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authorized by secs. 2 and 3 of this Act.
* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).
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SECTION ANALYSIS
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SECTION 1. S t a t e s  t h e  r e a s o n s  t h e  l eg i s l a tu r e  h a s  in a dop t ing
this p r o g r am  a n d  e x p r e s s e s  t h e  in tent of t h e  l eg i s l a tu r e  a s  to how 
this p ro g r am  is to b e  m a n a g e d .  Inc luded is th e  in ten t  th a t  t h e  p ow e r  
c o s t  e qua l i z a t i on  p r o g r am  b e  f u n d ed  for 20 y e a r s  a t  $17 million 
annual ly, a n d  tha t  t h e  fund s  in t h e  4-dam pool a c c o u n t  b e  u s e d  for 
e le c t r i c a l  s y s t e m  im p r o v em e n t s  to b en e f i t  t h o s e  c om m un i t i e s .

SECTION 2. A u th o r i z e s  t h e  A l a s k a  E n e rg y  Authori ty  to c o n t r a c t
with uti l i t ies to d e s i g n  a n d  c o n s t r u c t  e l e c t r i c  t r a n sm i s s i o n  l ines  
w h en  t h o s e  utili ties a s s u m e  t h e  r isks of c om p le t io n  a n d  c o s t  
o v e r r u n s  a n d  w h e n  t h e  utilities a g r e e  to p ay  all c o s t s  of o p e r a t io n  
a n d  m a in t e n a n c e .

SECTION 3. A m e n d s  t h e  def in it ion of p r o g r am  r e c e ip t s  to
inc lude e a r n i n g s  of t h e  e n e r g y  au thor i ty  revolv ing fund  c r e a t e d  in
S ec t i o n  7.

SECTION 4. P r o v i d e s  t h a t  th e  D e p a r tm e n t  of R e v e n u e  shal l
inves t  t h e  b a l a n c e  of t h e  e n e r g y  au thor i ty  revo lving fund.

SECTION 5-6. Are  con fo rm ing  a m e n d m e n t s  which c h a n g e  
r e f e r e n c e s  f rom " p ow e r  p ro j e c t  fund" to " p ow e r  p r o j e c t  loan  
a c c o u n t . "

SECTION 7. C r e a t e s  t h e  e n e r g y  au tho r i ty  revo lv ing fund  wh ich
would b e  th e  c o n s o l i d a t e d  fund for all i n c om e  a n d  a s s e t s  of the  
e n e r g y  au tho r i ty  e x c e p t  for t h e  e lec tr ica l  s e r v i c e  e x t e n s i o n  fund a n d  
th e  o ow e r  c o s t  e q u a l i z a t i o n  fund. All o t h e r  fu n d s  or a c c o u n t s  which 
ex is t  or m ay  la ter  b e  c r e a t e d  in the  En e rgy  Authority would  be
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a c c o u n t s  within th is  fund. In c om e  on  a s s e t s  of t h e  au tho r i ty  would 
b e  r e c e iv ed  by th is  fund. T h e  au tho r i ty  m a y  m a k e  i n t e r e s t  b ea r ing  
l o a n s  f rom this fund to qua l i f ied  b o r r ow e r s  in a m o u n t s  n o t  to e x c e e d  
$10 million, bu t  all o t h e r  u s e s  of th i s  fund  wou ld  r e q u i r e  leg is la t ive  
a p p r o p r i a t i o n s .

SECTION 8 . T r a n s f e r s  t h e  " p ow e r  p ro j e c t  fund "  to t h e  s t a t u s  of
" p ow e r  p ro je c t  lo an  a c c o u n t "  within t h e  n ew  revo lv ing fund.

SECTION 9. T r a n s f e r s  t h e  loan p r o g r a m s  of t h e  e n e r g y
au tho r i ty  to th is n ew  loan  a c c o u n t  a n d  c o n s o l i d a t e s  au tho r i ty  for
fuel l o a n s  in th is  n ew  a c c o u n t .

SECTION 10-11. Are con fo rm ing  a m e n d m e n t s  wh ich  c h a n g e  
r e f e r e n c e s  f rom "p ow e r  p r o j e c t  fund" to " p ow e r  p r o j e c t  lo an  
a c c o u n t . "

SECTION 12. C h a n g e s  a  r e f e r e n c e  from "p ow e r  p ro j e c t  fund" to
" p ow e r  p ro jec t  loan  a c c o un t . "  In add i t ion ,  it p r o v i d e s  t h a t  t h e  
l e g i s l a tu r e  m ay  sp ec i f i c a l ly  a u t h o r i z e  no- in t e r e s t  l o a n s  for  
t r a n s m i s s i o n  i n t e r t i e s .

SECTION 13. P r o v id e s  t h a t  i n t e r e s t  e a r n e d  by  . c a n s  f rom th e  
n ew  p ow e r  p ro je c t  loan a c c o u n t  will b e  d e p o s i t e d  in t h e  e n e r g y  
a u th o r i ty  r evo lv ing  fund.

SECTION  14-17. Are c on fo rm ing  a m e n d m e n t s  wh ich  c h a n g e
r e f e r e n c e s  f rom " p ow e r  p ro j e c t  fund"  to " p ow e r  p r o j e c t  loan  
a c c o u n t . "

SECTION 18. Is a  con fo rm ing  a m e n d m e n t  wh ich  c h a n g e  a
r e f e r e n c e  from "p ow e r  d e v e l o p m e n t  fund "  to " p ow e r  d e v e l o p m e n t  
a c c o u n t . "

SECTION 19. C h a n g e s  t h e  p ow e r  d e v e l o p m e n t  fund to a n  a c c o u n t
within t h e  e n e r g y  au tho r i ty  revo lv ing fu n d  c a l l e d  t h e  " p ow e r  
d e v e l o p m e n t  a c c o u n t "

SECTION 20. Is a  con fo rm in g  a m e n d m e n t  c h a n g i n g  r e f e r e n c e s
from "fund" to " a c coun t . "



S E C T IO N 21. C h a n g e s  r e f e r e n c e s  from "fund" to "a c coun t , "  a n d  it 
a l s o  r e p e a l s  t h e  r e q u i r em en t  th a t  i n com e  to th is  i n v e s tm e n t  a c c o u n t  
m u s t  b e  d e p o s i t e d  in th e  g e n e r a l  fund.

SECTION 22. Is a  con fo rm ing  a m e n d m e n t  which c h a n g e s  a  
r e f e r e n c e  form, " fund" to "a ccoun t . "

SECTION 23. P r o v id e s  a  definit ion of " a c c o u n t "  in this s e c t i o n  to 
m e a n  t h e  p ow e r  d e v e l o pm e n t  accoun t .

SECTION 24. C h a n g e s  th e  n am e  of the  "powe r  d e v e l o p m e n t  
revolv ing loan fund"  to " p ow e r  d e v e l o p m e n t  revolv ing loan  a c c o un t . "

SECTION 25. C r e a t e s  t h e  4-dam pool a c c o u n t  within t h e  e n e r g y
au tho r i ty  revolv ing fund. This  a c c o u n t  c o n s i s t s  of  50% of t h e
r e c e ip t s  f rom t h e  4-dam pool d e b t  s e rv ice .

SECT ION  26-28. Are  con fo rm ing  a m e n d m e n t s  wh ich  c h a n g e  
r e f e r e n c e s  from "fund" to " a ccoun t . "

SECTION 29. De f in e s  " a c coun t "  in th a t  s e c t i o n  a s  t h e  p ow e r
d e v e l o p m e n t  loan a c coun t .

SECTION 30. R e p e a l s  t h e  bulk fuel revolving loan  fund wh ich  is
c o n s o l i d a t e d  with t h e  p ow e r  p ro jec t  loan  a c c o u n t ;  it r e p e a l s  t h e  
rural e lec t r i f ica t ion  revolv ing loan fund  wh ich  h a s  n o t  b e e n  u s e d  
s i n c e  e n a c tm e n t  of  th e  e lec t r ica l  s e r v i c e  e x t e n s i o n  fund; a n d  it 
r e p e a l s  a  r e q u i r em en t  th a t  in come  e a r n e d  from e n e r g y  au tho r i ty  
p r o j e c t s  b e  d e p o s i t e d  in t h e  g e n e r a l  fund.

SECTION 31. Au tho r i z e s  d e s i g n  a n d  con s t r u c t io n  of t h e  p r o p o s e d
t r a n sm i s s i o n  in tert ie  b e tw e e n  A n c h o r a g e  a n d  t h e  K en a i  P e n i n s u l a .

SECTION 32. Au tho r i z e s  d e s i g n  a n d  c o n s t r u c t io n  of t h e  p r o p o s e d
t r a n sm i s s i o n  in te r t ie  b e tw e e n  Hea ly  a n d  F a i r b ank s .

SECTION 33. C ond i t i o n s  t h e  a u th o r i z a t i o n s  g iv en  in S e c t i o n s  30
a n d  31 upon  t h e  utilities a g r e e i n g  to p ay  all c om p le t io n  c o s t s  a b o v e
$90 million a n d  to p ay  all c o s t s  of o p e ra t io n  a n d  m a i n t e n a n c e .



SECTION 34. A u tho r i z e s  th e  d e s i g n  a n d  con s t ru c t io n  of a
t r a n sm i s s i o n  intert ie  b e tw e e n  t h e  S w an  L ak e  a n d  T y e e  Lake  
hyd ro e l e c t r i c  p r o j e c t s  u p o n  t h e  cond i t ion  th a t  t h e  utility a g r e e s  to 
p ay  comp le t io n  c o s t s  a b o v e  the  $20 million a n d  to p ay  all c o s t s  of 
o p e r a t io n  a n d  m a i n t e n a n c e .

SECTION 35. A u tho r i z e s  th e  d e s i g n  a n d  con s t ru c t io n  of a
t r a n sm i s s i o n  intert ie b e tw e e n  Su t ton  a n d  G lenn a l l e n  u pon  t h e  
cond i t ion  t h a t  utility a g r e e s  .o p ay  for com p le t io n  c o s t s  a b o v e  $35 
million a n d  to p ay  all c o s t s  of ope r a t io n  a n d  m a in t e n a n c e ,  a n d  upon  
t h e  cond i t ion  th a t  t h e  Office of M a n a g e m e n t  a n d  B udge t  a p p r o v e s  t h e  
feas ib i l i ty  s t u d y  s u bm i t t e d  by t h e  E n e rg y  Authority.

SECTION 36. P r o v i d e s  t h a t  AE/ sha l l  c o n t r a c t  with uti li ties to 
d e s i g n  a n d  c o n s t r u c t  t r a n sm i s s i o n  in t e r t i e s  u n l e s s  t h e  uti l i t ies 
d e c l i n e  t h a t  oppo r tun i ty .

SECTION 37. P r o v i d e s  for a n  e f fec t ive  d a t e .
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AM ENDM ENT #2

p a g e  17, line 23

d e l e t e  [$20,000,000]
V

i n s e r t  $35 .000 .000

p a g e  18, l ine 10 i/
d e l e t e  [$35,000,000] 

in s e r t  $27 .500 .000
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A M E N D M E N T  #1

p a g e  2, l ine 17 d e l e t e  ^ 

s u b  s e c t i o n  [(d)] 

p a g e  14, l ine 16 d e l e t e

[ s e c t i o n  25] ^

p a g e  17, line 13 d e l e t e

J  [ th rough  a  loan  to t h e  pa r t ic ipa t ing  util it ies for a  t e rm  of 50 
y e a r s  a t  t h r e e  p e r c e n t  a n n u a l  in teres t ] .

p a g e  18, l ine 1 thru line 2 d e l e t e

[ th rough  a  loan  to t h e  pa r t ic ipa t ing  utility o r  util it ies for a  
v t e rm  of 50 y e a r s  a t  t h r e e  p e r c e n t  a n n u a l  in terest ] .

R e n u m b e r  s e c t i o n s  a n d  s e c t i o n  r e f e r e n c e s  acco rd ing ly .
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CS FOR SENATE BILL NO. 106( )
IN THE LEGISLATURE OF THE STATE OF ALASKA 

EIGHTEENTH LEGISLATURE - FIRST SESSION
BY
Offered:
Referred:
Sponsor(s): SENATORS SHARP, Taylor, Miller

A BILL 
FOR AN ACT ENTITLED 

"An Act establishing the energy authority revolving fund; repealing the rural 
electrification revolving loan fund and the bulk fuel revolving loan fund; relating 
to procurements for certain transmission lines; authorizing power transmission 
interties between Anchorage and the Kenai Peninsula, between Healy and 
Fairbanks, between the Swan Lake and Tyee Lake hydroelectric projects, and 
between Sutton and Glennallen and approving the design and construction costs 
of the interties; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. FINDINGS AND INTENT, (a) The legislature finds that adequate, reliable, 

electric service at affordable rates is a necessary ingredient of a modem society and a 
prosperous developing economy. The legislature further Finds that at the current stage of 
social and economic development in the state, direct participation 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 areas to affordable levels.
(b) The legislature intends that the energy authority revolving fund, created by sec. 7 

of this Act, be managed so that
(1) the money granted for design and construction of the power transmission 

interties authorized by secs. 31, 32, 34, and 35 of this Act is disbursed as work progress 
payments;

(2) money is provided to allow the funding source for the power cost 
equalization program (AS 44.83.162 - 44.83.164) to be changed from the general fund to the 
energy authority revolving fund; funding for power cost equalization from the general fund 
and the energy authority revolving fund combined is intended to be $17,000,000 annually 
through Fiscal year 2013.

(c) The legislature further intends that this long-term commitment to the power cost 
equalization program will permit and encourage the electric utility industry and its lenders to 
develop the plans, make the investments, and take other actions that are necessary or prudent 
to prepare to meet the utility needs of residents in rural Alaska without this assistance from 
the state.

(d) It is the intent of the legislature that money deposited in the four dam pool
account, enacted by sec. 25 of this Act, may be appropriated by the legislature to Finance the
planning, rehabilitation, construction, and improvements to the four dam pool hydroelectric 
projects and for other public purposes. Improvements to the projects may include the addition 
of new hydroelectric generating capacity, the construction of interties to make the projects 
more efFicient, and other improvements to the system. The legislature should be guided in 
establishing a priority for expenditures for the four dam pool projects by a majority vote of 
the public utilities that are members of the project management committee under the power 
sales agreement for the four dam pool hydroelectric power projects.

* Sec. 2. AS 36.30.850(b) is amended by adding a new paragraph to read:
(30) contracts between the Alaska Energy Authority and one or more 

public utilities for the design and construction of an electric transmission line but only 
if the utility or utilities have agreed, in writing, to pay the

(A) design and construction costs of the lines, after the 
deduction of money appropriated for that purpose by the state, and to provide
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for the repayment of any loans or bonded indebtedness related to the project, 
regardless of final completion costs and unforeseen expenses; and

(B) operation and maintenance costs of the project.
* Sec. 3. AS 37.05.146 is amended to read:

Sec. 37.05.146. DEFINITION OF PROGRAM RECEIPTS. In AS 37.05.142 
- 37.05.146 and AS 37.07.080, "program receipts" means fees, charges, income earned 
on assets, and other state money received by a state agency in connection with the 
performance of its functions; all program receipts except the following are general fund 
program receipts:

(1) federal receipts;
(2) University of Alaska receipts (AS 14.40.491);
(3) individual, foundation, or corporation gifts, grants, or bequests that 

by their terms are restricted to a specific purpose;
(4) receipts of the following funds:

(A) highway working capital fund (AS 44.68.210);
(B) correctional industries fund (AS 33.32.020);
(C) loan funds;
(D) international airport revenue fund (AS 37.15.430);
(E) funds managed by the Alaska Housing Finance Corporation 

(AS 18.56.020), the Alaska Railroad Corporation (AS 42.40.010), the. 
Municipal Bond Bank Authority (AS 44.85.020), the Alaska Aerospace 
Development Corporation (AS 14.40.821), or the Alaska Industrial 
Development and Export Authority (AS 44.88.020);

(F) fish and game fund (AS 16.05.100);
(G) school fund (AS 43.50.140);
(H) training and building fund (AS 23.20.130);
(I) retirement funds (AS 14.25, AS 22.25, AS 26.05.222, 

AS 39.35, and former AS 39.37);
(J) permanent fund (art. IX, sec. 15, Alaska Constitution);
(K) public s hool fund (AS 37.14.110);
(L) second injury fund (AS 23.30.040);
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(M) fishermen’s fund (AS 23.35.060);
(N) FICA administration fund (AS 39.30.050);
(O) receipts of the employee benefits program established u..

AS 39.30.150 - 39.30.180;
(P) receipts G f  the deferred compensation program established 

under AS 39.45̂ (.]
(O) the energy authority revolving fund (AS 44.83.107); [.]

(5) receipts of or from the trust established by AS 37.14.400 - 
37.14.450, except reimbursements described in AS 37.14.410.

* Sec. 4. AS 44.25.020 is amended to read;
Sec. 44.25.020. DUTIES OF DEPARTMENT. The Department of Revenue

shall
(1) enforce the tax laws of the state;
(2) collect, account for, have, custody of, invest, and manage all state 

funds and all revenues of the state except revenues incidental to a program of licensing 
and reguladon carried on by another state department and funds managed and invested 
by the Alaska State Pension Investment Board;

(3) register cattle brands;
(4) supply necessary clerical and administrative services for the 

Alcoholic Beverage Control Board;
(5) invest [AND MANAGE] the balance of the power development 

account in the energy authority revolving fund in accordance with AS 44.83.386;
(6) in accordance with the policies established by the board of trustees 

of the Alaska State Pension Investment Braid, collect, account for, have custody of, 
invest, and manage the state funds for which the board is responsible.

* Sec. 5. AS 44.83.080(16) is amended to read:
(16) to recommend to the legislature

(A) the issuance of general obligation bonds of the state to 
finance the construction of a power project if the authority first determines that 
the project cannot be financed by revenue bonds of the authority at reasonable 
rates of interest;
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(B) the pledge of the credit of the state to guarantee repayment 
of all or any portion of revenue bonds issued to assist in construction of power 
projects:

(C) an appropriation from the general fund
(i) lor debt service on bonds or other project putposes;

or
(ii) to reduce the amount of ucst financing for the

project;
(D) an appropriation to the power project : u account 

[POWER PROJECI' FUND] for a power project;
(E) [REPEALED
(F)] development of a project under financing arrangements 

with other entities .using leveraged leases or other financing methods;
(F; f(G)] an appropriation.for a power project acquired or 

constructed under AS 44.83.380 - 44.S3.425 (energy program for Alaska)
* Sec. 6. AS 44.83.105 is amended to read:

Sec. 44.83.105. BONDS FOR POWER PROJECTS UNDER THE ENERGY 
PROGRAM FOR ALASKA. The authority may borrow money and issue its bonds 
for the acquisition or construction of power projects to be acquired or constructed 
under the energy program for Alaska. The principal cf and interest on the bonds are 
payable from money derived from the sale of wholesale power from power projects 
financed under AS 44.83.380 * 44.83.425 from the power development account 
[FUND] or from a source referred to in AS 44.83.100 as the authority determines. The 
bonds may be issued if

(1) appropriations to the power development account [FUND] for the 
power project are insufficient to cover the cost of acquiring or constructing the power 
project; and

(2) the authority determines that the amount of interest the authority 
will pay on its bonds is not more than alternative costs of securing money from other 
sources, except for the general fund, to pay for the acquisition or construction of the 
power project.

WORK DRAFT WORK DRAFT WORK DRAFT

-5- CSSB 106( )
■Vfry T z x r. U n d e r l i n e d  ( D E L E T E D  T E X T  B R A C K E T E D  1



IA,
2
3
4
cw>
6
■*F/
8
9

10
11
12
13
1“
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

* Sec. 7. AS 44.33 is amended by adding a new section to read:
Sec. 44.83.107. ENERGY AUTHORITY REVOLVING FUND, (a) The 

energy authority revolving fund is established in the authority. The revolving fund 
consists of

(1) appropriations made to it by the legislature;
(2) money or ether assets transferred to it by the authority;
(3) unrestricted payments on leans made or purchased by the authority;
(4) income and interest on amounts in the fund; and
(5) all revenue of the authority not otherwise required to pay the 

expenses of authority projects.
(b) The board of directors of the authority may establish operations, renewal 

and replacement, capitalization, and self-insurance reserve accounts within the 
revolving fund.

(c) Unless'otherwise expressly stared, the accounts created, in this chapter, 
including the power project loan account under AS 44.83.170, the power development 
account under AS 44.83.382, and the power development revolving loan account under 
AS 44.83.500, are accounts of die energy authority revolving fund. The electrical 
service extension fund under AS 44.S3.370 and the power cost equalization fund under 
AS 44.83.162 are not accounts of the energy authority revolving fund. The authority 
may create additional funds or accounts either within the revolving fund or outside the 
fund. Subject to agreements made with the holders of the authority’s bonds or with 
other persons and subject to any restrictions placed upon legislative appropriations, the 
authority may transfer amounts in a fund or account in the revolving fund to another 
fund or account within the revolving fund.

(d) The forec.osure expense account is established as a special account in the 
energy authority revolving fund, as a reserve from fund equity. The authority may 
spend money credited to the foreclosure expense account when necessary to protect the 
state’s security interest in collateral on loans made under this chapter or to defray 
expenses incurred during foreclosure proceedings after a de/aulf by an obligor.

(e) The authority may
(1) pledge amounts in the revolving fund to secure bonds of the
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authority; or
(2) enter into agreements with respect to the revolving fund that it 

considers necessary to secure its bonds.
(?) The authority may loan amounts from Lite revolving fund for any purpose 

authorized b y  t h i s  c h a p t e r .  A  loan f r o n t  the fund in an amount greater than 
510,000,000 must be specifically authorized by the legislature. The authority may 
invest in projects or program;: that art expressly authorized by the legislature under 
AS 44.83.185 and in projects or programs for which the ’legislature has made a specific 
appropriation to the fund.

(g) The legislature may appropriate amounts in the revolving fund to the 
authority for the cost of the power cost equalization program, for administering the 
fund, and for other .programs and projects of the ppthority or to other public purposes. 
Money in the fund dees no: lapse.

A Sec. 8. AS 44.S3.170(a) is amended to read:
15 f (a) The [THERE 15 ESTABLISHED AJ A SEPARATE FUND THE] power

I,?.6 j| project loan account is established U the e n c r g v ^ u r n o r i i v  r e v o l v i n g  fund. Tire
gccourit cor.sists„-">f

( P  c n o r o p r i a t i o n s  t o  t h ? v v c o u y d :

/2) unrestricted payments on loer.s mudr from or purchased bv (he_  v~  - - j. j

account:
(3) income and interest on amounts irt the account: and
(4) other money.and other assets transferred to or deposited in the 

account as directed bv resolution of the board of directors of the aat.hority [FUND 
THAT SHALL BE DISTINCT FROM ANY OTHER MONEY OR FUNDS OF THE 
AUTHORIT Y, AND THAT INCLUDES ONLY MONEY APPROPRIATED BY THE 
LEGISLATURE].

* Sec. 9. AS 44.83.170(b) is amended to read:
(b) The authority may make loans from the power project loan account 

[FUND]
(1) to electric utilities, regional electric authorities, municipalities, 

[CITIES, BOROUGHS.] regional and village corporations, village councils, and
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nonprofit marketing cooperatives to pay the costs of
(A) reconnaissance studies, feasibility studies, license and 

permit applications, preconstruction engineering, and design of power projects;
(B) constructing, equipping, modifying, improving, and 

expanding small-scale power production facilities, conservation fact tides, bulk 
fuel storage facilities, and transmission and distribution facilities, including 
energy production, transmission and distribution, and waste energy consecution 
facilities that depend on fossil fuel, wind power, tidal, geothermal, biomass, 
hydroelectric, solar or ocher non-nuclear energy sources; [AND]

(C) reconnaissance studies, preconstruction engineering, design, 
construction, equipping, modification, and expansion of potable vvatei supply 
including surface storage and-groundwater sources and transmission of water
'■irom’Stjrface"£:ordj.,c'tc existing distribution systems; and

!-J?) a*"!;P1!*:• *!*?£?. ‘R.t'SiV.fufj 5»i(d bulk foeiT^erves:
(2) to p. botr-swet foi‘ u.powpr proĵ cv if

(A) the loan is cutf-red into under. a- leveraged lease financing
arr::;.ii;cnient:

(3.) -the party that will tu-rcgion.-tibie for the power project is 
an electric utility, regional electric authority, municipality, [CITY,
BOROUGH,] regional or village corporation, village council, or r.onprofit- 
inarketihg cooperative; and

(C) the borrower seeking the loan demonstrates to tiic authority 
that the financing arrangement for the power project will reduce project

. ~ financing costs below costs of comparable public power projects.
* See. 10. AS 44.83.170(c) is amended to read;

(c) Before making a Joan from the pewgr project loan account [Fl/ND], the 
authority shall, by regulation, specify

(1) standards for the eligibility of borrowers and the types of projects 
to be financed with loans;

(2) standards regarding the technical and economic viability and 
revenue seif-sufficiency of eligible projects;
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(3) collateral or other security required for loans,
(4) the terms and conditions of loans;
(5) criteria to establish financial feasibility and to measure the amount 

of state assistance necessary for particular projects to meet the financial feasibility 
criteria; and

(6)  o t h e r  r e l e v a n t  c r i t e r i a ,  s t a n d a r d s .  G r  p r o c e d u r e s .

* Sec. 11. AS 44.33.170(e) is amended to read;
(c) Repayment of the loans shall be secured in any manner that the authority 

determines is feasible to assure prompt repayment under a loan agreement entered into 
with the borrower. The authority may make an unsecured loan from the power project 
loan account [FUND] to a borrower regulated by the Alaska Public Utilities 
Commission under AS 42.05 if the borrower has -a substantial histoiy of repaying 
long-term loans and the capacity to repay {iie loan. Under a loan agreement, 
repayment r.-:y be d e f e r r e d  for 10 years or until the project for which the loan is made 
hat; achieved eevmugs ft on? irs operations sufficient ;o pay the loan, whichever is 
-earlier.

* Sec. 12. AS 44S3.170(f) is amended to read:
(f) l o w e r  projects a r e  subject to the following limitations on interest and 

specific restrictions:
(1) power projects for which loans are outstanding from the former 

water resources revolving loan fund under former AS 45.S6 on July 13, 197S, may 
receive additional financing from the power project loan account [FUND]; the 
additional financing, if granted, must be

(A) g r a n t e d  f o r  a t e r m  not e x c e e d i n g  50 years;
(B) granted at an interest rate of not less than three or more 

than five percent a year cn the unpaid balance;
(C) conditioned on the repayment of loan principal and interest 

to begin on the earlier of
(i) the date of the start of commercial operation of the

project; or
(ii) 10 years from the date the loan is granted;
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(2) loans for power projects [SHALL BE GRANTED]
(A) mav be granted for a term not to exceed 50 years: [AND]
(B) except as provided in (C) of this paragraph, shall have 

[AT] an interest rate that is not less than five percent and that is the lesser of
(i) a rate equal to the percentage that is the average 

weekly yield of municipal bonds for the 12 months preceding the date 
of the loan, as determined by the authority from municipal bond yield 
rates reported in the 30-year revenue index of the Weekly Bond Buyer, 
or

(ii) a rate determined by the authority that allows the 
project to meet criteria of financial feasibility established under (c) of 
this section: and

(C) mav have an interest rate that is as low as 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 
svstenis not previously connected or that provides a second circuit to 
improve the reliability and transfer capability of an existing system.

* Sec. 13. A3 44.83.170(g) is amended to read:
(g) Loan repayments and interest earned by loans from tnepowcr project loan 

account [FUND] shall be deposited in the energy authority revolving [STATE 
GENERAL] fund.

* Sec. 14. AS 44.83.170(h) is amended to read:
(h) The legislature may forgive the repayment of a loan made from the power 

project loan account [FUND] for a reconnaissance study or a feasibility study when 
the authority finds that the power project for which the loan was made is not feasible.

* Sec. 15. AS 44.83.170(i) is amended to read:
(i) Money in the power project loan account [FUND] may be used by the 

legislature to make appropriations for costs of administering the fund.
* Sec. 16. AS 44.83.181(c) is amended to read:

(c) The plan of finance must include recommendations of the most appropriate 
means to finance a project, including, but not limited to,

CSSB 106( ) -10-
N e w  Texr. U n d e r l i n e d  [ D E L E T E D  T E X T  B R A C K E T E D }



WUFi

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15

.16
17
IS
19
20
21
22
23
24
25
26
27
28
29

(1) the issuance of revenue bonds of the authority;
(2) the issuance of

(A) general obligation bonds of the state; or
(B) revenue bonds of the authority that are guaranteed or

partially guaranteed by the state;
(3) an appropriation from the general fund

(A) to pay debt service on bonds or for other project purposes;
or

(B) to reduce the amount of debt financing for the project;
(4) a loan from the general fund;
(5) financing arrangements with other entities using leveraged leases 

or other financing methods;
(6) assistance from any federal agency, including, but not limited to, 

the Rural Electrification Administration;
(7) a loan from the power project loan account [FUND] under 

AS 44.83.170(a); or
(8) any combination of financing arrangements listed in this subsection.

* Sec. 17. AS 44.83.187(a) is amended to read:
(a) The provisions of AS 44.83.177 - 44.83.185 and 44.83.189 apply only to 

a proposed new project that will generate more than 1.5 megawatts of power and
(1) requires an appropriation from the state general fund or [,] from the 

power project loan account [FUND, OR FROM THE RENEWABLE RESOURCES 
FUNDS]; or

(2) is based on a plan of finance that requires the issuance of general 
obligation bonds or other pledge of the credit of the state.

* Sec. 18. AS 44.83.380(b) is amended to read:
(b) The energy program for Alaska is a program by which the authority may 

acquire or construct power projects with money appropriated by the legislature to the 
power development account [FUND] established in AS 44.83.382. A power project 
may be acquired or constructed as pan of the energy program for Alaska only if the 
project is submitted to and approved by the legislature in accordance with procedures
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set out in AS '14.83.177 - 44.83.187.
* Sec. 19. AS 44.83.382 is amended to read:

Sec. 44.83.382. POWER DEVELOPMENT ACCOUNT [FUND] 
ESTABLISHED, (a) The [A] power development account [FUND] is established in 
the Alaska Energy Authority to carry out the purposes of AS 44.83.380 - 44.83.425.

(b) The account [FUND] includes money appropriated to it by the legislature.
* Sec. 20. AS 44.83.384 is amended to read:

Sec. 44.83.384. USE OF ACCOUNT [FUNDI BALANCE, (a) The account 
[FUNDJ may be used by the authority to provide money for

(1) reconnaissance and feasibility sic dies and power project Fin -nee 
plans prepared under AS 44.83.177 - 44.83.181;

(2) the cost of a power project, including but not limited to costs of 
acquiring necessary licenses, preparing engineering designs, obtaining land, and 
constructing the power project;

(3) the defeasance of bonds, or the payment of debt sendee on loans 
for or on an issue of bonds sold in connection with a power project;

(4) the cost of operating and maintaining power projects; and
(5) debt service on power projects.

(b) Money in the account [FUND] may be used under (a) of this section only 
for a power project that

(1) is economically feasible; and
(2) provides the lowest reasonable power cost to utility customers in 

the market area for the estimated life of the power project, whether operated by itself 
or in conjunction with other power projects in the market area, and that operates or 
will operate on one or more of the following:

(A) renewable energy resources, including but not limited to 
hydroelectric power, wind, biomass, geothermal, ddal or solar energy, or a 
method that uses temperature differentials or other physical properties of the 
ocean;

(B) coal or peat;
(C) energy derived from waste heat; or
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(D) fossil fuel, including oil or natural gas.
(c) Notwithstanding (b)(1) of this section and AS 44.83.396 - 44.83.398, the 

account [FUND] may be used by the authority to provide money for the cost of a 
power project that is or was either constructed or owned by the United States 
government if the requirements of this subsection are met. The provisions of 
AS 44.83.177 - 44.83.187 do not apply to a power project financed under this 
subsection. The authority may use money in the account [FUND] for the cost of a 
power project under this subsection if

(1) the legislature enacts a law approving the project;
(2) the office of management and budget in the Office of the Governor 

reviews a feasibility study and a plan of finance for the project and determines that the 
feasibility study complies with the requirements for a feasibility study submitted under 
AS 44.83.181(b) and that the plan of finance complies with the requirements for a plan 
of finance submitted under AS 44.83.181(c); and

(3) the project meets the other requirements of this chapter.
* Sec. 21. AS 44.83.386 is amended to read:

Sec. 44.83.386. INVESTMENT OF ACCOUNT [FUND]. The Department 
of Revenue shall invest the money in the account [FUND] in accordance with 
AS 37.10.070, 37.10.071, and 37.10.075. The Department of Revenue shall provide 
money in the account [FUND] to the authority only after costs have been incurred or. 
amounts in the account [FUND] have been otherwise obligated under contracts for the 
acquisition and construction of a project. Amounts that have been obligated, but for 
which costs have not yet been incurred, may be segregated by the Department of 
Revenue or transferred to the authority only with the prior approval or agreement of 
the commissioner of revenue. [INCOME RECEIVED ON MONEY THAT IS 
SEGREGATED OR TRANSFERRED UNDER THIS SECTION MUST BE 
DEPOSITED IN THE GENERAL FUND.]

* Sec. 22. AS 44.83.388(a) is amended to read:
(a) The authority shall maintain records of power project allocations from the 

account [FUND] for each power project
(1) approved in accordance with AS 44.83.185; and
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(2) for which an allocation is made from an appropriation made by the 
legislature without specifying an appropriation to a project

* Sec. 23. AS 44.83.425 is amended by adding a new paragraph to read:
(6) "account" means the power development account established by

AS 44.83.382.
* Sec. 24. AS 44.83.500 is amended to read:

Sec. 44.83.500. CREATION OF ACCOUNT [FUND], (a) There is 
established in the Alaska Energy Authority the power development revolving loan 
account [FUND] to cany out the purpose of AS 44.83.500 - 44.83.530. The account 
[FUND] may be used for no other purpose.

(b) The account [FUND] consists of
(1) appropriations to the account [FUND] by the legislature;
(2) repayments of principal to the account [FUND]; and
(3) income from investment of money in the account [FUND] and 

from loans made from the account [FUND].
* Sec. 25. AS 44.83 is amended by adding a new section to read:

Sec. 44.83.505. FOUR DAM POOL ACCOUNT, (a) There is created as an 
account in the energy authority revolving fund the four dam pool account. The 
account consists of money in the energy authority revolving fund that, beginning 
July 1, 1993, can be attributed to 50 percent of the receipts from the hydroelectric 
power projects that constitute the four dam pool. The legislature may appropriate the 
money in the four dam pool account for projects related to the four dam pool and for 
other purposes as provided by law.

(b) The authority may acquire or construct power projects with money in the 
four dam pool account. In using money in the four dam pool account, the authority 
has the same powers and duties as it has concerning the use of money in the power 
development account under the energy program for Alaska.

(c) In this section, "four dam pool" means the hydroelectric facilities at Tyee 
Lake, Swan Lake, Solomon Gulch, and Terror Lake.

* Sec. 26. AS 44.83.510 is amended to read:
Sec. 44.83.510. POWERS AND DUTIES OF AUTHORITY IN
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ADMINISTERING THE ACCOUNT [FUNDI, (a) The authority may borrow from 
the account [FUND] for the purpose of financing a power project acquired or 
constructed by the authority under the energy program for Alaska (AS 4* 83.380 - 
44.83.425). Repayment of a loan from the account [FUND] must be made with the 
proceeds from the sale of power from projects in the energy program for Alaska. 
Except as provided in AS 44.83.398(i), the payments required to be made by the 
authority on a loan from the account [FUND] constitute debt service for the purpose 
of calculating the wholesale power rate in AS 44.83.398(b)(1).

(b) After completion of a final plan of finance and approval of a project under 
AS 44.83.185(c), a loan may be made from the account [FUND] for

(1) the cost or a portion of the cost of final design, acquisition, and 
construction of a power project;

(2) defeasance or payment of bonds or notes of the authority issued for 
a power project;

(3) the establishment of a reserve fund for renewals and replacements 
for the operation of a completed power project; and

(4) any other project-related expenses, including those described in 
AS 44.83.398(i).

* Sec. 27. AS 44.83.520(a) is amended to read:
(a) A loan from the account [FUND] shall be repaid in accordance with the 

terms that the authority’s board of directors determines to be appropriate. In 
ertablisning the terms, including provision for a return to the state of an amount in 
excess of the principal amount of the loan, the board of directors shall consider the 
revenue that the authority could reasonably derive from the sale of power from the 
projects based upon

(1) the costs, at the time the power sales agreement is initially 
negotiated or renegotiated, of alternative sources of energy generation for utilities 
purchasing power from a project financed with a loan from the account [FUND];

(2) the effect of the loan terms on the wholesale power costs to all 
utilities purchasing power from the initial project;

(3) the long-term benefits to consumers and communities of stable
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(4) the affordability of initial wholesale power costs that result from 
the loan terms with utilities purchasing power from the initial project;

(5) increasing repayment, not to exceed five years, of debt service 
payment per kilowatt hour gradually over the initial period of a loan repayment 
schedule to the extent necessary to avoid significant rate increases to the consumer,

(6) the existing excess capacity of power projects; and
(7) the effects of increased capacity utilization, inflation, and alternative 

energy production costs over the life of the initial project.
* Sec. 28. AS 44.83.520(c) is amended to read:

(c) A loan to the authority from the account [FUND] may not exceed 50
years.

* Sec. 29. AS 44.83.530 is amended b;, dding a new paragraph to read:
(3) "account" means the power development loan account.

* Sec. 30. AS 44.83.361, 44.83.363, 44.83.388(b), 44.83.425(3), 44.83.600, 44,83.605, 
44.83.610,44.83.615,44.83.620,44.83.625,44.83.630,44.83.392, and 44.83.650 are repealed.

* Sec. 31. In accordance with AS 44.83.185(c) and contingent upon secs. 33 and 36 of this 
Act, the Alaska Energy Authority is authorized to provide for the design and construction of 
a 138 kilovolt power transmission intertie between Anchorage and the Kenai Peninsula at a 
cost of $89,000,000 in 1992 dollars. However, the power transmission intertie authorized by 
this section may be designed and constructed at a voltage higher than 138 kilovolts but only 
if the state does not incur additional costs to do so.

* Sec. 32. In accordance with AS 44.83.185(c) and contingent upon secs. 33 and 36 of this 
Act, the Alaska Energy Authority is authorized to provide for the design and construction of 
a 138 kilovolt power transmission intertie between Healy and Fairbanks at a cost of 
$89,000,000 in 1992 dollars. However, the power transmission intertie authorized by this 
section may be designed and constructed at a voltage higher than 138 kilovolts but only if the 
state does not incur additional costs to do so.

* Sec. 33. (a) The authorizations made by secs. 31 and 32 of this Act are contingent upon 
written agreements between the Alaska Energy Authority and the elecuic utilities participating 
in the projects authorized by those sec ions providing that the participating utilities agree to
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pay
(1) design and construction costs for the power transmission interties 

authorized by secs. 31 and 32 of this Act that exceed $90,000,000; these costs shall be divided 
among the utilities in proportion to the retail kilowatt hour sales of e;ich utility during the 
previous calendar year, and

(2) the operation and maintenance costs of the power transmission interties 
authorized by secs. 31 and 32 of this Act.

(b) Notwithstanding AS 42.05, the Alaska Public Utilities Commission may not review 
the design and construction costs divided among the utilities under (a)(1) of this section.

* Sec. 34. (a) In accordance with AS 44.83.185(c) and contingent upon (b) and (c) of this 
section and sec. 36 of this Act, the Alaska Energy Authority is authorized to provide for the 
design and construction of a 115 kilovolt power transmission intertie between the Swan Lake 
and the Tyee Lake hydroelectric projects at a cost of $56,000,000 in 1992 dollars through a 
loan to the participating utility or utilities for a term of 50 years at three percent annual 
interest However, the power transmission intertie authorized by this section may Ije designed 
and constructed at a voltage higher than 115 kilovolts but only if the state does not incur 
additional costs to do so.

(b) The authorization made by (a) of this section is contingent upon the execution of 
a written agreement between the electric utilities participating in the project authorized by this 
section and the Alaska Energy Authority that provides that the participating utility or utilities 
agree to pay

(1) design and construction costs for the power transmission interne authorized 
by (a) of this section that exceed $20,000,000; and

(2) the operation and maintenance costs of the power transmission intertie 
authorized by (a) of this section.

(c) The authorization made by (a) of this section is contingent upon the completion 
of the requirements set out in AS 44.83.181 and 44.83.185(a). The Alaska Energy Authority 
shall notify the revisor of statutes of the completion of these requirements.

* Sec. 35. (a) In accordance with AS 44.83.185(c) and contingent upon (b) and (c) of this 
section and sec. 36 of this Act, the Alaska Energy Authority is authorized to provide for the 
design and construction of a 138 kilovolt power transmission intertie between Sutton and
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or utilities for i term of 50 years at three percent annual interest. However, the power 
transmission intertie authorized by this section may be designed and constructed at a voltage 
higher than 138 kilovolts but only if the state does not incur additional costs to do so.

(b) The authorizauon made by (a) of this section is contingent upon the execution of 
a written agreement between the electric utility or utilities participating in the project 
authorized by this section and the Alaska Energy Authority that provides that the participating 
utility or utilities agree to pay

(1) design and construction costs for the power transmission intertie authorized 
by (a) of this section that exceed $35,000,000; and

(2) the operation and maintenance costs of the power transmission intertie 
authorized by (a) of this section.

(c) The authorization made by (a) of this section is contingent upon the completion 
of the requirements set out in AS 44.83.181 and 44.83.185(a) and approval of the feasibility 
study by the office of management and budget. The Alaska Energy Authority shall notify the 
revisor of statutes of the completion of these requirements.

* Sec. 36. In providing for the design and construction of the interties authorized by secs. 
31, 32, 34, and 35 of this Act, the Alaska Energy Authority shall make loans to the 
appropriate participating utilities or award grants to them to the extent permitted by the 
appropriation for the costs unless the participating utility decline;; in writing to apply for the 
loan or grant. If the participating utility declines in writing to apply for the loan or grant, the 
authority may proceed with the design or construction itself.

* Sec. 37. Sections 1 - 30 of this Ac', take effect immediately under AS 01.10.070(c).

WORK DRAFT WORK DRAFT WORK DRAFT
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SB 106: "An Act re la tin g  to au th o riz a tio n  of Anchorage-
Kenai, Healy-Fairbanks, and  Tyee-Swan in terties."

The bill includes several provisions:

1. Authorizes design and construction of th ree 138 kV transm ission 
lines (Anchorage-Kenai, Healy-Fairbanks, and Tyee-Swan) in 
accordance w ith AS 44.83.185(c).

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

3. Requires th a t the Anchorage-Kenai and Healy-Fairbanks 
transm ission lines be capable of upgrade to 230 kV.

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

5. Expresses the in ten t of the Legislature th. j (. the Energy Authority 
finance tlie Tyee-Swan project w ith 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 transm ission line projects. This 
position is supported by a feasibility study issued by AEA in M arch 1991, 
which was adopted by the AEA Board of Directors and subm itted to the 
Legislature at th a t time. AEA has proposed th a t the Governor subm it 
legislation this year th a t would contain these project authorizations.

The AEA Board of Directors has not taken  a position on the Tyee-Swan 
intertie, although a feasibility study issued by AEA in 1992 concluded th a t the 
project is economically feasible if  electricity dem and continues to grow in 
Ketchikan. AEA staff supports the  project, bu t has proposed th a t other 
potential Southeast energy projects be reviewed and compared before a final 
commitment is made to Tyee-Swan. Also, note th a t the $55.6 million cost 
estim ate developed in the feasibility study is for a 115 kV line ra th e r than  
138 kV.

The construction costs appearing in  SB 106 are draw n from AEA feasibility 
studies, but for clarity should indicate the price level associated with each 
estim ate. The $84.1 million and $77.6 million estim ates for the Railbelt 
in terties were both developed in Jan u ary  1991 iollars. The $55.6 million 
estim ate for Tyee-Swan was developed in  1992 tu liars.



POSITION P A P E R
SB 106
Page 2

W ith respect to the Anchorage-Kenai line, there is significant uncertainty in 
the cost estim ate due, in  part, to questions about the necessity of burying thu 
sunmarino cable, questions th a t will net be resolved until the design stage. 
There are significant cost issues w ith 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 rem ain effective provided th a t no portion of the 
excess costs are payable by the sta te  (i.e., th a t the utilities agree to  pay such 
excess costs).

AEA does not support the language in SB 106 requiring th a t the Anchorage- 
Kenai and Healy-Fairbanks lines be capable of being upgraded to 230 kV. This 
language would essentially require th a t each line be built initially to 230 kV 
standards in  term s of structure size for the over uead towers and cable capacity 
for the subm arine cable, all a t a cost substantially higher th an  the cost 
estim ates proposed for approval. If  the overhead towers and subm arine 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 participating utilities to pay a 
substantial portion of construction costs for the Railbelt intert ies, and all 
operations and m aintenance costs. However, we are pursuing an approach by 
which the  sta te  would contract w ith the utilities for construction of the 
projects, limit the sta te ’s contribution to a fixed amount, and shift the risk of 
cost overrun to the utilities. In contrast, SB 106 would commit the sta te  to 50 
percent of whatever the  actual construction costs turned out to be.

There is ambiguity in the expression of legislative in ten t for the financing of 
the Tyee-Swan project; specifically, w hether the Four Dam Pool power sales 
revenue dedicated to paying off the in tertie  revenue bonds is intended to be 
additional revenue to be realized by increasing the Four Dam Pool wholesale 
power ra te , or is intended to be a portion of the  revenue stream  th a t 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, 
agreem ent by all five of the Four Dam Pool utilities would be necessary to 
change the wholesale power contract accordingly. This seems to us unlikely. 
However, the existing revenue stream  is pledged for repaym ent of the AEA 
loan from the Power Development Revolving Fund. We believe th a t a t least 
part of th is loan would have to be forgiven by the Legislature or appropria id 
to AEA before the loan repaym ents could be diverted for paym ent of revenue 
bond debt service.
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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 m ean no contribution from the  affected communities toward the 
paym ent of in tertie construction costs beyond w hat they are already paying on 
existing debt. AEA and the adm inistration have adopted a policy of seeking 
a reasonable contribution from the communities th a t benefit from sta te  capital 
projects, both as a way of leveraging limited sta te  funds and as a way to 
ensure th a t  such projects are im portan t to the people they would serve. If  
revenue bonds were issued to pay the  full cost of the Tyee-Swan intertie, debt 
service paym ents 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 p osition on sim ilar 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, i t  does not 
address the overall s ta te  energy needs. A comprehensive approach is 
im perative if  we hope to succeed in providing efficient power a t reasonable cost 
to all areas of our state.

issioner
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Date
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A L A S K A  E N E R G Y  A U T H O R I T Y

C S S B  106 P ro jec ted  F is c a l C h an g e s

1

P C E  A d m in i s t r a t i o n P C E  G r a n t s

A nnu a l R edu ct ion  in 

G en era l Fund  

A pp rop r ia t ion s

YEAR Can Fund

AEA 
Revolving 
Fund(GF 
Savings)

Gan Fund

AEA
Ravolving 
Fund(GF 
Savinga)

1994 182.0 17,000.0 0.0 0.0
1995 190.2 14,571.0 2,429.0 2,429.0
1996 198.7 12,143.0 4,857.0 4,857.0
1997 207.7 9,714.0 7,286.0 7,286.0
1998 217.0 7,286.0 9,714.0 9,714.0
1999 226.8 4,857.0 12,143.0] 12,143.0
2000 237.0 2,429.0 14,571.01 14,571.0
2001 247.7 17,000.0 17,247.7
2002 258.8 17,000.0 17,258.8
2003 270.5 17,000.0 17 770.5
2004 282.6 17,000.0 17,..92.6
2005 295.4 17,000.0 17,295.4
2006 308.7 17,000.0 17,308.7
2007 322.5 17,000.01 17,322.5
2008 337.1 17,000.0 17,337.1
2009 352.2 17,000.0 17,352.2
2010 368.1 17,000.0 17,368.1
2011 384.6 17,000.0 17,384.6
2012 401.9 17,000.0 17,401.9
2013 420.0 17,000.01 17,420.0

Totals 1,459.5 4,250.1 68,000.0 272,000.0 276,250.1



Analysis 
Fiscal Note CSSB 106

The legislation affects three components of the Alaska Energy Authority (AEA) budget - Power 
Cost Equzliation (PCE) Grants, PCE Administration and AEA Operations.

Over a 20-year period, the bill would shift funding for the PCE program away from the general 
fund to a new Energy Authority revolving fund. This shift, as intended by the legislation, would 
save the general fund $272,000,000 in funding for PCE grants and $4,250,100 in estimated 
general funds for PCE Administration. The legislature would reappropriate funds from the 
revolving fund to the PCE or other programs as they decide.

The bill also authorizes four interties and a companion bill SB 126 appropriates state monies for 
partial funding of their construction. The balance of funds required would b 3 provided through 
the issuance of bonds after suitable contracts were executed. The AEA Operations component 
would require an influx of money from the revolving fund in the early years to fund the staff and 
contractual efforts required to execute the contracts for design and construction of the projects 
and to finance the balance. As the projects came on-line, AEA would receive monies from the 
utilities to pay for the operation and maintenance of the projects beginning in the FY99 fiscal year 
as general fund/program receipts. While these are displayed on the fiscal notes, such restricted 
receipts will be revenue neutral and would not need to be shown if AEA's O&M receipts were 
also removed as general fund program receipts by a change to AS 37.05.146. As the bill stands, 
the O&M receipts would still need to be appropriated by the legislature from monies collected 
from the utilities receiving the interti service.

93Q2\IT4647(1) Page 1 of 1



Testimony of Daniel E. Bloomer—Chugacli Electric Association, Inc.
On SB 106 & 126

Before Senate Finance Committee 
April 15,1993

Thank you for the opportunity to present Chugacli Electric Association's comments on SB 
106/126. As many of you know, Chugacli is the largest electric utility in the state of 
Alaska, providing service to more than 63,000 customers in tiie Anchorage bowl and 
upper Kenai Peninsula.

Chugacli is also the largest generator and transmitter of electricity in Alaska. In addition 
to generating power for our own customers,Chugacli also produces the electricity used by 
Matanuska Electric Association in Palmer (29,000 customers), Homer Electric 
Association on the Kenai Peninsula (18,000 customers), City of Seward (2,600) 
customers, and sells economy energy to Golden Valley Electric Association in Fairbanks 
(27,000 customers). Therefore, Chugacli has substantial interest in this legislation.

The bills before you, as amended yesterday, present a solid energy package that will help 
to strengthen power systems throughout the state. In the Railbelt, the new interties will 
improve the ability to transfer Bradley Lake power throughout the region and reduce 
operating costs for the utilities. The Sutton to Glcnnallen intertie will electrically tie the 
Copper River Basin and City of Valdez into the railbelt providing those areas with access 
to inexpensive reliable electricity. The Swan-Tyee intertie will enhance southeast's ability 
to utilize their hydroelectric facilities and ultimately reduce costs for all of the four-dam 
pool participants. PCE funding gives our rural systems financial support which allows 
them time to resolve their energy problems.



In a nutshell, these bills represent a good energy package that addresses a majority of the 
electrical needs in Alaska. The utilities are united in our suppoit for th' linkage and we 
urge your support to move the bills to the Senate floor. Thanks again the opportunity 
to comment on these bills.



Alaska Village Electric Cooperative, Inc.
4831 Eagle Street 

Anchorage, Alaska 99503 
561-1818

April 15, 1993
Memo to: Senate Finance Committee 
From: Charlie Walls, General Manager (Y 

Re: SB 106/126-Energy Plan
The Alaska Village Electric Cooperative (AVEC) is a bush electric utility system that 
serves a population of about 20,000 rural people who live in 49 villages. This summer 
that will increase to 50 villages with the community of Brevig Mission joining us.
The power cost equalization program is of critical importance to rural Alaska. We have 
followed the progression of SB 106/126 and support the bill as amended on April 14. Our 
bottom line is twenty year funding for the PCE program at $17 million per year. The cash 
flow will enable us to move toward the goal of self sufficiency. When we talk with the 
federal government about loans for our villages, the fact that the state has made a long 
term committment will greatly enhance our abilitiy to increase federal participation in 
solving the rural energy problems.
We also support the state investing in the transmission interties. This strengthened 
infrastructure will provide the means for future economic development in the state. The 
bill is a good balance for the whole state.
We fully support the bills in their present form and urge reporting them out of the Senate 
Finance Committee.
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TO: S e n a t o r  Drue  P e a r c e ,  Co-Cha i rpe r son  
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FROM: S e n a t o r  Ber t  S h a r p

R e q u e s t  for Hea r ing

DATE: F eb ru a ry  18, 1993

I am  r e q u e s t i n g  S e n a t e  Bill 106; "An Act au tho r iz ing  pow e r  
t r a n sm i s s i o n  in te r t ie s  b e tw e e n  A n c h o r a g e  a n d  t h e  Kena i  P en i s u l a ,  
b e tw e e n  Hea ly  and  Fa i rbanks,  a nd  b e tw e e n  the  S w a n  Lake a n d  T y e e  
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T h ank  you  for your  con s id e r a t io n .
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ALASKA ENERGY AUTHORITY 
(All Dollars In Thousands)

paoe 1 ota 
13-Apr-93

6/30/93 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
A E A  R e v o lv in g  F u n d  B a la n c e $141,800 $161,926 $173,344 $176,428 $121,470 $82,033 $68,164 $92,385 $94,160 $96,090 $98,120

Revenue
Revolving Fund Investment Income 10.835 12.144 13,001 13,232 9,110 6.152 6.812 6.029 7.062 7.207
Collections on Existing Lo? i 2.413 2.413 2 zn 2244 2.234 2,181 2,130 1.956 1237 1.931
Debt Service from 4-Dam fo o l 10.396 10,667 10.909 11.155 11,406 11,584 11,766 11,932 12,081 12.121
Appropriation - PCE 17,000 14,571 12.143 9.714 7.268 4,857 2.429 0 0 0
Appropriation - P CE  Admin. 182 190 109 207 217 2Z7 237 0 0 0

Total 40.626 39.936 36 522 86.553 30,252 25.00 f 23.174 20817 21860 2r.2sa
Expend iture

Railbelt Intertie Grant 1,000 3 COO 14.400 65,600 0 0 0 0 0 0
Tyee-Swan Intertie Grant SOD 500 1.200 3,600 29J200 0 0 0 0 0
Copper Valley Intertie Grant 500 500 I.200 3.800 21.700 0 0 0 0 0
Other Capital Projects/ Programs 0 0 0 D 0 0 0 0 0 0
PCE Outlay 517,000 417.000 417,000 417/xto 417,000 417,000 417 COO 417,000 417800 417,000
Rural Technical Assistance 1,500 1560 1.838 1.712 1.789 1,869 1.853 2041 2133 2229

Total 20.500 28.588 35,438 91.512 69.689 18.669 18.953 19.041 19.133 19,229
Surp lus (Shortage) 5 2D.128 5 11,416 4 3J084 (S54A5B) (439,4371 4 8,132 4 4220 4 1773 4 1230 4 2.030

com22
CO-<

COICOCO

R evo lv in g  Fund  B eg in n in g  B a lan ce
Railbelt Energy Fund $2,800
Railbelt Interlie Reserve Fund 100,000
Interest on Rbtt lutertia Reserve 16,000
Bradley State Fund Surplus 11,000
Additional Sta le Contribution 10,000
Total________________________ $141.600

Funds ana available in  the Revolving Fund for 
annua] appropriation to AEA Administration

Projections exclude restricted revenues and associated expenditures. 
(Example: revenues dedicated to project operations and maintenance.)

A ssum p tion*
Annual Inflation Rale 4.5 %
Return on AEA Fund 7.5 %  of fund balance
P CE  State Appropriation 7 year ramp
Railbelt Intartie EsL Total Cost $180,000

Railbelt Intertie State Grant $90,000
Tyee-Swan E s t Total Cost $60,000

Tyee-Swan Sta le Grant $35,000
Copper Valley Est. Total Cost $60,000

Copper Valley State Grant $27,500

>-

mxCD-<

-<x

Case OJ
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ALASKA ENERGY AlTTHORrTY 
(Alt Dollars In Thousands)

p * j a 2 o t2
13 Apr-53

2004 2005 2006 2007 2008 2000 2010 2011 2012 2013
A E A  R e v o lv in g  F u n d  B a la n c e $100,162 $102,077 $103,894 $105,711 $107,580 $100,543 $111,570 $113,660 $115,839 $116,082 Total

Revenue
Revolving Fund Investment Income 7.3» 7,512 7.658 7,792 7,92a 8,063 8,216 8,368 8,525 6,668 $172188
Collections on Existing Loans 1.831 1,603 1,425 1,347 1,333 1,333 1,333 1,333 1,333 1/333 35.820
Debt Service from 4-Dam Pool 12.182 12.226 12,280 12*38 12*96 12,454 12512 12568 12/625 12/684 238.263
Appropriation - PCE 0 0 0 0 0 0 0 0 0 0 88.000
Appropriation - PCE Admin. 0 0 0 0 D 0 0 0 0 0 1.458

Total 21,372 21.343 21.381 21/475 21,658 2IA56 22061 22.289 22483 22.706 515.839
Expenditure

Railbelt Intertie Grant 0 0 0 0 0 0 0 0 0 0 90,000
Tyee-Swan Intertie Grant 0 0 0 0 0 0 0 0 0 0 35.000
Copper V a ley  Intertie Grant 0 0 0 0 0 0 0 0 0 0 27.500
Other Capital Projects/ Programs 0 0 0 0 0 0 0 0 0 0 0
PCE Outlay $17,000 $17,000 $17,000 $17,000 $17,000 $17,000 $17,000 $17,000 $17,000 $17,000 340,000
Rural Technical Assistance 2.32S 2434 2544 2868 2778 2/303 3.034 3.170 3.313 3/482 47.067

Total 10/329 19.434 19.544 19/858 13.778 19/803 20.034 20,170 20313 20/182 539,567
Surp lus (Shortage) *  2043 $ 1.316 $ 1JB17 $ IJB17 $ 1/878 S 1,333 S 2/027 S 2/099 $ 2170 $ 2243 ----- {23,71*0



STATE OF ALASKA
1993 LEGISLATIVE SESSION

FISCAL NOTE
B ILL NO. SB 106

Revision Date: ____________________________________
Title: Authorization ot Anchorage-Kenai, Healy-Fairbanks, and
_______ Tyee-Swan Interties_________________________

Sponsor: Sharp et al.______________________________
Requestor:_______________________________________
EXPENDITURES/REVENUES:

Department Affected: Commerce and Economic Development

BRU: Alaska Energy Authority_______________________
Component: AEA Agency Operations__________________

COMPONENT SERIAL NO. 7304010100

OPERATING FY 94 FY 95 FY 96 FY 97 FY 98 FY 99

PERSONAL SERVICES 185.5 192.9 422.4 439.4 456.9 225.7

TRAVEL 25.0 26.0 54.1 56.2 58.5 30.4

CONTRACTUAL 143.0

SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS 111.3 115.7 253.4 263.6 274.1 135.4

TOTAL OPERATING 321.8 334.6 729.9 759.2 789.5 534.3

CAPITAL 678.2 865.4 2,870.1 34,040.8 18,610.5 ________

REVENUE 
FUND SOURCE:

FUNDING:
1002 Federal Receipts

1003 GF Match

1004 GF
1005 GF/Program Receipts 534.5

1006 GF/MHTIA
OTHER 1,000.0 1,200.0 3,600.0 34,800.0 19,400.0

TOTAL

POSITIONS:
FULL-TIME 2 2 4 4 4 2
PART-TIME 1 1 2 2 2 1
TEMPORARY

Estimate of current year (FY 93) impact: 0

ANALYSIS: (Attach a separate page if necessary.) 
See Attached Page

-Tepared by: Hichard bmerman
Division: Alaska Energy Authority

"Piiorie:— 55T7B7T
Date: 2/19/93

Approved by Commissioner: Paul Fuhs
tAgency: Commerce and Economic Developn Date:

Rev 11/92
dgl/089(n.aea

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information call the Governor’s Legislative Office
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FISCAL NOTE

STATE OF ALASKA BELL NO. SB 106
1993 LEGISLATIVE SESSION

ANALYSIS: (continued)

The fiscal note assumes the following:

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

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

3. 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 bonds 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.

4. The Energy Authority is expected to build the Tyee-Swan intertie rather than contract with 
a local utility to build it. Additional positions are shown consistent with Energy Authority

l construction of a major project. A project manager, half-time environmental and right-of-way
position, and administrative assistant are shown for the first two years. To these are added 
two 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. Overhead is shown at 60 percent of 
personal services costs.

5. 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 o f _2
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(in accordance with Unifor

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, 
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N e w  Title S a m e  Title Previous F N  

F N  O F N  T o

Rules Calendar( ) C S  A M  Other

N e w  Title S a m e  Title Previous F N  

_____F N _____ O F N

R e a d  second time

C S  A d o p t e d  ( ) N e w  Title

A m e n d e d  A d v a n c e d

R e a d  third time

Letter of Intent adopted

R e t u r n  to second for specific a m e n d m e n t

P A S S E D  E F D  S a m e ___ or

Y e a s  Y e a s  

N a y s  N a y s  

Ex c u s e d  E xcused 

Absent Absent 

Reconsideration 

Reconsideration not taken u p

P A S S E D  E F D  S a m e ___ or

Y e a s  Y e a s  

N a y s  N a y s  

Excusiid Ex c u s e d  

Absent Absent

Reported correctly engrossed 

Signed b y  President, to H o u s e

Secretary of the Senate
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Intent adopted

Reported correctly engrossed, signed b y  the Speaker 
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STATE OF ALASKA
1S93 LEGISLATIVE SESSION

FISCAL NOTE
BILL NO. SB 111

Revision Date:_____________________________________________Dept. Affected:_________Administration
Title: An Act establishing the defined contribution plan fo r  BRU: Retirement and Benefits
public employees: requiring the preparation of certain actuarialComponent: Retirement and Benefits
va luations .................................................................
Sponsor:  Senate Finance Committee_____________
Requestor:  COMPONENT SERIAL NO.  64
Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 94 FY95 FY96 FY97 FY 98 FY 99
PERSONAL SERVICES 1091.6 1091.6 1091.6 1091.6 1091.6 1091.6
TRAVEL 120 6.0 6.0 60 6.0 6.0
CONTRACTUAL 10813 779.8 10005 1377.6 13942 1561.7
SUPPLIES 72 6.0 6.0 6.0 6.0 6.0
EOUIPMENT 297.4 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS. CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 2439.2 1883.4 2104.1 2481.2 2497.8 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 1883.4 2101.1 24812 24978 0
1005 GF/Program Receipts o 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 2497.8 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 current year (FY93) impact: $ zero

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 5-6.

Prepared By: , Robert F. Stalnakcr /< Phone:________ 465-4470
Division: Retirement and Benefits / /  Date: March ?0.1993
Approved by Commissioner: Nancy Bear Useta /V  / ? / (  __— _______  Date:
Agency:______________ _______ Department orAdministration________________

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE 
For further distribution information call the Governor's Legislative Office

Rev 11/92 Page 1 of___6



Senate B ill 111 
Fisca; N o te  A na lys is  

P rep a red  by D iv is ion  o f  R e tirem en t and  Benefits 
D ep a rtm en t o f  A dm in is tra t io n  

M arch 30, 1993

A na lys is : This b ill p roposes  a new  re tirem ent system  fo r  p ub lic  em p loyees and  teachers. The
existing Pub lic  Em p loyees' (PER S ) and  Teachers' (TRS ) R e tirem en t System s w o u ld  be c losed to 
new  entrants. A ll state em p loyees , and a l l pub lic  em p loyees and  teachers o f  p a rtic ipa ting  
em p loye rs , firs t h ired  on  o r  a fte r J u ly  1, 1993 w ou ld  pa rtic ipa te  in the n ew  re tirem en t system : the 
D efined  C on tribu tion  R e tirem en t P lan  (D C R P ). The D C R P  estab lishes d e fin ed  con tribu tions to 
be pa id  by both the em p lo y e r and the em p loyee .

This fiscal note rep resen ts the adm in stra tive  costs associated w ith  estab lish ing  a new  re tirem en t 
p lan  and is based on  the fo llow in g  assum ptions:

* The cu rren t PERS  B oa rd  w i ll ove rsee the D C RP
* The adm in is tra tion  o f  the D C R P  w ill be in the D iv is io n  o f  R e tirem en t & Benefits
* The p roposed  le v e l o f  s ta ffin g  is needed to adm in is te r the D C R P
* The cu rren t le v e l o f  PERS and  TRS sta ffin g  w ill con tinue in  the sh o rt ru n  and  is

estim ated to begin decreasing a fte r app rox im a te ly  six years
* The adm in is tra tion  o f  the D C R P  is subject to the A la ska  p ro cu rem en t code and

p e rson n e l ru le s
* Partic ipan t d irected reco rd keep ing  w ill be m ain ta ined  by a con tracting  reco rd keepe r
* There w ill be an  in -house  data p rocessing  system  to co llec t con tribu tion s , transm it

con tribu tions to reco rd keepe rs  and  aud it accounts
* C u rren t em p lo ye rs  in  the PERS  and TRS w ill a lso  partic ipate  in the D C R P
* D C R P  m em bersh ip  w i ll g row  based on the tu rn ove r rates o f  the PERS  and  TRS and

assum ing a 3%  p e r y e a r p opu la tion  g row th  rate fo r  PERS and  a 1%  ra te  fo r  TRS
* The e ffective date  o f com m encem ent is Ju ly  1, 1993
* A pp rox im a te ly  20% o f the cu rren t PERS and TRS m em bers w i ll tran s fe r the ir

con tribu tions to the D C R P  w ith in  the firs t yea r
* The em p lo ye r ra te  w ill be 9.65%
* The em p loyee  ra te  w i ll be 6 .75%
* The cu rren t PERS  and  TRS  system  assum ptions w i ll con tinue o v e r the next 25 years

* A start up time o f at least five years w ill be required. Contributions in the first few  years
w ill be in su ffic ien t to cover the adm instrative charges. During start up the state 
would pay the adm inistrative costs from the general fund. Thereafter, the DCRP 
would be se lf su ffic ien t 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 175.5
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 III 51.3
2 Accounting Technician II 45.3
2 Accounting Clerks El 75.6
1 Accounting Clerk E 34.6
1 Clerk IV 37.8
2 Clerks EE 67.2
1 Micrographics Equipment Operator 42.0
1 Program m er/A nalyst V 71.4
1 Program m er/A nalyst EI/IV 63.6
1 Program m er/Analyst I /E

Total Personal Services Cost....................
48.8

$1091.6 1091.6

TRAVEL
Traveling to various locations throughout 
the state to counsel members 
Additional Board travel to establish DCRP 

Total Travel Costs.........................................

6.0
6.0

6.0
0.0

12.0 6.0

CONTRACTUAL
Computer system design 500.0 0
Actuarial consulting, independent audit,

recordkeeping, and investment management 477.4 726.2
Com puter services 28.8 28.8
Printing, postage 15.0 15.0
Telephone service for 24 permanent phones 4.8 4.8
Long distance call expense SO SO

Total Contractual Costs........................................................ 1031.3 779.8

Page 3 of 6



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 7.2 6.0

EQUIPMENT
24 Work stations 72.0
30 Chairs 12.0
24 Personal computers 132.0
Other office equipment (calculators, etc.) 12.0
24 Phones (1100/instrument) 26.4

Imaging equipment 25.0
1 Computer Output Printer 18.0

Total Equipment Cost 297.4 0.0

TOTAL Cost  $2439.2 $1883.4

Page 4 of 6



13

Senate B ill 111 
R e tirem en t System  F in anc ia l Im pact 

P repa red  by D iv is ion  o f  R e tirem en t & Benefits 
D epa rtm en t o f  A dm in is tra t io n  

M arch  30 , 1993

Estab lish ing  a new  re tirem en t system  w i ll h ave  an im pact on  the fu tu re  em p lo y e r con trib u tion  
rates o f  the PERS and  TRS. The affect o f  c losing  the PERS and TRS to new  entrants w i l l be an 
increase in  the em p lo y e r con tribu tion  rates o v e r  the lo ng  term  as the PERS  and TRS cove red  
sa laries dec line . The o v e ra ll con tribu tions w i ll ,  o f  course , decrease as the am oun t o f  
con tribu tion s to the D C R P  increase.

The chart on  the next page show s, in  one co lum n , the anticpated. am oun t o f  em p lo y e r 
con tribu tions to the PERS  and TRS o v e r the next 25 years assum ing  no  changes to the re tirem en t 
system s; and , in the second co lum n , the am oun t o f  an tic ipated  em p lo y e r con tribu tions to  the 
D CRP  and  to the PERS  and TRS u nd e r SB 111 w ith  the PERS  and  TRS system s c losed to new  
entrants. The t la rd  co lum n  show s the net d iffe rence  in  the estim ated  am oun t o f  em p lo y e r 
con tribu tions on a system w ide basis w ith  the passage o f  SB 111.

The in it ia l a ffect to the new  system  w ill be to increase com b ined  net em p lo y e r con tribu tions fo r  
the firs t 14 years ; the rea fte r, the com bined con tribu tions w i ll dec line and  the savings s h ou ld  g row  
yearly .

The g raph  at the b o ttom  o f  page 6 d isp lays the a ffect o f  SB 111 w hen com pared  to the cu rren t 
actuaria l p ro jec tions o f  con tribu tions to the PERS  and  TRS w ith  n o  changes to those system s.

The fig u res w ere p rodu ced  by the PERS and TRS  actuary  assum ing  g row th  rates o f  the D C R P  
equa l to those o f the PERS  (3% ) and  TRS (1% ).

Page 5 of 6



Senate B ill 111 
R e tirem en t System  F in an c ia l Im pact 

P rep a red  by D iv is io n  o f  R e tirem en t & Benefits 
D epa rtm en t o f  A dm in is tra t io n  

M arch  30 , 1993

Calendar NO SB 111 passage 
Year Projected PERS & TRS 

Future Employer cost 
in (000‘s)

SB 111 
DB&DC

in (000 's )

Difference Between 
Employer cost with 
SB 111 and without 

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)

NO SB 111 
passage

1 2 0 0 0 0 0
1 0 0 0 0 0 0
P00000
600000
400000
2 0 0 0 0 0

CO CD co CM in CO •*- rr 1̂CO CO CO o o o v— T— ,—
CO CO CO o o o o o o,— T“ T- CM CM CM CM CM CM
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FISCAL NOTE
STATE OF ALASKA
1993 LEGISLATIVE SESSION
Revision Date:____________________________________________ Dept. Affected:_
Title: An Act establishing the defined contribution plan for BRU: 
public employees: requiring the preparation of certain actuarialComponent: 
valuations ................................................................

BILL NO.CS SB 111 (fin)

Administration
Retirement and Benefits
Retirement and Benefits

Sponsor:
Requestor

Senate Finance Committee
COMPONENT SERIAL NO. 64

Expenditures/Revenues: (Thousands of Dollars)
OPERATING FY 94 FY 95 FY% FY97 FY98 FY 99

PERSONAL SERVICES 349j6 811.1 811.1 811.1 811.1 811.1
TRAVEL 120 60 60 i ) 6.0 6.0
CONTRACTUAL 580.4 323.1 597.9 8443 10673 12753
SUPPLIES 72 60 6 0 60 6.0 6.0
EOUITMENr 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 0
TOTAL OPERATING 1180.4 1146.2 1421.0 1667.4 1890.4 2098.9

CAPITAL 1 o 1 0 1 0 0 0 0

REVENUE FUND SOURCE: | 0 0 o 0 _ . 0 -._—
0

FUNDING :
1002 Federal Receipts 0 0 0 0 0 0
1003 GF Match 0 0 0 0 0 0
10MGF 1180.4 11462 14210 1667.4 1890.4 0
1005 GF/Program Receipts 0 0 0 0 0 0
1006GF/MHI1A 0 0 0 0 0 0
Other 0 0 0 0 0 2098.9
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 current year (FY93) impact $_ zero

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 cosis is found on pages £1-6.

C  4 — /
A / t tU A :  d tZ iLPrepared By: 

Division:
Robert F. Stalnaker 
Retirement and Benefits

Phone: 4634470

Approved by Commissioner 
Agency:

Nancv Bear Usera

Date: April 2.1993

Pate:______________
Department of Administration

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE
For further distribution information call the Governor"!! Legislative Office

Rev 11/92 Page 1 of___£
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Finance C om m ittee  Substitu te fo r  Senate B ill 111 
F iscal N o te  A na lys is 

P repa red  b y  D iv is io n  o f  Retirem en t and  Benefits 
D ep a rtm en t o f  A dm in is tra tion  

A p r i l 2 ,1 9 9 3

A na ly s is : Th is b i l l p roposes a n ew  re tirem en t system  fo r  pub lic  em p loyees and  teachers. The
existing  Pub lic  Em p loyees' (PER S ) and  Teachers ’ (TRS ) Retirem en t System s w ou ld  be c losed  to 
new  en tran ts . A l l teachers o f  p a rtic ipa ting  em p lo ye rs  firs t h ired  on  o r a fte r Ju ly  1, 1994 w ou ld  
partic ipa te  in the n ew  re tirem en t system : the D e fin ed  C on tribu tion  P la n  (D C R P ). A l l state 
em p loyees , and  a l p ub lic  em p loyees o f  p a rtic ipa ting  em p loye rs , firs t h ired  on  o r  a fte r January  1, 
1995 w o u ld  pa rtic ipa te  in  D C RP . The D C R P  estab lishes de fined  con tribu tions to be p a id  by both  
the em p lo y e r and  the em p loyee .

This fisc a l no te  rep resen ts  the adm in is tra tiv e  costs associated w ith  estab lish ing  a new  re tirem en t 
p lan  and  is based  o n  the fo llow in g  assum ptions:

* The cu rren t PERS  B oa rd  w i ll ove rsee  the D C R P
* The adm in is tra t io n  o f  the D C R P  w ill be in  the D iv is ion  o f R e tirem en t & Benefits
* The p ro p o se d  le v e l o f  s ta ffin g  is needed  to adm in iste r the D C R P
* The cu rren t le v e l o f  PERS  and  TRS s ta ffin g  w i ll con tinue in  the sho rt ru n  and  is

estim ated  to begin decreasing a fte r ap p rox im a te ly  six years
* The adm in is tra t ion  o f  the D C R P  is sub ject to the A la ska  p rocu rem en t code and

p e rs o n n e l ru le s
* P a rtic ip an t d irec ted  reco rd  keep ing  w i ll be m ain ta ined  b y  a con tracting  reco rd  keeper
* The re  w i l l be an  in -h ouse  d a ta  p rocess ing  system  to co llect con tribu tions , transm it

con tribu tion s to reco rd  keepers and  aud it accounts
* C u rre n t em p lo y e rs  in  the PERS  and  TRS  w i ll a lso  partic ipate in the D C R P
* D C R P  m em be rsh ip  w i ll g row  based on  the tu rn ove r rates o f  the PERS and  TRS and

assum ing  a 3%  p e r y e a r p o p u la t io n  g row th  rate fo r  PERS  and  a 1% ra te  fo r  TRS
* The e ffe c tive  date o f  com m encem ent is Ju ly  1 ,1 9 9 4  fo r  teachers and  January  1, 1995 fo r

state an d  p o lit ic a l subd iv is ion  em p loyees
* C u rre n t m em bers o f  the PERS  and  TRS  m em bers cannot jo in  the D C R P
* The em p lo y e r ra te  w i ll be 5 .0%
* T he em p lo y ee  ra te  w i ll be 4 .5%
* The cu rren t PERS  and  TRS  system  assum p tion s w ill con tinue o v e r the next 25 years
* The fisca l n o te  assumes a p a rtic ip a tion  le v e l w h ich  w ill increase o ve r tim e; any

a d d it io n a l s ta ffin g  needs w i ll be add ressed  in  the fu tu re .

* A start up time of at least five years w ill be required. Contributions in the first few years
w ill be insufficient to cover the administrative charges. During start up the state
would pay the administrative costs from the general fund. Thereafter, the DCRP
would be self sufficient and able to pay its own operating expenses.
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F inance C om m ittee  Substitu te fo r  Senate B ill 111 
F iscal N o te  Ana lys is 

P re p a red  b y  D iv is ion  o f  Retirem ent and  Benefits 
D ep a rtm en t o f  A dm in is tra tion  

A p ri l 2 ,1 9 9 3

The to ta l estim ated  adm in is tra tiv e  cost to the d iv is ion  b y  fiscal yea r is as fo llow s :

P E R SO N A L  SERV IC ES

1 R e tirem en t &c Benefits M anage r 
1 R e tirem en t Spec ia lis t m  
1 R e tirem en t Spec ia lis t I / E  
1 R e tirem en t Techn ic ian  I / E  
1 Accorn cant E l
1 A ccoun ting  Techn ic ian  IE
2  A ccoun ting  Techn ic ian  E  
2 A ccounting  C le rk s  E l
1 A ccoun ting  C le rk  E
1 C le rk  IV
2  C le rk s  IE
1 M ic rog raph ic s E qu ipm en t O pe ra to r 
1 P ro g ra m m e r/A n a ly s t  V  
1 P ro g ram m e r/A n a ly s t  E l/T V

Tota l P e rso n a l Services C o s t ......................... .

T R A V E L
T ra v e lin g  to  v a r io u s  lo ca tion s  th ro u g h ou t 
the state to counse l m em bers 
A d d itio n a l B oa rd  tra v e l to estab lish  D C R P  

T ota l T ra v e l C osts .................................................

C O N T R A C T U A L
C om pu te r system  design  400 .0 0
A c tua ria l c on su ltin g , in d ep end en t aud it,

re co rd  keep ing , an d  in ves tm en t m anagem  .it 125.0 270.9
C om pu te r serv ices 28.8 28.8
P rin tin g , p ostage 20.0 15.0
T e lephone  se rv ice  fo r  p h on es  1.6 3 .4
L ong  d istance c a ll expense 5 / ) 5.0

T o ta l C on trac tu a l C osts ..........................................................................$ 580 .4  $323.1

6.0
6.0

6.0
0.0

$12 .0 $6.0

FY  94 FY 95

66.7
58.5

43.9

22.6

33.6 
21.0
55.6
47 .7

66.7
58.5
51.3
42.0
58.5
51.3
90.6
75.6
34.6
37 .8  
67.2
42.0
71.4
63.6

$349 .6 $811.1
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Finance C om m ittee  Substitu te fo r  Senate B ill 111 
F iscal N o te  A na lys is 

P rep a red  b y  D iv is io n  o f  R etirem en t and  Benefits 
D ep a rtm en t o f  A dm in is tra tion  

A p r i l 2 ,1 9 9 3

FY  94
SU PPL IE S

O ffice  supp lie s  $7.2

E Q U IP M E N T
17 W o rk  s ta tion s 52.0
30 C ha irs  12.0
17 P e rson a l com pu te rs  93.5
O the r o ffic e  equ ipm en t (ca lcu la to rs , etc.) 12.0
17 Phones (1 1 0 0 / in s t ru m e n t ) 18.7

Im ag in g  equ ipm en t 25.0
1 C om pu te r O u tp u t P rin te r 18.0

T o ta l E qu ipm en t C ost $231.2

TO TA L  C ost.................... $1180.4

FY 95

$6.0

0 j0

$1146 .2
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Finance C om m ittee  Substitu te fo r  Senate B ill 111 
R e tirem en t System  F inanc ia l Im pact 

P re p a red  b y  D iv is io n  o f  R e tirem en t & Benefits 
D epa rtm en t o f  A dm in is tra t ion  

A p ri l 2 ,1 9 9 3

Estab lish ing  a n ew  re tirem en t system  w i ll h ave  an im pact on  the fu tu re  em p lo y e r con tribu tion  
rates o f  the PERS  an d  TRS . The affect o f  c los ing  the PERS and  TRS to new  en tran ts w ill be an 
increase in  the PERS  and  TRS em p lo y e r con tribu tion  rates o v e r the lo n g  term  as the PERS and 
TRS cove red  sa la rie s  dec line . T he o v e ra ll state con tribu tions , h ow eve r, w ill decrease as the 
am oun t o f c on trib u tion s  to the D C R P  increase.

The chart on  the n ex t page show s, in one  c o lum n , the an tic ipated  am oun t o f  em p lo y e r 
con tribu tions to  the PER S  and  TRS o v e r the n ex t 25 yea rs assum ing  n o  changes to the re tirem en t 
system s; and , in  the second  c o lum n , the am oun t o f  an tic ipated  em p lo y e r con tribu tions to the 
D C R P  and  to the PERS  and  TRS  u nd e r SB 111 w ith  the PERS and  TRS system s c losed  to new  
en tran ts . The th ird  c o lum n  show s the net d iffe rence  in  the estim ated  am oun t o f  em p lo y e r 
con tribu tions o n  a system  w id e  basis w ith  the passage o f  SB 111.

The in it ia l e ffect o f  the new  system  w i ll be to increase com b ined  net em p lo y e r con tribu tions fo r 
the f irs t 2  years ; th e rea fte r, the com b ined  con tribu tions w i ll dec line and  the sav ings sh ou ld  g row  
yea rly .

The g raph  at the b o ttom  o f  page 6 d isp lays the a ffe c t o f  SB 111 w hen  com pared  to  the cu rren t 
ac tu a ria l p ro jec tions o f  con tribu tion s to  the PERS  and  TRS w ith  n o  changes to those systems.

The figu res w ere o ro d u c ed  b y  the PERS  and TRS  actuary  assum ing  g row th  rates o f  the D C R P  
equa l to  those o f  t i e  PERS  (3% ) and  TRS (1% ).

The State o f  A la sk a  s h ou ld  experience ap p ro x im a te ly  40%  o f  the net e ffect due to it's num ber o f  
em p loyees . As an exam p le , in y e a r tw o , the chart show s an increase in net cost by $795 ,067 . The 
state's share o f  th a t inc rease w o u ld  be estim ated  to  be $318,027, In  yea r fiv e , the chart show s an 
estim ated sav ings to the systems' em p lo ye rs  o f  ap p rox im a te ly  $8 ,903.311 . The state's share o f  
that sav ing s is e s tim a ted  to b e  S3.561.324.
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Finance C om m ittee  Substitute fo r  Senate B ill 111 
R e tirem en t System  F inancia l Im pact 

P re p a red  by D iv is ion  o f R etirem en t & Benefits 
D epa rtm en t o f  A dm in is tra tion  

A p ril 2, 1993

F isca l NO SB 111 passage DB + DC5%
Year Projected PERS & TRS at .05 Emp

Future Employer cost Cost

Difference Between 
Employer cost with 
SB 111 and without

1
2
3
4
5
6
7
8 
9

1 0 
1 1 
1 2
13
14
15 
1 6 
1 7 
1 8 
1 9 
2 0  
21 
2 2
23
24
25

$106 
$223 
$233 
$244 
$255 
$271 
$289 
$309 
$329 
$348 
$374 
$400 
$433 
$465 
$495 
$536 
$578 
$638 
$692 
$743 
$771 
$832 
$924 
$1 ,n05 
$1,093

,323,000
,117,000
,461,000
,149,000
,880,000
,857,000
,554,000
,765,000
,559,000
,2 1 2 ,0 0 0
,817,000
,591,000
,476,000
,500,000
,637,000
,973,000
,576,000
,094,000
,767,000
,883,000
,447,000
,6 8 6 ,0 0 0
,351,000
,367,000
,134,000

$109,482,661
$223,912,067
$228,093,725
$236,531,093
$246,976,689
$256,639,021
$265,389,870
$270,872,202
$276,760,052
$283,273,383
$294,805,088
$307,605,275
$313,676,979
$320,854,166
$328,298,870
$344,001,492
$362,739,632
$376,043,772
$388,146,912
$399,602,052
$423,675,772
$448,515,974
$470,999,694
$491,847,415
$508,262,617

$3,159,661 
$795,067 

($5,367,275) 
($7,617,907) 
($8,903,311) 
($15,217,979) 
($24,164,130) 
($38,892,798) 
($52,798,948) 
($64,938,617) 
($80,011,912) 
($92,985,725) 
($119,799,021) 
($144,645,834) 
($167,338,130) 
($192,971,508) 
($215,836,368) 
($262,050,228) 
($304,620,088) 
($344,280,948) 
($347,771,228) 
($384,170,026) 
($453,351,306) 
($513,519,585) 
($584,871,383)

1 2 0 0 0 0 0 0 0 0  ■ 
1 0 0 0 0 0 0 0 0 0  
800000000 • 
600000000 ■ 
400000000 ■ 
2 0 0 0 0 0 0 0 0
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N E A - A l a s k a
Affiliated with the National Education Association

NEA-ALASKA POSITION PAPER 
SB 111

SB  111: An Act establishing the defined contribution retirement plan for public employees; requiring the preparation of certain actuarial valuations and actuarial and financial experience analyses 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 adjustment; and providing for an effective date.
NEA-A laska opposes th is  leg isla tion as a regressive approach tow ard  caring fo r those educational 
em ployees w h o  serve our public education ins titu tions. The curren t defined bene fit plan ties  a 
prom ised bene fit to  the earnings o f the  employee, fac to rs  in length o f service and fo r vested 
em ployees pays a percentage o f the  em ployees final average salary. A defined con tribu tion  plan 
pays bene fits  at re tirem ent based on m oney accum ulated in the em ployee 's re tirem en t account. 
Changing from  a defined bene fit re tirem ent program to  a defined con tribu tion  re tirem ent plan 
w ou ld  create  a g reater burden on educational employees to  manage long-term  personal financia l 
resources because defined benefit plans are not designed to  spec ifica lly  provide sta ted  re tirem ent 
bene fit levels.

A defined  bene fit plan provides the ab ility  fo r the em ployer to  design plans tha t a tte m p t to  sa tis fy  
sta ted  re tirem en t incom e objectives fo r vested employees. A  defined con tribu tion  plan outlined in 
SB 111 w ill take em ployer and em ployee contribu tions and fo r all p ractica l purposes, allocate 
these co n tribu tio ns  to  ind ividual accounts. Under th is  approach there is no w a y  o f know ing  in 
advance the  e xac t am ount o f assets th a t w ill be in the em ployee 's account at re tirem ent. The 
size o f the  accoun t w ill be a ffec ted  by the am ounts contribu ted , the im pact o f investm en t gains 
or losses and the  value o f rea llocated benefit fo rfe itu res.

NEA-A laska believes th a t defined con tribu tion  plans should be used to supplem ent an existing 
defined bene fit p lan. W e w ou ld  support such a program.

This b ill, w h ile  based on good in ten tions, only sets up a second bureaucracy to  manage another 
bene fit plan w h ich  w ill like ly  o ffe r no be tte r means fo r providing and managing fo r re tirem ent 
needs o f educationa l em ployees than the current system . If the in ten t o f SB 111 is to  trim  or 
red irec t the  s ta te ’s fu tu re  re tirem ent obligation, it should not be accom plished on the backs o f 
those w h o  w ill begin w o rk  next year. There are be tte r w ays to  utilize re tirem ent options to  a ffe c t 
savings.

G enerally the  reasons m any organizations consider changing from  defined benefit packages to  
defined co n tribu tio n  re tirem ent benefits  have to do w ith  fear o f large unfunded liab ilities. By 
lim iting  the  em ployers ' m axim um  con tribu tion , such organizations believe they  can contro l and 
con ta in  costs . A  defined bene fit plan can m inim ize unknow n cos t com m itm en t by pro jecting  
fu tu re  in te res t earnings, m o rta lity  rates, personnel tu rnover and salary increases thus, they 
a tte m p t to  estab lish a reasonable level funding patte rn . M oreover the re tirem ent system  boards 
and m anagers should be evaluating the defined benefit p lan 's assets and liab ilities at least 
annually a llow ing  fo r con tribu tion  ad justm ents 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 s h ift to  a defined con tribu tion  plan is very u na ttra c tive  because it erodes 
benefits . The courts  have considered re tirees ' defined benefits , under some c ircum stances, as 
vested benefits  th a t canno t be taken aw ay. C urrent public and educationa l em ployees have been 
paying in to  the  system  w ith  the expecta tion  th a t the y  w ill have a guaranteed level o f benefits 
upon re tirem ent. C reation o f a tw o  tie r system , NEA-Alaska believes, w ill be con fus ing  and 
d ivisive because em ployees w ou ld  con tinua lly  com pare the bene fits  associated w ith  the  tw o  
plans.

W e are concerned about the  a ffe c t th is  change w ill have on the overall s ta b ility  and soundness o f 
the  cu rren t defined bene fit plan. SB 111 provides th a t beginning in the 9 3 -9 4  school year new  
hires w ill enter the  defined con tribu tion  plan. W ha t w ill the actuaria l im pact be in the short and 
long term  to  the cu rren t system ? W ill em ployees in the cu rren t plan be fo rced  to  increase the ir 
con tribu tion  in the system  in order to  con tro l an increase in unfunded liab ility  to  the  defined 
bene fit plan?

It appears th a t in vestm en ts  made under the  defined con tribu tion  plan w ill be made by a com pany. 
W e feel th a t under the  plan it w ill be too  easy fo r the  em ployer to  no t be concerned about fu tu re  
im pact poor in vestm en ts  w ill have. Risk to  the em ployer is m in im ized since the em ployer is 
required to  only pay an established am ount (9 .65% ) on a regular basis. In our defined benefit 
plan the risk is shared because the goal o f the plan is to  pay fo r prom ised benefits .

W e urge the  C om m ittee  to  vo te  aga inst SB 111 . D o n 't make A laska the  f irs t s ta te  to  require a 
defined con tribu tion  plan fo r em ployees.

3 /5 /9 3
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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 1:
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

A M E N D M E N T
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su b d iv is io n  th a t has chosen to p a rtic ip a te  in  the system "

Page 16, line 29, after "1993,":
Insert "and  fo r  an em ployee h ire d  a fte r th a t date w ho is em ployed bv a p o litica l 

su b d iv is io n  th a t has chosen to  p a rtic ip a te  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 " o r w h o  was f ir s t  h ire d  a fte r th a t date bv a p o lit ic a l su b d iv is io n  th a t has 

chosen to  p a rtic ip a te  in  the system ,"

Page 18, line 13, after "is”:
Insen " , in e ith e r case."

8-LS0397NJ.1
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LEGISLATIVE BUDGET AND AUDIT COMMITTEE
D ivision o f  L egislative A udit

P.O. Box 113300 
Juneau, AK 99811-3300 

(907) 465-3830 
FAX (907) 465-2347M E M O R A N D U M

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 o f Administration, Teachers’ 
Retirement System, Review o f 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
Audit Committee

-2- February 12, 1993

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 (PRPA) feature in the pension plan. Alaska Statute 
14.25.143 was repealed and reenacted to read, in part:

(a) Once each year, the administrator shall increase benefit payments to 
eligible disabled members, to persons age 60 or older receiving benefits 
under this system in the preceding calendar year, and to persons who 
have received benefits under this system fo r at least eight years who 
are not otherwise eligible fo r an increase under this section.

(b) The increase in benefit payments applies to total benefit payments 
except fo r the cost-of-living allowance under AS 14.25.142. The 
amount o f the increase is a percentage of the current. enefit equal to

(1) the lesser o f 75 percent o f the increase in the cost of
living in the preceding calendar year or nine per cent, for 
recipients who on July 1 are at least 65 years old and 
fo r members receiving disability benefits; and

(2) the lesser o f 50 percent o f the inc> ease in the cost o f
living in the preceding calendar year or six percent, fo r
recipients who on July 1 are at least 60 but less than 65 
years old or fo r recipients who on July 1 are less than 
60 years old but who have received benefits from the 
system fo r 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 approximately $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 in a net increase 
in unfunded liabilities between 1989 and 1990 of approximately $156 million. The actuary

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT
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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.
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1 9 9 3  L E G IS L A T IO N  
P O S IT IO N  P A P E R  

D E P A R T M E N T  O F  A D M IN IS T R A T IO N

B ill No.: SB 111

B i l l  T i t le :  "A n  A ct e s ta b lis h in g  th e  d e fin e d  c o n t r ib u t io n  r e t i r e m e n t  p la n  fo r  
p u b lic  em p lo y e e s : r e q u ir in g  th e  p re p a ra t io n  o f  c e r ta in  a c tu a r ia l v a lu a t io n s  
a n d  a c tu a r ia l a n d  f in a n c ia l e x p e r ie n c e  a n a ly s e s  o f  th e  te a c h e rs ' r e t i r e m e n t

S e n a te  B i l l  1 1 1  p ro p o s e s  to  a d d  a  th i rd  t ie r  to  th e  S ta te 's  r e t i r e m e n t  
s y s tem s  b y  e s ta b lis h in g  a  d e fin e d  c o n t r ib u t io n  p la n . P re s e n t ly , th e  
r e t i r e m e n t  s y s tem  a d m in is te r s  a  d e fin e d  b e n e fi t  p la n , w h ic h  p a y s  a  
p re d e te rm in e d , g u a ra n te e d  le v e l o f  b e n e fi t s  to  p la n  p a r t ic ip a n ts  u p o n  
re t ir e m e n t . T h e  p re s e n t  s y s tem  h a s  d i f fe re n t  b e n e f i t  p la n s  f o r  em p lo y e e s  
h ire d  b e fo re  a n d  a fte r  J u ly  1 9 8 6 . T h e  d e fin e d  c o n t r ib u t io n  p la n  p ro p o s e d  in  
S B  1 1 1  w o u ld  in s te a d  g u a ra n te e  th e  e m p lo y e r 's  le v e l o f  c o n t r ib u t io n s  to  th e  
p la n , a n d  th e  p la n 's  b e n e fits  w o u ld  d e p e n d  u p o n  th e  v a lu e  o f  a n  in d iv id u a l 
em p lo y e e 's  a c c o u n t  a t  re t i r e m e n t . U n d e r  th e  b i l l ,  p a r t ic ip a t io n  in  th e  
d e fin ed  c o n t r ib u t io n  p la n  w o u ld  b e  m a n d a to ry  f o r  n ew  S ta te  em p lo y e e s . 
C u r r e n t  em p lo y e e s  c o u ld  e le c t e i th e r  to  c o n t in u e  u n d e r  th e  c u r r e n t  p la n  o r  
c o n v e r t  to  th e  n ew  p la n .

A lth o u g h  w e a re  c o n t in u in g  to  a n a ly z e  th e  s p e c if ic  r a m i f ic a t io n s  o f  m o v in g  to 
a  d e fin e d  c o n t r ib u t io n  p la n , th e  d e p a r tm e n t  s u p p o r t s  th e  d e fin e d  
c o n t r ib u t io n  c o n c ep t. I t  w o u ld  s ta b i liz e  th e  S ta te 's  p e n s io n  c o s ts , w h ic h  
n ow  f lu c tu a te  b a se d  o n  a c tu a r i ly  d e te rm in e d  n e e d s  to  fu n d  th e  g u a ra n te e d  
b e n e fits . In  a d d it io n , a  d e fin e d  c o n t r ib u t io n  p la n  w o u ld  n o t  h a v e  th e  
r e s id u a l lia b i li t ie s  a s s o c ia te d  w ith  p la n s  w h ic h  g u a ra n te e  a  b e n e fi t  le v e l. It  
w o u ld  a ls o  p ro v id e  in c re a s e d  p o r ta b i li t y  o f  th e  c o n t r ib u t io n s  i f  a n  em p lo y e e  
w ish ed  to  t r a n s fe r  th em  to  a n o th e r  e m p lo y e r  p la n . U n d e r  th e  p re s e n t  
s y s tem , se rv ic e  m a y  be t r a n s fe r r e d  o n ly  w ith in  th e  p a r t ic ip a t in g  A la s k a  
p u b lic  e m p lo y e rs . D e fin e d  c o n t r ib u t io n  p la n s  a re  w id e ly  u s e d  in  th e  p r iv a te  
s e c to r  w h e n  p e n s io n  p la n s  a re  p ro v id e d .

T h e  d e p a r tm e n t  is  p re s e n t ly  a s s e s s in g  th e  sp e c ific  im p a c ts  th e  p la n  
p ro p o s e d  u n d e r  S B  1 1 1  w o u ld  h a v e  o n  e m p lo y e r  c o s ts , em p lo y e e  p e n s io n  
b e n e fits , a n d  th e  c o n t in u e d  s o lv e n c y  o f  th e  p re s e n t  re t i r e m e n t  s y s te m s .
T h is  a s s e s sm e n t  is  n e c e s s a ry  in  o rd e r  to  d e v e lo p  m e a n in g fu l f is c a l 
p ro je c t io n s  a s  w e ll a s  to  e v a lu a te  th e  s t r u c t u r a l e ffe c ts  o f  s u c h  a  c h an g e .

sy s tem  . . .

Signature:
NC o m m is s io 'n e r
Departm ent of Adm in is tra tion

S B  H I



Senate B ill 111 
Recom mended Changes

Section 1

AS 39. Chapter 38.
0 1 0  Change effective date-- January 1, 1995 fo r PERS and 

Ju ly 1, 1994 fo r  the TRS . This would provide time for 
many things; developing the plan document and getting an IRS 
tax qualification.

0 2 0 No separate B oa rd— The DCRP board should consist o f either 
a composite oi ‘he PERS and TRS boards or both boards 
combined.

0 4 0 Unnecessary without a new board—  amend 14.25 and
39 .35 to identify the add itiona l duties o f the boards.

0 5 0 Change lines 6 & 7 page 3 to r e a d -  "retirement plan as 
are provided in AS 39 .30 .175  fo r  the state Supplemental 
Benefits P lan . The first priority fo r investment o f assets is 
with the investment"

1 0 0  U nc lea r about which em p loyers, besides the state, a re 
requ ired  to partic ipate . C u rren t ly , TRS  employers are 
requ ired to partic ipate in the T RS .

1 1 0  Delete Sec. 39.38.110 (a ), (b ), (c ), (d ), and (e) b eg in n in g  
on line 13, page 4 and replace with—  A person who is a 
member o f a state retirem ent system o r who was firs t 
hired under a state retirem ent system p rio r to 
Ju ly  1, 1994 i f  having partic ipated under AS 14,25. o r 
January  1, 1995 i f  having partic ipated under either 
AS 39. 35. o r under AS 22.25.



1 3 0  (b ) Change lines 5 and 6, page 6 to re a d -  "paid from  
allocated federal funds, is included in the plan if the council 
elects to partic ipate as an employer under the p la n ."
(d ) Delete this subsection — Rem ove NEA, since they are 
currently in e lig ib le to participate in any o f the state retirement 
p lan s.

(0 Delete this subsection— on ly makes sense in the PERS

2 1 0  (a ) Change line 31 page 6 to read—  "participating in the 
plan an amount equal to 5 percent o f the em p loyee's

There are several issues pertaining to the amount o f em ployer 
and em p loyee contributions a llow ab le that w e intend to d iscuss 
with the com m ittee during testim ony.

(b ) Change lines 3 through 6 page 7 to read—  "amount eq u a l 
to 4 .5 percent o f the employees' compensation.
(d) add language at the end o f line 11 page 7 •• " The 
payments sha ll be made from  accounts established by 
the adm in istra tor on beha lf o f  each member. These 
accounts sha ll consist o f a ll em ployer contributions 
made on beha lf o f the employee as specified in (a ), the 
employee contributions as specified in (b ) and a ll 
earnings accruing o r losses a ttribu tab le  to the 
member's account."
(e) NEW  SUBSECT ION  -  "A ll costs o f administering 
the p rogram  established under AS 39.38 must be paid 
from  the contribu tions made under this section."



( 0  NEW  SUBSECT ION  ~  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.

2 2 0 Change lines 13 and 14 on page 7 to read -  plan is the 
responsib ility o f the company or other entity designated by the 
re t irem en t board and is not the responsibility o f the...

Payments o f b enefits are the adm inistrative responsib ility o f 
the plan, the DCRP and the administrator, not the Pension  
Investm en t Board.

Additional language should be added, as in the SBS, which 
better defines the types o f  benefit annuity options. This 
section  needs major changes to address vesting requirements 
and other b enefit e lig ib ility  requirements.

3 1 0  D e le te  
3 2 0 (a ) Change line 29, page 8 to read—  to the 

adm in is tr a to r .

S ec t io n  4 Delete--- refers to NEA participation 

S e c t io n  7
D e le te  -- Any change to this statute w ill only affect future 
em p loyees and since no future em p loyees are to be included, 
no one w ill be affected .

Section 8Change lines 20 through 22, page 14 to read as 
fo l lo w s—  1993. w ho is e lig ib le  to participate in the system, 
and who is co \ cred by the system, limited to

Section 2.
Delete the new language contained in line 11 through 
14, page 15.-—  this language refers to a llow ing transfers



Section 10 Delete this section— adm inistrator o f  Court 
System  transfer

Section 13 and Section 14
A ll references to a llow ing employees to tran s fe r 

shou ld be deleted.

De le te — for the same reasons as stated in Section 7. 

Section 23
D e le te  th is  s e c t io n .—  D efined  Contribution Board 
reference— no new  board, no need

R ep ea ler s
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
em ployer 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 com pensation, 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 retirem ents.
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SPONSOR STATEMENT

Senate B ill 111 creates a new  D e fin ed  C on trib u tio n  R e tirpm en t P lan . 
The p lan  w o u ld  a p p ly  to state em p loyees firs t h ired  a fte r Ju ly  1 ,1 9 9 3 .

The b il l p roposes  a tw o-tie red  system . Th is m eans that a ll em p loyees 
w ho are f irs t h ired  b e fo re  Ju ly , 1993 w ou ld  con tinue the ir p a rtic ipa tion  in  the 
existing PERS  and  TRS  system s.

M un ic ip a litie s  and  schoo l d istric ts m ay  jo in  the p lan ; i f  no t, new  
em p lo yees  o f  those subd iv is ion s  w o u ld  con tinue to  e n ro ll in the ex isting  
PERS o r  TRS system s.

In  its basic n a tu re , a de fin ed  con tribu tion  re tirem en t p la n  is a p la n  in 
which the p lan  specifies the le ve l o f  em p lo y e r and  em p lo yee  con tribu tion . 
F rom  the date  o f  the con tribu tion  fo rw a rd , the p rin c ip a l and  earn ings on  that 
con tribu tion  are invested , and  sepa ra te ly  accounted fo r  in  the nam e o f  that 
em p loyee . In  contrast, a de fin ed -bene fit p lan  specifies the le v e l o f  benefits 
p ayab le  to  an em p loyee . The con tribu tions o f  the em p lo y e r and  em p lo yee  are 
p o o le d , and re tirem en t paym en ts to a retiree a re  d raw n  from  the p o o l. PERS 
and  TRS a re  de fin ed -b ene fit p lans.

O ne  o f  the p ro b lem s  o f  d e fined -bene fit p lan s is that an em p lo y e r can 
sh o rt- fu n d  the system . Th is is because the con tribu tion  le ve ls  a re  n o t 
d e fin ed . W hen  sh o rt- fu n d in g  happens, the fu n d  can end up  w ith  in su ffic ien t 
fu n d s  to p ay  the retirees. Both PERS and TRS are a t p resen t each estim ated to 
be $300 m illio n  u n d e rfu n d ed , ($600 m illio n  to ta l).



The advan tages o f  a de fin ed -con tribu tion  p lan  o v e r a d e fin ed -b ene fit 
p la n  inc lude :

-R em oves the question  abou t w hethe r the re tirem en t p o o l is o f  
su ffic ien t s ize  to  cove r a ll re tirem en t benefits. Th is is because each 

em p loyee 's  con tribu tions and  earn ings b e long  100%  to that em p lo yee  
and  cannot be sho rt-fu nded  n o r ;ed  to p ay  the benefits o f  an o the r 
em p lo y e e ;

-The em p lo y e r and  em p loyee  kn ow  and  receive the fu l l cost and fu l l 
v a lu e , re sp ec tive ly , o f  the re tirem en t con tribu tions m ade 
o n  that em p lo yee ’s beha lf;

-R e tirem en t accounts a re m ore  eas ily  p o rtab le , m ean ing  tran s fe rab le  to 
a d iffe re n t re tirem en t account i f  an em p loyee  changes em p lo ye rs ;

-Em p loyees  can gain  m o re  c on tro l o v e r the investm en t o f  the ir 
re tirem en t fu n d s  i f  the p lan  o ffe rs  investm ent op tion s ; (the state's 
d e fe rred -com pensa tion  p lan  is an exam p le  o f  th is.)
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1..3(a) D e v e lo p m e n t  o f  T o ta l  E m p lo y e r  C o n t r ib u t io n  R a te  - F Y 9 4  
( in  t h o u s a n d s )

Normal Cos: Rate

(1) Total Normal Cost S 75,452

(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) 27,630

(6) Total Salaries 422,655

(7) Past Service Rate, (5) / (6) 6.54%

Total Emplover Contribution Rate 15.59%

William M. Mercer. Incorporated 13



1 .3 (b )  T h r e e - Y e a r  S m o o th in g  o f  T o ta l  E m p lo y e r  C o n t r ib u t io n  R a te

Valuation
Date

For
Fiscal
Year

Employer
Contribution

Rate

Three-
Year
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%** 15.69%

6-30-91 FY94 15.59%*** 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%.

• i nn innr 30 1991 reduced the contribution rate fromA change in actuarial assumptions on June ju,
18.10% to 15.59%.

William M. Mercer, Incorporated
14



WII.I JAMM.
MERCER
»• .• * 'kit .* \ll M

S ta te  o f  A la sk a

P u b lic  E m p lo y ees’ R e tire m e n t  S y s te m

A c tu a r ia l  V a lu a tio n  R e p o r t 

a s  o f  J u n e  3 0 ,1 9 9 1

Prepared by:

William M. Mercer, Incorporated One Union Square, Suite 3200 600 University Street Seattle, WA 98101-3137



The effect o f 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 2 and 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 significantly 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:

(1) Last year’s average employer contribution r a t e ..................................  13.58%

(2) Decrease in past service rate due to retiree
medical insurance ...........    (1.30%)

(3) Decrease in consolidated rate due to retiree
medical insurance .........................................................   (1.87%)

(4) Increase due to investment performance ....................................... 0.48%

(5) Increase due to salary in crea ses....................................................... 0.26%
i

(6) Increase in past service rate due 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 assumptions.................................................  0.55%

(9) Average employer contribution rate this y e a r ...............................  13.72%

William M. Mercer, Incorporated 7



THI^SDAY, MARCH 25, 1993 C l

N E Y &  I N V E S T I N G

’one* Marker Funds.... .... C17 NYSE Stocks..................... ... C3
'••y R at»s....... __CM Odd-Lot T rad in g .............. ... C5

Mi :-iFUndS...;........... .... (32 OTC Focus.......................
Nasdaq Stocks, ADRs.... Stock Ma*te( Data Bask .. ... (3
New Securities Issues.... .... C25 Treasury/A|eucy Issues... .. C14
NYSE Bonds.......... ...... __ CI4 U.S. Retloual M arkets...... ... Cl
NYSE H k to *  Lows...... WorM M arkets.................. ..CM

JoURNALPHONl’ufE? l\ ;^ ,t5?fJ?lia?SIn<t?*iai*900-IOURNAL

A g g r e s s i v e  R a t e  A s s u m p t i o n s  P u t  P e n s i o n  F u n d s  a t  R i s k
Ey Susan P ulliam

Staff Rfporter of Tnr Wall Strkict Jouhhal
NEW YORK- Despite a lackluster stock 

market and the lowest long term Interest 
rates In 20 years, many of the nation's 
largest companies are avoiding large con­
tributions to their pension funds by mak­
ing aggressive assumptions about what 
they w ill earn on their pension invest­
ments.

In a survey of 1,600 corporate and public 
pension funds and endowments, consult-, 
ant' Greenwich Associates found that 
about 400 funds, or 25%, are projecting 
investment returns for their pension funds 
higher than 8.75%. Greenwich says any 
return assumption above 8.757o Is risky. 
Many funds are assuming double-digit 
investment returns, the survey found.

By assuming they w ill earn high rates 
on (heir Investments, companies.can put 
off adding money to their reilrement 
plans, based on the notion that the extra 
investment Income w ill cover any shortfall 
In the funds. But such a strategy is leaving 
these pension plans and their retirees In a 
potentially risky situation, the Greenwich

study says.
Not all pension consultants believe that 

an adjustment to assumptions on rates of 
return is necessary now. Many Industry 
experts stress that companies’ investment 
assumptions are long term estimates and 
shouldn’t fluctuate based on one year’s 
results.

The Greenwich study argues, however, 
that pension plans can no longer count on 
the high returns that they earned In the 
1980s to continue. "In terms of return 
rates, the 1980s was an exceptional dec­
ade," the study says, with the Investment 
return on bonds the highest In 50 years, 
and the return on stocks the highest since 
the 1950s.

According to Greenwich, 17% of the 
1,600 pension plans they surveyed expect 
annual Investment returns averaging bet­
ter than 11% for the Standard & Poor’s 
500 slock Index over the next five years. 
About 19% are expecting annual returns 
above 8% from (heir bond portfolios. The 
survey Included Interviews with 1,106 large 
corporate pension plans and 314 public 
pension plans. It also included Interviews

with 174 endowments and foundations.
Among the companies assuming re­

turns of more than 9% annually are Gen­
eral Motors Corp., Inland Steel Industries 
Inc. and Marsh & McLennan COS.

Most pension funds have large holdings 
of both slocks and bonds. W ith the total 
relurn on the S&P 500, Including rein­
vested dividends, dropping to about 7% last 
year, and yields on 30-year bonds currently 
at 6.8%, pension funds need to make ad­
justments, says Rodger Smith, a Green­
wich partner. "Assumptions should be 
done in a long-term context, but long-term 
yields on bonds are sutficiently below 
these assumptions that it raises questions 
about whether we should re-evaluate," he 
says.

Companies (hat are avoiding costly 
contributions to (heir pension plans 
through too-hlgh Investment assumptions 
are "practicing deficit Spending," Mr. 
Smith says. While these high return as­
sumptions allow companies to avoid add­
ing to (heir pension fund now. their losses 
could be magnified If the stock market 
takes a tumble, he says. Even a 10% drop In

the stock market could leave many pension 
funds with big deficits, the Greenwich 
study says.

Equally as troubling is the possibility 
that pension funds w ill take on large 
amounts of risky Investments to try to 
achieve the high returns they have pro­
jected, Mr. Smith says. "We’ve learned 
that some plans have Increased their risk 
levels to meet their actuarial assump­
tions."

Pension funds are sidestepping adding 
money to their retirement funds at a time 
when concern is high about the growing 
number of companies with underfunded 
pension plans. Last year, the govern­
ment’s Pension and Benefit Guaranty 
Corp. said the shortfall in  underfunded 
corporate pension plans grew by SI0 b illion 
to $50 billion. The PBGC Itself, which Is 
supposed to serve as a backstop for corpo­
rate retirees’ pensions, has a current defi­
cit of about $2 billion.

At the end of each year, pension plans 
Judge whether their liab ilit ies, which are 
their obligations to current and future

P le a s e  T u rn  to  P a g e  C i l .  C o lum n  I
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Continued From Page Cl retirees, exceed their assets, or invest- ments. If their liabilities exceed their "■’-assets, they are then required to add money to the pension plan.k,* t If a corpora tion makes a contribution to ’' its pension plan, its earnings may be hurt. "In an environment where corporate -tJ... profits are under pressure, no one wants to V, increase contributions to the pension fund because it has a negative impact on earn- ridings." Mr. Smith says.-r.” .. Public pension funds, meanwhile, may need to put additional demands on tax­payers to make up their shortfalls, he adds.
A GM spokesman says the company’s return assumption reflects its long-term expectations for future returns. A spokes­man for insurance broker Marsh & McLen-- nan says the company "has exceeded a 9%•.. return in the past and expects to in the- future." He adds that Marsh's pension ■n. fund is "substantially weighted in equi-. nil ties."An Inland spokesman says the rate of »return on that company's pension fund v,. exceeded 9.5% last year, in part because of ! ■ successful junk-bond investments. He says the company thinks it will continue to earn •o returns above that level.During the 1980s, when interest rates ' were as high as 20%. many pension funds v : assumed they would earn rates of return of about 8%, Mr. Smith says. But, with the historically high returns on stock and *• '- bond Investments in the 1980s, pension •il.-..plans were able to earn even higher a.-returns than they had anticipated, allow- tng them to build up a financial cushion. As a result, a large number of pension funds have been able to avoid adding money to „„„,their pension plans .over the past few -t years.: Sdll, the cushions built up by pension-.■/’'-plans are dwindling. And, Mr. Smith adds, 

7i,. pension plans' surplus funds will shrink ivery rapidly if they fail to meet high return ». assumptions.
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