddiribution infomretion call the Governar’s Legidative Cfice

Rev 12
c/0Bneea

0

FY 95
1929
26.0

1157
334.6

865.4

1,200.0

BILL NO. SB 106

Department Affected: Commerce and Economic Development

BRU: Alaska Energy Authority
Component:  AEA Agency Operations

COMPONENT SERIAL NO. 7304010100

FY 96 FY 97 FY 98 FY 99
422.4 439.4 456.9 225.7
%41 56.2 58.5 304
143.0
2534 263.6 274.1 1354
729.9 759.2 789.5 534.3
2,870.1 34,040.8 18,610.5
534.5
3,600.0 34,800.0 19,400.0
4 4
2 2 2

"Piiorie:— 55T/7/B7T
Date:  2/19/93

Date:

Pe 1 d_2



FISCAL NOTE

STATE OF ALASKA BELL NO. SB 106

1993 LEGISLATIVE SESSION

ANALYSIS: (continued)

The fiscal note assumes the following:

1

Anchoraqe-Kenai and Healy-Fairbanks interties, though authorized, are not built as a result
of this bill alone because an appropriation would also be needed.

Tyee-Swan is built as a result of this bill because no appropriation is needed. Revenue honds
are issued for the full construction cost.

The fiscal note shows a schedule of outlays for construction of Tyee-Swan using bond proceeds,
but does not show the payment of debt service on these bonds. No attempt has been made to
account for financing costs and interest during construction, which would add to the total bond
size. Debt service on the honds would be expected at about $6 million per year, assuming a
$70 million bond issue for 30 years issued at a tax-exempt rate of 7.5 percent. This $6 million
per year would come from Four Dam Pool power sales.

The Energ _Authori_t?/ IS exKected to build the Tyee-Swan intertie rather than contract with
a local utility to build it. Additional positions are shown consistent with Energy Authority
construction of a major project. A project manager, half-time environmental and right-of-way
osition, and administrative assistant are shown for the first two years. To these are added
o full-time engineers and a half-time accountant during years 3 through 5. FY 99 is
projected as the first full year of project operation. QOverhead is shown at 60 percent of
personal services costs.

Program receipts in FY 99 are assumed to come from purchases of power over the intertie to
pay for operations and maintenance, and Energy Authority costs during the initial year of
project operation.

dgl/089fn.aea Page 2 of_2



, OENATE COMMITTEE REPORT
FIRST COMMITTEE OF REFERmAL

DATE: 2/10/93 FURTHERS FINANCE

Date of 5-Day Notice: DATE TURNED :

(in accordance with Unifor INTO OFFICE: ] — _|.|4—

L&C Committee considered SB 106 - -

"An Act authorizing power transmission interties between Anchorage and the Kenai Peninsula,
between Healy and Fairbanks, and between the Swan Lake and Tyee Lake hydroelectric projects,
and aoproving the design and construction costs of the interties; and providing for an effective

dam

m'd report It
and recommends: back as fclowa
i [ ] same title
[ jtechnical
[ ]attaches amendment(s) title change
(HB only)
[ Jadopts Letter of Intent
[ 1 further referral to the
[ 1do pass
[ Jdo not pass 3
[ 1no recommendation
[ ] individual recommendations
FISCAL NOTE INFORMATION .
Department Date Zero Fiscal Department Date Zero Fiscal
MArJppropriation No Fiscal Nole [ ] Governor's Bill with Previous Fiscal Notes (enter information above)
DO PASS: OTHER RECOMMENDATIONS:
ectswic-h"
AMQ o0
_ 3P

Cha,.: Signature/and Recommendation









SENAMFINANCE COMMITTEE R|>ORT

DATE: 2/11/93 FURTHER:
Date of 5-Day Notice: DATE TURNED
(in accordance with Uniform Rule 23) INTO OFFICE:
/ e </ /
Finance Committee considered SB 111

Establishing the defined contribution retirement plan for public employees; requirinfthe preparation
of certain actuarial valuations and actuarial and financial experience analysed of the teachers’
retirement system; requiring the teachers’ retirement system and the public employees retirement
system to be fully funded before granting a post, retirement pension adjusj/ient; efd.
and recommends:
[ ]replace with

or ( Jadopt previous

[ Jattaches amendment(s)

[ Jadopts
[ ] further referral to the

[ 1do pass
[ 1do not pass
[ Jno recommendation

[ ] individual recommendations

Co-Chair: Signature/Recommendation Co-Chair: Signature/Recommendation
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FISCAL NOTE

STATE OF ALASKA BILLNO. SB 111
193 LEGISLATIVE SESSION
Revision Date: De t Affected: ~ Administration
Title:  An Actestantishing the defi INg ned contrinution pfan for._BRU: ~Retirement and Benefits
pubhc employees: requiring the preparation of certain actuanalComponent Retirement and Benefits
Valuations e
Sponsor: Senate Finance Committee
Requestor; COMPONENT SERIAL NO. o4
Ex(gendltures/Revenues (Thousands of Dollars)
ING FY % FY95 FY9 FY97 FY 98 FY %9
PERSONAL SERVICES 10916 1091.6 10916 10916 10916 10916
120 6.0 6.0 60 6.0 6.0
CONTRACTUAL 10813 1798 10005 13176 13942 156L.7
SUPPLIES 12 6.0 6.0 6.0 6.0 6.0
EOUIPMENT 2974 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS. CLAIMS 0 0 0 0 0 0
MISCELLANEQUS 0 0 0 0 0 0
TOTAL OPERATING 2439.2 18834 2104.1 2481.2 24978 2665.3
CAPITAL 0 0 0 0 0 0
REVENUE FUND SOURCE: 0 0 0 0 0 0
FUNDING:
1002 Federal Receipts 0 0 0 0 0 0
1003 GF Match 0 0 0 0 0 0
10WGF 24392 18834 21001 24812 24978 0
1005 GF/Pro%ram Receipts 0 0 0 0 0 0
1006CF/MHTIA 0 0 0 0 0 0
Other 0 0 0 0 0 26653
TOTAL 2439.2 1883.4 2104.1 2481.2 24978 2665.3
POSITIONS
FULL-TIME 24 24 24 24 24 24
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Estimate of currentyear (FY93) impact; $ 2610

ANALYSIS: (attach a separate page if necessary.) _ Detailed analysis for administrative costs above is found on
pages 2-4 attached. An analysis of projected PERS and TRS systemwide costs is found on pages 5.

Prepared By: . Robert F. Stalnaker /< Phone: 465-4470
Division: Retirement and Benefits  / / Date: ~March 70.1993
Approved by Commissioner. ~ NancyBearUseta /v /7/( — Date;

Agency: Department orAdministration

PREPARERT O PROVIDE ALL DISTRIBUTION COPTES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information call the Governor's Legislative Office
Rev 11/92 Page L1of 6



Senate Bill 111
Fisca; Note Analysis _
Prepared by Division of Retirement and Benefits
Department of Administration
March 30, 1993

Analysis:  This bill proposes a new retirement S)Fstem for public employees and teachers. The
existing Public Employees' (PERS) and Teachers' (TRS) Retirement Systems would be closed to
new entrants. All state employees, and all public employees and teachers of participating
employers, first hired on or after July 1, 1993 would partmwate in the new retirement system: the
Defined Contribution Retirement Plan (DCRP). The DCRP establishes defined contributions to
be paid by both the employer and the employee.

This fiscal note represents the adminstrative costs associated with establishing a new retirement
plan and is based on the following assumptions:

*The current PERS Board will oversee the DCRP _ _

*The administration of the DCRP will be in the Division of Retirement & Benefits

*The proposed level of staffing is needed to administer the DCRP .

*The current level of PERS and TRS staffing will continue in the short run and is
estimated to begin decreasing after approximately six years

*The administration of the DCRP is subject to the Alaska procurement code and
“personnel rules _ _ o _

* Participant directed recordkeeping will be maintained bY a contracting recordkeeper

*There will be an in-house data processing system to collect contributions, transmit
contributions to recordkeepers and audit accounts

*Current emBoner_s in the PERS and TRS will also participate in the DCRP

*DCRP membership will grow based on the turnover rates of the PERS and TRS and
assuming a 3% per year population growth rate for PERS and a 1% rate for TRS

*The effective date of commencement is July 1, 1993 _ _

* Approximately 20% of the current PERS and TRS members will transfer their
contributions to the DCRP within the first year

*The employer rate will be 9.65%

*The employee rate will be 6.75% _ _ _

*The current PERS and TRS system assumptions will continue over the next 25 years

* A start up time of at least five years will be required. Contributions in the first few years
will be insufficient to cover the adminstrative charqes. During start up the state
would Bay the administrative costs from the general fund. Thereafter, the DCRP
would be self sufficient and able to pay its own operating expenses.

Page 2 of 6



Senate Bill 111
Fiscal Note Analysis _
Prepared by Division of Retirement and Benefits
Department of Administration
March 30, 1993

The total estimated administrative cost to the division by fiscal year is as follows:

FY 94 FY 95
PERSONAL SERVICES
1 Retirement & Benefits Manager 66.7
3 Retirement Specialist El 1755
2 Retirement Specialist I/E 102.6
2 Retirement Technician I/E 84.0
1 Accountant IV 66.7
1 Accountant El 58.5
1 Accounting Technician Il 51.3
2 Accounting Technician II 45.3
2 Accounting Clerks El 715.6
1 Accounting Clerk E 34.6
1 Clerk IV 37.8
2 Clerks EE _ 67.2
1 Micrographics Equipment Operator 42.0
1 Programmer/Analyst V 714
1 Programmer/Analyst EI/IV 63.6
1 Programmer/Analyst I/E 43.8
Total Personal Services COSt..........cnnee. $1091.6 1091.6
TRAVEL
Traveling to various locations throughout
the state to counsel members 6.0 6.0
Additional Board travel to establish DCRP 6.0 0.0
Total Travel COoStS......oonrveimmrvinrerieiiee, 12.0 6.0
CONTRACTUAL
Computer system design _ 500.0 0
Actuarial consulting, independent audit,
recordkeeping, and investment management 4774 726.2
Computer services 28.8 28.8
Printing, postage 150 150
Telephone service for 24 permanent phones 4.8 48
Long distance call expense SO SO
Total Contractual COSES.......cooeeiiiiiiiiiiiii e 1031.3 779.8

Page 3 0f6



~Senate Bill 111
Fiscal Note Analysis _
Prepared by Division of Retirement and Benefits
Department of Administration
March 30, 1993

FY 94 FY 95
SUPPLIES _
Office supplies 1.2 6.0
EQUIPMENT _
24 Work stations 720
30 Chairs 12.0
24 Personal computers 1320
Other office equipment (calculators, etc.) 12.0
24 Phones (1100/instrument) 26.4
Imagln% e%upment _ 250
1 Computer Output Printer 18.0
Total Equipment Cost 2974 0.0
TOTAL Cost $2439.2 $1883.4

Page 4 of 6



_ Senate Bill 111
Retirement System Financial Impact
Prepared by Division of Retirement & Benefits
Department of Administration
March 30, 1993

Establishing a new retirement system will have an impact on the future employer contribution
rates of the PERS and TRS.  The affect of closing the PERS and TRS to new entrants will be an
increase in the emﬁloyer contribution rates over the long term as the PERS and TRS covered
salaries decline. The overall contributions will, of course, decrease as the amount of

contributions to the DCRP increase.

The chart on the next page shows, in one column, the anticpated. amount of employer
contributions to the PERS and TRS over the next 25 years assuming no changes to the retirement
systems; and, in the second column, the amount of anticipated emgloyer contributions to the
DCRP and to the PERS and TRS under SB 111 with the PERS and TRS systems closed to new
entrants. The tlard column shows the net difference in the estimated amount of employer
contributions on a systemwide basis with the passage of SB 111.

The initial affect to the new s%stem will be to increase combined net employer contributions for
the first 14 years; thereafter, the combined contributions will decline and the savings should grow

yearly.

The graph at the bottom of page 6 displays the affect of SB 111 when compared to the current
actuarial projections of contributions to the PERS and TRS with no changes to those systems.

The figures were produced by the PERS and TRS actuary assuming growth rates of the DCRP
equal to those of the PERS (3%) and TRS (1%).

Page 5 of 6



_ Senate Bill 111
Retirement System Financial Impact
Prepared by Division of Retirement & Benefits
Department of Administration
March 30, 1993

PR

e
b

1
5 b

Page 6 of 6

Calendar NO SB 111 passage SB 111 Difference Between
Year Projected PERS & TRS DB&DC Employer cost with
Future Employer cost SB 111 and without
in (000's) in (000's) in (000's)___
1993 $106,323 $113,792 $7,469
1994 $223,1 17 $240,056 $16,939
1995 $233,461 $251,735 $13,274
1996 $244,149 $267,755 $23,606
1997 $255,880 $286,148 $30,268
1998 $271,857 $304,880 $33,023
1999 $289,554 $322,701 $33,147
2000 $309,765 $337,253 $27,488
2001 $329,559 $352,211 $22,652
2002 $348,212 $367,794 $19,582
2003 $374,817 $391,647 $16,830
2004 $400,591 $416,768 $16,177
2005 $433,476 $435,161 $1,685
2006 $465,500 $454,659 ($10,841)
2007 $495,637 $474,425 ($21,212)
2008 $536,973 $507,017 ($29,956)
2009 $578,576 $542,645 ($35,931)
2010 $638,094 $572,839 ($65,255)
2011 $692,767 $601,832 ($90,935)
2012 $743,883 $630,177 ($113,706)
2013 $771,447 $677,573 ($93,874)
2014 $832,686 $725,735 ($106,951)
2015 $924,351 $771,541 ($152,810)
2016 $1,005,367 $815,711 ($189,656)
2017 $1,093,134 $855,448 ($237,686)
1200000
1000000
P0O0000 NO SB 111
600000 passage
400000
200000



FISCAL NOTE _
STATE OF ALASKA BILL NO.CS SB 111 (fin)
1993 LEGISLATIVE SESSION
Revision Date: o o o Dept Affected:. ~ Administration
Title:  An AcTestanfishing the defined contriution pfan for - BRU: Retirement and Benefits

pulbllct employees: requiring the preparation of certain actuarialComponent:  Retirement and Benefits
VAIUBLIONS oo

Sponsor; Senate Finance Committee
Requestor COMPONENT SERIALNO. 64
E)S)enditures/Revenues: (Thousands of Dollars)

PERATING FY % FY% FY% FY97 FY98 FY 99
PERSONAL SERVICES 34%;5 8111 8111 8111 8111 8111
TRAVEL 120 60 60 |§ 6. 6.0
CONTRACTUAL 5804 231 5979 844 10673 12753
SUPPLIES 12 60 60 60 6.0 6.0
EQUITMENT 2312 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS, CLAIMS 0 0 0 0 0 0
MTSmIANFOUS 0 0 0 0 0
TOTAL OPERATING 1180.4 1146.2 1421.0 1667.4 1890.4 2098.9

CAPITAL 1 0 10 1 0 0 0 0
REVENUE FUND SOURCE: | 0 0 0 0 ol 0
FUNDING:
1002 Federal Receipts 0 0 0 0 0 0
1003 GF Match 0 0 0 0 0 0
10MGF _ 11804 11462 14210 16674 18904 0
1005 GF/Pro?ram Receipts 0 0 0 0 0 0
1006GF/MHTIA 0 0 0 0 0 0
Other 0 0 0 0 0 20989
TOTAL 1180.4 1146.2 1421.0 1667.4 1890.4 2098.9
POSITIONS
FULL-TIME 8 17 17 17 17 17
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Estimate of currentyear (FY93) impact §  zero

ANALYSIS: (attach a separate page if necessarsy.) Detailed analysis for administrative costs above is found on
pages 2-4 attached. An analysis of projected PERS and TRS systemwide cosis is found on pages £L6.

Prepared By: Robert F. Stalnaker o ezl Phone: 4634470
Dri?/ﬁ)girgn: y Retirement and Benefits ATUUA: duzil Date:  April 2.1993
ﬁpproved by Commissioner ~ Nancv Bear Usera istat Pate:

ency: epa 0

0. poepARERTO PROVISE AT ISR PIH3 %125 To GOVERNOR'S LEGISLATIVE OFFICE

For further distrioution information call the Governor!! Legislative Office
Rev 11/92 Page 1of £



Finance Committee Substitute for Senate Bill 111
Fiscal Note Analysis _
Prepared by Division of Retirement and Benefits
Department of Administration
April 2,1993

Analysis:  This bill proposes a new retirement s¥stem for public employees and teachers. The
existing Public Employees' (PERS) and Teachers’ ( RS}_ReUr_ement Systems would be closed to
new entrants. All teachers of participating emBIozers irst hired on or after July 1, 1994 would
participate in the new retirement system: the Defined Contribution Plan éDCRP). All state
employees, and al public employees of participating employers, first hired on or after January 1,
1995 would participate in DCRP. The DCRP establishes defined contributions to be paid by both
the employer and the employee.

This fiscal note represents the administrative costs associated with establishing a new retirement
plan and is based on the following assumptions:

*The current PERS Board will oversee the DCRP

*The administration of the DCRP will be in the Division of Retirement & Benefits

*The proposed level of staffing is needed to administer the DCRP _

*The current level of PERS and TRS staffing will continug in the short run and is
estimated to begin decreasing after approximately six years

*The administration of the DCRP Is subject to the Alaska procurement code and
personnel rules . _ o .

*Participant directed record keeping will be maintained by a contracting record keeper

*There will be an in-house data processing system to collect contributions, transmit
contributions to record keepers and audit accounts

*Current emBoner_s in the PERS and TRS will also participate in the DCRP

*DCRP membership will grow based on the turnover rates of the PERS and TRS and
assuming a 3% per year population growth rate for PERS and a 1% rate for TRS

* The effective date of commencement is July 1,1994 for teachers and January 1, 1995 for
state and political subdivision employees

*Current members of the PERS and TRS members cannot join the DCRP

*The employer rate will be 5.0%

*The employee rate will be 4.5% _ _ _

*The current PERS and TRS system assumptions will continue overthe next25 years

*The fiscal note assumes a partici\oanon level which will increaseovertime; any
additional staffing needs will be addressed in the future.

* A start u|o time of at least five years wil| be required. Contributions in the first few years
will be insufficient to cover the administrative char?es. During start up the state
would Bay the administrative costs from the general fund. Thereafter, the DCRP
would beself sufficient and able to pay its own operating expenses.
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Finance Committee Substitute for Senate Bill 111
Fiscal Note Analysis _
Prepared by Division of Retirement and Benefits
Department of Administration

April 2,1993
The total estimated administrative cost to the division by fiscal year is as follows:
FY 94 FY 95
PERSONAL SERVICES
1 Retirement & Benefits Manager 66.7 66.7
1 Retirement Specialist m 58.5 58.5
1 Retirement Specialist I/E 51.3
1 Retirement Technician I/E 42.0
1 Accorn cant E| 43.9 58.5
1 Accounting Technician IE 51.3
2 Accounting Technician E 22.6 90.6
2 Accounting Clerks E| 75.6
1 Accounting Clerk E 34.6
1 Clerk IV 37.8
2 ClerksIE _ 33.6 67.2
1 Micrographics Equipment Operator 21.0 42.0
1 Programmer/Analyst V 55.6 114
1 Programmer/Analyst EI/TV 41,7 63.6
Total Personal Services CoSt..mmmmmmmmmmnn . $349.6 $811.1
TRAVEL _ _
Traveling to various locations throughout
the state to counsel members 6.0 6.0
Additional Board travel to establish DCRP 6.0 0.0
Total Travel COSS s $12.0 $6.0
CONTRACTUAL _
Computer system design _ 400.0 0
Actuarial consulting, independent audit, _
record keeping, and investment managem .it 125, 270.9
Computer services 28.8 28.8
Printing, postage 20.0 15.0
Telephone service for phones 1.6 3.4
Long distance call expense 51) 5.0
Total CONractual COSS . $580.4 $323.1
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Finance Committee Substitute for Senate Bill 111
Fiscal Note Analysis _
Prepared by Division of Retirement and Benefits
Department of Administration

April 2,1993
FY 94 FY 95
SUPPLIES .
Office supplies $7.2 $6.0
EQUIPMENT
17 Work stations 52.0
30 Chairs 12.0
17 Personal computers 93.5
Other office equipment (calculators, etc.) 12.0
17 Phones (1100/instrument) 18.7
Imaging equipment 25.0
1 Computer Output Printer 18.0
Total Equipment Cost $231.2 0j0
TOTAL COStomrrrnnn $1180.4 $1146.2
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Finance Committee Substitute for Senate Bill 111
Retirement System Financial Impact
Prepared by Division of Retirement & Benefits
Department of Administration
April 2,1993

Establishing a new retirement system will have an impact on the future employer contribution
rates of the PERS and TRS. The affect of closing the PERS and TRS to new entrants will be an
increase in the PERS and TRS employer contribution rates over the long term as the PERS and
TRS covered salaries decline. The overall state contributions, however, will decrease as the
amount of contributions to the DCRP increase.

The chart on the next page shows, in one column, the anticipated amount of employer
contributions to the PERS and TRS over the next 25 years assuming no changes to the retirement
systems; and, in the second column, the amount of anticipated emgloyer contributions to the
DCRP and to the PERS and TRS under SB 111 with the PERS and TRS systems closed to new
entrants. The third column shows the net difference in the estimated amount of employer
contributions on a system wide basis with the passage of SB 111.

The initial effect of the new system will be to increase combined net employer contributions for
the first 2 years; thereafter, the combined contributions will decline and the savings should grow

yearly.

The graph at the bottom of page 6 displays the affect of SB 111 when compared to the current
actuarial projections of contributions to the PERS and TRS with no changes to those systems.

The figures were oroduced by the PERS and TRS actuary assuming growth rates of the DCRP
equal to those of tie PERS (3%) and TRS (1%).

The State of Alaska should experience approximately 40% of the net effect due to it's number of
employees. As an example, in year two, the chart shows an increase in net cost by $795,067. The
state's share of that increase would be estimated to be $318,027, In gear five, the chart shows an
estimated savings to the systems' employers of approximately $8,903.311. The state's share of
that savings is estimated to be $3.561.324.
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Fiscal NO SB 111 passage
Year Projected PERS & TRS
Future Employer cost

1 $106,323,000
2 $223,117,000
3 $233,461,000
4 $244,149,000
) $255,880,000
b 271,857,000
| $289,554,000
8 $309,765,000
9 $329,559,000
10 $348,212,000
11 $374,817,000
12 $400,591,000
13 33,476,000
14 $465,500,000
15 $495,637,000
16 $636,973,000
17 $578,576,000
18 $633,094,000
19 $692,767,000
20 $743,333,000
21 $771 447,000
22 332,686,000
23 $924,351,000
24 $1,n06,367,000
25 $1,093,134,000

Finance Committee Substitute for Senate Bill 111
Retirement System Financial Impact
Prepared by Division of Retirement & Benefits
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Cost

$109,482,661
23912067
28,093,725
$236,531,093
$246,976,680
$256,630,021
$265,339,870
270,872,202
276,760,052
283273383
$294,805,088
$307,606,275
$313,676,979
$320,854,166
$328,298,870
$344,001,492
$362,739,632
$376,043772
$388,146,912
$399,602,052
$423,675,772
$448,515.974
$470,.999,694
$491,847,415
$508,262,617
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Department of Administration
April 2, 1993

DB +DC5%
at .05 Emp

Difference Between
Employer cost with
SB 111 and without

$3,159,661
$795,067
g$5,367,27
$7.617.90
($8.903311)
($15.217.979)
($24,164,130)
($38,892,798)
(352,798, 948)
($64,933,617)
($80,011,912)
($92,985,725)
($119,799,021)
($144,645,834)
($167.338,130)
($192.971,508)
($215,836,369)
($262,050.228)
($304,620,089)
($344,280,949)
($347.771.228)
($384,170,026)
($453,351,306)
($513519,585)
($584,871,383)
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NEA-Alaska opposes this legislation as a regressive approach toward caring for those educational
employees who serve our public education institutions. The current defined benefit plan ties a
promised benefit to the earnings of the employee, factors in length of service and for vested
employees pays a percentage of the employees final average salary. A defined contribution plan
pays benefits at retirement based on money accumulated in the employee's retirement account.
Changing from a defined benefit retirement program to a defined contribution retirement plan
would create a greater burden on educational employees to manage long-term personal financial
resources because defined benefit plans are not designed to specifically provide stated retirement
benefit levels.

A defined benefit plan provides the ability for the employer to design plans that attempt to satisfy
stated retirement income objectives for vested employees. A defined contribution plan outlined in
SB 111 will take employer and employee contributions and for all practical purposes, allocate
these contributions to individual accounts. Under this approach there is no way of knowing in
advance the exact amount of assets that will be in the employee's account at retirement. The
size of the account will be affected by the amounts contributed, the impact of investment gains
or losses and the value of reallocated benefit forfeitures.

NEA-Alaska believes that defined contribution plans should be used to supplement an existing
defined benefit plan. We would support such a program.

This bill, while based on good intentions, only sets up a second bureaucracy to manage another
benefit plan which will likely offer no better means for providing and managing for retirement
needs of educational employees than the current system. If the intent of SB 111 is to trim or
redirect the state’s future retirement obligation, it should not be accomplished on the backs of
those who will begin work next year. There are better ways to utilize retirement options to affect
savings.

Generally the reasons many organizations consider changing from defined benefit packages to
defined contribution retirement benefits have to do with fear of large unfunded liabilities. By
limiting the employers' maximum contribution, such organizations believe they can control and
contain costs. A defined benefit plan can minimize unknown cost commitment by projecting
future interest earnings, mortality rates, personnel turnover and salary increases thus, they
attempt to establish a reasonable level funding pattern. Moreover the retirement system boards
and managers should be evaluating the defined benefit plan's assets and liabilities at least
annually allowing for contribution adjustments if needed.

ANCHORAGE REGIONAL OFFICE *1411 W. 33rd Avenue  Anchorage, Alaska 99,503  (907) 274-0536 « FAX: (907) 274-0551
JUNEAU OFFICE « 114 Second Street  Juno.ni, Alaska 99801 « (907) 586-3090  FAX: (907) 586-2744
FAIRBANKS REGIONAL OFFICE *2118 Cushman Street  Fairbanks, Alaska 99701  (907) 456-4435 « FAX: (907) 456 2159



Understandably, a shift to a defined contribution plan is very unattractive because it erodes
benefits. The courts have considered retirees' defined benefits, under some circumstances, as
vested benefits that cannot be taken away. Current public and educational employees have been
paying into the system with the expectation that they will have a guaranteed level of benefits
upon retirement. Creation of atwo tier system, NEA-Alaska believes, will be confusing and
divisive because employees would continually compare the benefits associated with the two
plans.

We are concerned about the affect this change will have on the overall stability and soundness of
the current defined benefit plan. SB 111 provides that beginning in the 93-94 school year new
hires will enter the defined contribution plan. What will the actuarial impact be in the short and
long term to the current system? Will employees in the current plan be forced to increase their
contribution in the system in order to control an increase in unfunded liability to the defined

benefit plan?

It appears that investments made under the defined contribution plan will be made by a company.
We feel that under the plan it will be too easy for the employer to not be concerned about future
impact poor investments will have. Risk to the employer is minimized since the employer is
required to only pay an established amount (9.65%) on a regular basis. In our defined benefit
plan the risk is shared because the goal of the plan is to pay for promised benefits.

We urge the Committee to vote against SB 111. Don't make Alaska the first state to require a
defined contribution plan for employees.

3/5/93
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Cramer
4/6/93
AMENDMENT
OFFERED IN THE SENATE BY SENATOR RIEGER
TO: SB 111
Page 4, line 8:

Delete "Inclusion”
Insen "For state employees and for employees of political subdivisions and public
organizadons that have chosen to participate in the plan, inclusion"

Page 13, line 11, after

Insen "A teacher or member first contracting for service on or after July 1, 1993,
with an employer that has elected not to participate i: the defined contribution
retirement plan under AS 39.38 is subject to this chapter unless the teacher has elected
to participate in the defined contribution retirement plan or the optional university
retirement program.”

Page 13, line 31, through page 14, line L
Delete "and before July 1 1993"

Page 14, line 21:
Delete "and"

Page 14, line 22, after "plan™
Insen ", or a person first hired on or after July L 1993 who is an employee of

an employer that has chosen to continue participation in the system and who is
otherwise eligible to participate in the system, and is, in either case"

Page 16, line 25, after "1993,"
Insen "or who was hired on or after that date and who is employed by a political

1
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subdivision that has chosen to participate in the system"

Page 16, line 29, after "1993,":
Insert “and for an employee hired after that date who is employed bv a political

subdivision that has chosen to participate in the system,"

Page 17, line 24, through page 18, line 9:
Delete all material.

Renumber the following bill sections accordingly.

Page 18, line 13, after "1993,"

InSert "or who was first hired after that date DV a political subdivision that has

chosen to participate in the system,"”

Page 18, line 13, after "is™:

INSEN . in either case.”
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LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Audit

P.O. Box 113300
Juneau, AK 99811-3300
907; 465-3830

MEMORANDUM FAX (907) 405-2347

TO: Members of the Legislative Budget
and Audit Committee "'3 8®}

FROM: Randy S. Welker
Legislative Auditor

DATE: February 12, 1993
RE: Teachers’ Retirement  Fund Unfunded Liabilities

At your request, this memo discusses the main reasons for increases in the Teachers’
Retirement Fund (the Fund) unfunded liabilities.

Unfunded liabilities represent the excess of the accrued pension obligation over the assets
available to pay for those accrued obligations. Unfunded liabilities and funding ratio of the
Fund for the past five fiscal years have been reported as;

Unfunded Liabilitv Funding Ratio
June 30, 1987 $ (14.1) million 101.2%
June 30, 1988 15.9 million 98.8%
June 30, 1989 77.3 million 95.0%
June 30, 1990 232.8 million 87.7%
June 30, 1991 295.9 million 85.7%

As described in greater detail in our audit report, Department of Administration, Teachers’
Retirement System, Review of Selected Funding Issues dated January 11, 1993, there are
various factors which affect unfunded liabilities, most all of which are impacted by actuarial
assumptions. The major factors are:

Assumed and actual investment returns
Assumed and actual salary increases
Assumed and actual employer contributions
Unfunded benefit increases

Changes in actuarial assumptions



Legislative Budget and - February 12, 1993
Audit Committee

According to the State’s actuary, the increase in unfunded liabilities from $77 million as of
June 30, 1989 to $233 million at June 30, 1990 is mainly attributed to the statutory changes
in the teachers’ retirement system made by Chapter 97, SLA 1990 when a two-tiered benefit
plan was established. A significant change was made by the introduction of the automatic
post retirement pension adjustment éPRPA) feature in the pension plan. Alaska Statute
14.25.143 was repealed and reenacted to read, in part:

(@)  Once each year, the administrator shall increase benefit payments to
eligible disabled members, to persons age 60 or older receivinig benefits
under this system in the preceding caléndar year, and to perSons who
have received benefits under this systemfor-at least eight years who
are not otherwise eligible for an increase under this section.

(b)  The increase in benefit. payments applies to total benefit anments
except for the cost-of-living allowance under AS 14.25,142; The
amount of theincrease Is a percentage of the current. enefit equal to

(1) the lesser of 75 percent of theincrease. in the cost of
living in the recedln? calendar year or nine percent, for
recipients who on July 1 are af least 65 years old and
for members receiving disability benefits; and

(2) the lesser of 50 percent of theinc>ease In the cost of
living in the preceding calendar year or six percent, for
reciplents who on July 1 are at Iéast 60 but less than 65
gears old or for recipients who on Julg 1 are less than

0 years old but who have received Denefits from the
systemfor at least eight years.

Another, although less significant, change was made in the multiplier used to calculate the
amount of retirement benefit based on years of service.

The State’s actuary has estimated that the fiscal impact on the Fund’s unfunded liabilities as
a result of the statutory amendments to the benefit levels was aloproximately $260 million,
However, it is estimated that over the next 20 years the new legislation enacted in 1990
would be cost neutral as the impact of the reduced cost of benefits for tier 2 employees are
recognized.  According to the actuary, this amount represents the past service cost of
increased benefits, mainly attributable to the PRPA, for which funding had not been made
up to the date of the passage of the PRPA. The normal cost for current and active
employees for future PRPA is “pre-funded” through the annual calculation of the employers
contribution rate. Offsetting the increase in unfunded liabilities due to the past service cost
of the increased benefits were actuarial gains on other assumptions, resulting ina net increase
in unfunded liabilities between 1989 and 1990 of approximately $156 million. The actuary

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT



Legislative Budget and 3 1993
Agudit Commit?ee February 12

has indicated that the impact of actuarial gains and losses from individual actuarial
assumptions is not readily available and would require extensive analysis.

Under the retirement plan provisions, the $260 million increase in unfunded liabilities
resulting from the PRPA and the change in the benefit multiplier is amortized over 25 years,
or approximately $10.5 million per year. Under the past service cost amortization schedule,
this would indicate that of the $296 million in unfunded liabilities at June 30, 1991,
approximately $250 million is due to the unamortized portion of the past service costs
attributed to the changes made by Chapter )7, SLA 1990. The remaining $46 million (2.3%
of fund balance) of unfunded liabilities results from aciuariai assumptions not having been
precisely achieved.

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT
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NISTRATION

Bill No.: SB 111

Bill Title: "An Act establishing the defined contribution retirement plan for
public emp]oyees: requwmgf the preparation of certain actuarial valyations

andt actuarial and financial experience analyses of the teachers' retirement
system . ..

Senate Bill 111 proposes to add a third tier to the State's retirement
systems by establishing a defined contribution _Plan. Presently, the
retirement system administers a defined benefit plan, which pays a
predeterminéd, guaranteed level of benefits to plan participants upon
retirement. The present system has different benefit plans for employees
hired before and after July 1986. The defined contribution plan proposed in
SB 111 would instead guarantee the employer's level of contributions to the
plan, and the plan's benefits would depend upon the value of an individual
employee's account at retirement. Under the bill, participation in the
defined contribution plan would be mandatory for new State employees.
Current emﬁloyees could elect either to continue under the current plan or
convert to the new plan.

Although we are continuing to analyze the specific ramifications of moving to
a defined contribution Plan, the department supports the defined
contribution concept. [t would stabilize the State's pension costs, which
now fluctuate based on actuarily determined needs to fund the guaranteed
benefits. In addition, a defined ‘contribution Rlan would not have the
residual liabilities associated with plans which guarantee a benefit level. It
would also provide increased portability of the contributions if an employee
wished to transfer them to another employer plan. Under the present
system, service may bhe transferred only within the participating Alaska
public employers. Defined contribution plans are widely used In the private
sector when pension plans are provided.

The department is presently assessing the sloecific impacts the plan
Broposed under SB 111 would have on employer costs, employee pension
enefits, and the continued solvency of the present retirement systems.

This assessment is necessary in order to develop meaningful fiscal
projections as well as to evaluate the structural effects of such a change.

Signature:

@ommissio'ner
Department of Administration
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Senate Bill 111
Recommended Changes

Section 1

AS 39. Chapter 38.

010

020

040

050

100

110

Change effective date-- January 1, 1995 for PERS and
July "1, 1994 for the TRS. This would provide time for
many things; developing the plan document and getting an IRS
tax “qualification.

No separate Board— The DCRP hoard should consist of either
a cog1_posollte oi ‘he PERS and TRS hoards or both boards
combined.

Unnecessary without a new hoard— amend 1425 and
39.35 to ‘dentify the additional duties of the boards.

Change lines 6 & 7 age 3 to read- “retirement plan as
are provided in AS 39.30.175 for the state Supplemental
Benefits Plan. The first priority for investment of assets is
with the investment"

Unclear about which employers, besides the state, are
required to participate. = Currently, TRS employers are
required to participate in the TRS.

Delete Sec. 39.38.110 (a), (b), _&c), (d), and (e) beginning
on line 13, page 4 and replace with— A person who 1S a_
member of a state retirement system or who was first
hired under a state retirement syStem prior to

July 1, 1994 if having participated under AS 14,25. or
January 1, 1995 if havm% gartlmpated under either

AS 39. 35. or under AS 22.25.
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210

(b) Change lines 5 and 6, page,G to read- "paid from
allocated federal funds, is included in the plan if the council
elects to participate as an employer under the plan."

(d) Delete this subsection — Remove NEA, since they are
cmljrrently ineligible to participate in any of the state retirement
plans.

(0 Delete this subsection— only makes sense in the PERS

(a) Change line 31 page 6 to read— “participating in the
plan an amount equal to 5 percent of the employee's

There are several issues pertaining to the amount of employer
and employee contributions allowable that we intend to discuss
with the committee during testimony.

Sb) Change lines 3 through 6 page 7 to read— "amount equal
0 45 percent of the employees' compensation.

(d) add Ianﬁuage at the end of line 11 page 7 « " The
Payments, shall” be made from accounts established by
hé administrator on behalf of each member.  These
accounts shall consist of all employer contributions
made on behalf of the employee as’ specified in ‘a), the
employee contributions as specified in (bz and al
earnings accruing or losses attributable fo the
member's account."

ge) NEW SUBSECTION - "All costs of administering
he program established under AS 39.38 must be paid
from " the contributions made under this section."
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3 10
320

(0 NEW SUBSECTION ~ The member should vest in the
employers' contributions over a seven year graduated vesting
period, i.e.. 20% after 3 years, 40% after 4 years, 60% after 5
years, 80% after 6 years and 100% after 7 years.

Change lines 13 and 14 on page 7 to read - plan is the
responsibility of the company or other entity designated by the
retirement hoard and is not the responsibility of the..

Payments of benefits are the administrative responsibility of
the plan, the DCRP and the administrator, not the Pension
Investment Board.

Additional language should be added, as in the SBS, which
better defines the types of benefit annuity options.  This
section needs major changes to address vesting requirements
and other benefit eligibility requirements.

Delete

(? Change line 29, page 8 to read— to the
aaministrator.

Section 4 Delete--- refers to NEA participation

Section 7

Delete — Any change to this statute will only affect future
employees and since no future employees are to be included,
no one will be affected.

>"%hanige lines 20 through 22, page 14 to read as

follows— 1993, who s eligible to participate in the system,
and who is co\ cred by the system, limited to

Secti ; . . :
*"Belete the new language contained in line 11 through

14, page 15.-— this language refers to allowing transfers



Section 10 Delete this section—administrator of Court
System transfer

Section 13 and Section 14

All references to allowing employees to transfer
should be deleted,

Delete — for the same reasons as stated in Section 7.

Section 23 _ _ o
Delete this section.— Defined Contribution Board
reference— no new board, no need

Repealers
Repeal AS 14.25.045
Repeal AS 39.35.170(a)(1)



SECTION 415 LIMITS DISCUSSION

IRC Section 415 establishes limits which apply to the amount
that an can be contributed to a qualified plan by both the
employer and employee and establishes limits on the amount
of benefits which can be paid from qualified plans.

A trust can be disqualified for tax favored treatment if an
employer in the trust exceeds these limits, even if it is a multi-
employer trust.

The limits under 415(c) apply to defined contribution plans by
limiting the amount of contributions allowable to the trust,

*  That limit is currently 25 percent of the employees
covered compensation, or

*$30,000

The limits under 415(b) apply to Defined Benefit plans by
limiting the amount of the benefit the member can receive at
various ages.

When the emp'oyer provides both a Defined Benefit and
Defined Contribution plan, 415(e) provides a formula which is
to be used. Clearly, the formula gives the employer more
latitude under the limitations.

Section 415 limits exclude contributions made under the Social
Security System.

There have been attempts for the last 5 years to make changes
to the code to address several concerns /hich public sector
plans have with how the limits can impact multi-employer
plans, disability benefits and 20 year retirements.
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Eimmatce Comiies’ " SENATE BILL 111
SPONSOR STATEMENT

Senate Bill 111 creates a new Defined Contribution Retirpment Plan.
The plan would apply to state employees first hired after July 1,1993.

The bill proposes a two-tiered system. This means that all employees
who are first hired before July, 1993 would continue their participation in the
existing PERS and TRS systems.

Municipalities and school districts may join the plan; if not, new
employees of those subdivisions would continue to enroll in the existing
PERS or TRS systems.

In its basic nature, a defined contribution retirement plan is a plan in
which the plan specifies the level of employer and employee contribution.
From the date of the contribution forward, the principal and earnings on that
contribution are invested, and separately accounted for in the name of that
employee. In contrast, a defined-benefit plan specifies the level of benefits
payable to an employee. The contributions of the employer and employee are
pooled, and retirement payments to a retiree are drawn from the pool. PERS
and TRS are defined-benefit plans.

One of the problems of defined-benefit plans is that an employer can
short-fund the system. This is because the contribution levels are not
defined. When short-funding happens, the fund can end up with insufficient
funds to pay the retirees. Both PERS and TRS are at present each estimated to
be $300 million underfunded, ($600 million total).



The advantages of a defined-contribution plan over a defined-benefit
plan include:

-Removes the question about whether the retirement pool is of
sufficient size to cover all retirement benefits. This is hecause each
employee's contributions and earnings belong 100% to that employee
and cannot be short-funded nor ;ed to pay the benefits of another
employee;

-The employer and employee know and receive the full cost and full
value, respectively, of the retirement contributions made
on that employee’s behalf;

-Retirement accounts are more easily portable, meaning transferable to
a different retirement account if an employee changes employers;

-Employees can gain more control over the investment of their
retirement funds if the plan offers investment options; (the state's
deferred-compensation plan is an example of this.)



State of Alaska
Teachers’ Retirement System

Actuarial Valuation Report
as of June 30, 1991

Prepared by:
ATV "(




1.3(a) Development of Total Employer Contribution Rate - FY94
(in thousands)

Normal Cos: Rate

(1) Total Normal Cost S 75452
(2) Total Salaries 422 655
(3)  Normal Cost Rate, (1) / (2) 17.85%
(4)  Average Member Contribution Rate 8.80%
(5) Employer Normal Cost Rate, (3) - (4) . 9.05%

Past Service Rate

(1) Accrued Liability S 2,075,405
(2) Valuation Assets 1,779,579
(3)  Total Unfunded Liability, (1) - (2) 295,826
(4)  Amortization Factor (25 year) 10.706612
(5)  Past Service Cost, (3) / (4) 21,630
(6) Total Salaries 422,655
(7)  Past Service Rate, (5) / (6) 6.54%
Total Emplover Contribution Rate 15.59%
William M. Mercer. Incorporated



1.3(b) Three-Year Smoothing of Total Employer Contribution Rate

For Employer Three-

Valuation Fiscal Contribution Year

Date Year Rate Average
6-30*83 FY86 17.36%
6-30-84 FY87 17.36%
6-30-85 FY88 13.28%* 16.00%
6-30-86 FY89 11.16% 13.93%
6-30-87 FY90 8.19% 10.87%
6-30-88 FY91 12.27% 10.54%.
6-30-89 FY92 15.16% 11.87%
6-30-90 FY93 19.65%0** 15.69%
6-30-91 FY94 15.599p*** 16.80%.

* A change in actuarial assumptions on June 30,1985 lowered the contribution rate from
16.68% to 13.28%

« A change in Plan provisions on June 30, 1990 increased the contribution rate from
12.89% to 19.65%.

A change in actuarfaf assumptions BA JORE 0, 1991 reduced the contribution rate from
18.10% to 15.59%.
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The effect of the second tier is already being felt in PERS because second tier participants
began entering the System in 1986, Over 50% of current active participants are already
second tier. For this reason, contribution rates are already reflecting some of the cost
savings provisions of tier 2and are not expected to decline in the short run. Another factor
which retards the expected decline in contribution rates is the anticipated increases in future

health premiums.

As contribution rates are not expected to decline mg;nflca_ntlr for about 20 years, we
recommend the Board adopt the calculated rate of 13.72%, instead of the smoothed rate
of 13.25%, for FY94. We will continue to monitor the expected pattern of future rates to
take into account actual tier 2 patterns, System experience and changes in the Statute.
Some smoothing of the contribution rate may be appropriate in the future, depending on
how these factors affect projected contribution rates.

Summary

The following table summarizes the sources of change in the total employer contribution
rate:

(D) Last year’s average employer contribution rate.........mnns 1358%
(2) Decrease in past service rate due to retiree

medical insurance ... (1.30%)
(3) Decrease in consolidated rate due to retiree

MEdiCal INSUFANCE  vvvvvvvvrrrrsssssssesssssssssssssssenssssssssssinns (1.87%)
(@) Increase due to investment performance .......oerrrrvveeenennnn 0.48%
(© Increase due to Salary INCrEASES......ommmmvvmisisssssissnsssisssnsns 0.26%
(6) Increase in past service rate dlue to employee data . . 1.33%
(7) Increase in consolidated rate due to employee data ... 0.69%
(8 Increase in average employer contribution rate

due to change in actuarial assumMPLIONS.......emmnmererrrrereseesssmmmmmssannns 0.55%
@ Average employer contribution rate this Y& ar ... 1372%

I

William M. Mercer, Incorporated
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Aggressive Rate Assum ptions PutPension Funds atR isk

Ey Susan Pulliam,

SiaffRfporterof Tnr Wall Strkict Jouhhal

NEW YORK- Desp|t<f alackluster stock
market and the lowest long term Interest
rates In ) years, many Of the nation's
largest comgame,s are avoiding large cop-
tributions to_their pension funds by mak-
mg agﬂresswe assumptions about what
they Will earn on their pension Invest-
ments. .

In asyrvey of 180corporate and public
pension funds ﬁ
ant’ Greenwich Associates found that
about 400 funds, or 25% are projecting
Investment returns for their pension funds
h|%her than 8.75% Greenwich says. an
return assumption above, 8//0 Is risky.
Mang funds are assuming double-digit
Investment returns, the survey found.
BK assumin theg will earn high rates
on (herr Investments, companies,can put
off "adding money to their rejlrement
Plans based on tfie notion that the exjra
nvestment Income will cover any shortfall
In the funds. But such a strategy is leaving
these P,enswn ’?Ians and them retirees In a
potentially risky situation, the Greenwich

S.

_ YI ension consultants believe that
ustment to assumptions on rates of
IS necessary now. Many
experts stress that companies’ jnvestme
assumptions are lon

term estimates an
shouldn’t fluctuate

ased on one year's

The Greenwich study argues, however,
that pension plans can no longer count on
the Nigh returns that they earned In the

continue. "In terms of return

was an exceptional dec-

S, with the Investment

e highest In S years,
and the return on stocks the highest since

According to Greenwich, 17% of the

annual Investment retu
ter than 11% for the Standard
slock Index over the next five years.
About 1% are expecting annual réturns
heir bond portfolios. The

nteryiews with 1106lar

Included Interviews

nd endowments, consult-,

return on bonds t

above 8% from

with 1 endowments and foundations.
Amon% the comgames aﬁfumm re-
turns of more than 9% annually are Gen-
eral Motors Corp., Inland Stee[Industries
Inc.ManotI Mars %McLﬁnnarll COS. d
ost pension funds have large holdings
of both slocks and gongs. With the to?al
relurn on the S&P 500 Including rein-
vested dIVIdePdS, dr%opmag toahout %Ia]st
year, and yields on 30-year bonds current

at 6.8%, gensmn funds need. to make aa/-

ustment says"Rod%er Smith, a Green-
iIch parfner. "Asstmptions should be
donein a Iong-term context, hut Iong-t?rm
¥|e|ds on bonds are sutficiently ~below
hese assumptions that it raises questions
gg}(}gt whether we should re-evaluate,” he

Companies (hat are avoiding costly
contributions to (heir pension plans
through too-high Investment assumptions
are_“practicing . deficit %p Hdm(t;, Mr.
Smith 'says. While these high return as-

e
sumptions aIIow,compames% avoid add-

Ing to (heir pensjon fund now. their losses
could be magmﬂed It the stock market
takes a tumblg, he says. Even a 10%drop In

%he tock market could leave many pensjop
ungs with big deficits, the Greenwich
study says. o o
qually as troybling is the possibility
that pension funds will take on large
amounts of risky Investments to try o
achieve the h|r(n;,h returns they have pro-
1[ected, Mr. Smith says. "We've learned
hat some ﬁllans nave Increased their risk
It?(\)/ﬁlss to meet their actuarial assump-
Pension funds are sidestepping addin
money to their retirement tIur%]s agt a t|m%
when“concern is high about the growmg
number of companies with upderfunde
pension plans. "Last year, the govern-
ment’s Pension and "Bepefit Guaranty
Corp. s{aud the sholrtfall in gndsekr)fg,rhded
corparate pension plans grew illion
to bﬁlﬁ)n. Th(PPB % Itseh’“, which Is
suPpose,d to serve as a hackstop for corpo-
rate ret|rees§)ens|ons, has a current defi-
cit of about $2billion. ,
At the end of each year, pension ﬁlans
Judge whether their liabilities, which are
thelr obligations to current and future

Please Turn to Page Cil. Column |
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*Pension Funds at Risk
.@Qﬁ . Q.

ek
)

kit IART 0T
i ik
\;]/’ ‘ RETIEY
[Ld .

0|

= .® o
)

n

—

7_ Consumer Savings Rates
Money Market Deposits-* 2.60%

»4  Interest Checking-* 1.90%
4e  Six-month Certificates-* 2.92%
> ® One-year Certificates-* . 3.17%
M\i' Thirty-month Accounts-* 3.84%
""" Five-Year Certificates-* -5.02%

;[1 US Savin n\ganondS -t 5.04%
Ummt* 10 HW

yn'l
bﬁ%ﬁﬁm{]@hr—m mm bt



