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THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

I. REQUEST
Bill/Resolution No. HB 681
Title An Act raisin”tue limit on loans from the Alternative lechnology

and Energy Revolving Loan Fund.

Requested by Hurloert. Fullpr ft Rngprs Pate_1/7??2/Ffl12

100
200
300
400
500
600

FISCAL DETAIL
Agency Affected

Program Category Affected

BRU, Program.
(Note:

EXPENDITURES

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
COMMODITIES
EQUIPMENT

LAND a STRUCTURES

(Thousands of Dollars)

FY 82 FY

Department of Commerce & Economic Development
Economic Development
Or Subprogram(s) Affected Pivision of Loans and Veteransl Affairs
If more than one budget component
amounts and funding for each component

is affected, separate line-itenm
in the analysis section.)

1y a4 FY 85 FY 86 FYy 87

700 GRANTS,CLAIMS,ETC.
TOTAL
FUNDING

(Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS

CniER (Specify Source)
-Q- -0- -n- Q- . -¢- Q-
POSITIONS
FULL TIME -U -
PART TIME ~0-
TEMPORARY _0-

I11. ANALYSIS (See Fiscal Nnt<» Preparation Instruction, Sec”on

1)

If the funding
,*as increased,

level of the Alternative Technology and Energy Revolving Loan Fund
the additional demand placed on the program by this increase of

the loan limit would need to be met with additional staffing to satisfy the
demand
IV. date prepared by Don Hostak, Director
AGENCY Department of Commerce ft Economic Development
Original: Legislative Finance PHONE 465-2555 Division of Loans and

cc: Budget and Management Or 465-2510 Veterans®™ Affairs

Prime Sponsor (First Legislator Named)

33-001 (Rev. 12/81)
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IES JAY S HAMMOND
Ky
DEPARTMENT OF COMMERCE &
TTH FLOOR MACKA Y BLOC.
ECONOMIC DEVELOPMENT I38DENALISTREET
DIVISIONOF ENErGY&POWER DEVELOPMENT PHONE: (90/1 276J)50fl -

February 5, 1982.

The Honorable Vern Hulbert
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Subject: AlLeiimLive Technology anu Power Resource Revolving
Loan Fund increase from $10,000 to $50,000.

Dear Representative Hulbert:

This letter provides cost infc v 1ion regarding current prices of
alternative energy systems as per your request. Costs have
continually escalated due to inflation to a point, whereas, it 1is
extremely difficult to purchase and install a good quality,
proven system that meets needs for less than $10,000 especially
in Bush communities. Our experience has shown that a reasonable
demand for an average bush house ranges 250-350 KWH per month.
The costs listed below are based around that range of demand for
three different systems.

Wind

Batteries 335 amp/hr; 16 at $295 each = 4 ,*"20
(will give up to 6 days storage)

wind generator

2 KW installed *18 .000 - 20,000
4 KW installed *24,000 - 28,000
10 KW installed 30,000 - 35,000
inverter 3,300

* Price varies with Jlocation due to transportation costs and

costs of constructing tower foundations,, Also, it should be
noted that wind systems are available for gj id intertie which
eliminates the need fnr hatter-" storaae and 1inverters. Also, it

should be noted that through PURPA a pavback 1is available.
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Solar

Present technology 1is at a point, whereby, photovoltaic systems
are around $10 a watt FOB, Anchorage, Transportation and instal—
lation varies considerably by the specific application. Nonethe —
less, a 3 KW system would cost $30,000 plus transport to the-site
and installation. Rat-F-pry storage ($4.7201 and an~~inverter
71?3,300)1 would also be required. It is not wunreasonable to
assume SS0.000 1installpd cost. as an average for 3 KW. Price can
be decreased by purchasing less total power generation and
storage capacity.

Small Hydroelectric

There are various configurations of small hydroelectric systems
and prices vary accordingly. Typically one would want 5-10 KW of
power available. A Pelton wheel (3 KW) costs $5,000. Added to
this would be pipe $10,000; inverter $3,400; batteries $4,720 and

a structure (power shed) to house the components. Transportation
and installation costs vary but an $8,000 - $10,000 average is
not unreasonable. Total cost- would.- range from $28 ,000 to
a i m

Conclusion

Our research indicates ample justification to increase the loan
amount from $10,000 to $50,000 in order to stimulate Alternative
Technology and Power Resource s which lessens diesel fuel consump—
tion. This amount will more adequately cover the entire spectrum
of home application which includes urban areas, Arctic bush and
Southeastern over a period of years and for various regions of
State. This Division supports amending the loan amount from
$10,000 to $50,000 per household.

Director

LMP *nCD .sii



EXAMPLES OF WIND SYSTEM PACKAGE PRICES (APPROXIMATE)

JACOBS WIND SYSTEM 10KW Wind Generator 13,800
Mastermind Controls 2,950
80 Tower 4,335

MAJOR COMPONENTS $21,085

wire/cement/misc 1,000
Installation cost 4,000 **
**use of crane for
erection TOTAL $26,085

SAME SYSTEM IN NOME (or similar area accessible by jet)

Major Components $21,085
Labor costs %,888 **
Frt costs y

TOTAL $31,085

**includes per dienm
and air fare

SAME SYSTEM IN REMOTE VILLAGE - not easily accessible & without crane
Major Components $21,086

Labor costs 4,000 (min)
**includes per diem Frt costs 15,000 **
and air fare
TOTAL $40,085

and use of gin pole

THE SYSTEMS IN THF. remote VILAGE EXAMPLE CAN VARY DUE TO
INDIVIDUAL NEEDS.



Page 2 Wind System Examples

AERO POWER SYSTEM 48 volt Wind Generator 4800
60" Tower 1800
Best Inverter 3145
(Installed in Seward) Bgtterles KS) 2360
Misc materials 800
COMPONENT COST $12,905

Approx Installation 3,000

TOTAL $15,905
SAME SYSTEM IN NOME Major Components 15,905
Approx Labor 5,000 *;
**includes per diem Freight costs 3 000
& air fare
TOTAL $21,905

SAME SYSTEM IN REMOTE VILLAGE NOT EASILY ACCESSIBLE

Major Components 15,905
Appro.c Labor 7,000**
m*includes per dienm

air fare Freight costs

3,000

TOTAL $25,905

THE SYSTEMS IN THE REMOTE VILLAGE EXAMPLE CAN VARY DUE TO INDIVIDUAL NEEDS.
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JAY S HAMMOND

COVFfHNOR

s ey

DEPARTMENT OE COMMERCE &

7TH FLOOR MACKA Y SLDC.

ECONOMIC DEVELOPMENT 338 DENALISTREET
ANCHORAGE.ALASKA 99501
D1VISION OF ENERGY & POWER DEVELOPMENT PHONE: (907) 276-050R

February 5, 1982

The Honorable Vern Hulbert
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Subject: Alternative Technology and Power Resource Revolving
Loan Fund increase from $10,000 to $50,000.

Dear Representative Hulbert:

This letter provides cost information regarding current prices of
alternative energy systems as per your request. Costs have
continually escalated due to inflation to a point, whereas, it is
extremely difficult to purchase and install a good -juality,
proven system that meets needs Tfor less than $10,000 especially
in Bush communities. Our experience has shown that a reasonable
demand for an average bush house ranges 250-350 KWH per month.
The costs listed below are based arov.nd that range of demand for
three different systems.

Wind

Batteries 335 amp/hr; 16 at $29)5 each = 4,720
(will give up to 6 days storage*

wind generator

2 KW installed *18,000 - 20,000

4 KW inocalled *24,000 - 28.000

10 Kw installed 30,000 - 35,000

inverter 3,300
. f 2d 02C .

* Price varies with Jlocation due to transportation <costs and

costs of constructing tower foundations. Also, it should be
noted that wind systems are available for grid intertie which
eliminates the need for battery storage and inverters. Also, it

should be noted that through PURPT- a payback 1is available.
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Solar

Present technology 1is at a point, whereby, photovoltaic systems
arc abound $10 a watt FOB, Anchorage, Transportation and .instal—
lation varies coxi&idcrrKly h\. the soecific application. Nonethe —
less, a 3 KW system would #-oct 930.000 due tr."nr.eert tc tho_dte
and installation. Rattery._storage f$4,T20) and an 1inverter
~($3,300) would also be required. Tt is not wunreasonable to
assume TfrO .000 installed cost as an average Tfor 3 KW. Price can
be decreased by purchasing less total power generation and
storage capacity.

Small Hydroelectric

There are various configurations of small hydroelectric .m! _s
and prices vary accordingly. Typically one would want 5-10 KW of
power available. A Pelton wheel (3 KW) <costs $5,000. Added to
this would be pipe $10,000; inverter $3,400; batteries $4,720 and

a structure (power shed) to house the componer.cs. Transportation
and installation costs vary but an $8,000 - $10,000 average 1is
not unreasonable. Total cost- wnnld fange from $28 ,000 to
£3J1JKLCL

Conclusion

Our research indicates ample justification to increase the Loan
amount from $10,000 to $50,000 in order to stimulate Alternative
Technology and Power Resources which lessens diesel fuel consump—
tion. This amount will more adequately cover the entire spectrunm
of home application which 1includes urban areas, Arctic bush and
Southeastern over a period of years and for various regions of
<-tate. This Division supports amending the [I1”an amount from
$10,000 to $50,000 per household.

Director

LMP:DGE :sh
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Mr. Speaker:
Tnc Committee ™ RESOURCES has had MB 7+2

"An Act relating to the mineralinterest in state land; and providing
for ar. va date."”

under consideration and :(3"major-ity.:"-ofxtlTe:"Commtttee:y"(:thexcommittee:)::<x
reports it back with the following recommendations:

[ 1 do pass L 1] do not pass
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[ 1 reports it back without recommendation
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MY S. HAMMOND. GOVERNOR

DEPARTMENT OF FISH AND GA ME
OfFiCE OF THE COMMISSIONER P.0. BOX 3-2000

JUNEAU. ALASKA 99802
PHONE: 465-4100

March 19, 1982

Rcpresor>tative Dick Randolph

Chairman

Administrative Regulation Review Committee
Alaska State Legislature

Pouch V, State Capital

Juneau, AK 99811

Dear Representative Randolph:

I was both surprised and disappointed at the Administrative
Regulation Review Committee®"s annclusions regarding Alaska"s
salmon fisheries as contained 1in your letter of Marcn 12,
1982. Your conclusions and vrecommendations reflect tne
Committee"s serious lack of knowledge concerning the
fisheries, the management program, the regulatory process,
and the difficult problems being faced by both the Board of
Fisheries and the Department in trying to protect the stocks
and provide for the most equitable harvest.

In particular, your generalized statements regarding
shortcomings in our data base ignore the fact that
management and allocation decisions must be made if there is
to oe cm* -z--<"y-r'o manay”ment. The demands for common
property resources are increasingly and allocation
decisions are based on the best available information.

Your suggestions garding the need for more and better
research, fish c¢ g, stream escapements, etc., certainly
are true, yet more money would be needed, for any
significant ch n management effectiveness. Budget
appropriations such activities always have been
inadequate. The jJ.uik of our expenditures by necessity must

be directed to the day-to-day management of the various
fisheries (e.g., salmon, herring, crab, etc.) in order to
control the harvest efforts and protect the stocks from
overfishing.

Your findings and recommendations focused on the regulations
controlling the commercial troll fishery off Alaska.
However, the Committee chose to stress only the
inconvenience and burdens that various ma-agement measures
have placed on fishermen with no recognition of the very
realresource problems involved and the highly complex
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management problems facing the staff. Your letter makes no
mention of 1increases in the effort and over-capitalization
of the Troll fleet that has occurred in recent years which
dilute the effects of any regulation that 1is enacted. The
major regulation changes for the Troll Ffishery that the
Board adopted for 1981 were aimed at establishing a
long-term rebuilding program for our Southeastern Alaska

chinook stocks. As you are probably aware other ucer groups
have had restrictions placed on them earlier to help
accomplish th.s goal. Targeted net fisheries were

eliminated in the mid-1970"s and spring sport-fishing
cios"ues around Juneau, wr-"ngell, and Ketchikan have been in
place at least as long. In response to tne opccifi®- points
raised in your letter, my staff has prepared the discussion
which follows.

I. "The Department of Fish and Game lacks accountability for
its management a >Jsions. The ARRC suggests more input from
fishermen in the __ "Cision making process."”

In regards to "accountability”, the staff of the Department
of- Fish and Game through the annual public review of
fisheries regulation and munr.gQm”~nt provided by the Board of

Fisheries wundergo a much moi.= thorough review of uhcii.
actions than most fisheries managers, and indeed most State,
Municipal, and Federal managers. The public has ready
access to the Board and the Department. Commercial
fishermen 1leave no stone unturned where regulation of their
livelihood 1is concerned. The Commissioner®"s Office and the

Department”s senior staff review all proposed staff
regulatory actions both long-term and inseason to insure
that they are based on the best available data and on sound
rationale.

The Board process provides members of the public and
industry representatives more access to the regulatory
system than any other vregulation forming process 1in the
State and on the entire Pacific coast. Regulations proposed
by the staff to the Board undergo the same public review and
scrutiny by the Board as proposals submitted by members of
the public. Staff proposals are based primarily on resource
considerations and are often modified by Jlogistical and
social considerations vraised during public review. This
process 1is a healthy one. Such a review of staff and public
proposals should continue, providing all user groups with
their say. The staff should not simply subject their
proposals to review by special interest groups that may not
represent the public as whole before submission to the
Board.
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a) "Regional forums should be held...."

The present Local Fish and Game Advisory Committees
scattered throughout the State- some 70 1in all- do provide

the "forums" your committee is suggesting to discus?
management problems among themselves and Department staff
and to prepare regulatory proposals. In addition the

Chairman of all the committees are present at the regulatory
sessions of the Board of Fisheries to present their views
directly prior to the adoption of any regulation. The
Department"s staff also provides inseason informational
updates to keep Tfishermen informed of current developments
in the fisheries and nformation concerning inseason
regulatory changes needed co expand or restrict the fishing
effort, depending on the «trenath of the runs.

b) "There should be a group representing the industry
during all Board of Fisheries deliberations...."

That opportunity exists at present, and the "industry" does
testify before the Board on all issues for which it has

concern. Whether or not they choose to present any
testimony, however, is entirely their prerogative, as 1is
Liuvi any 1interest group. The Board does provide for

suuil participation.

. "Management decisions are made without realistic or
substantiated knowledge of river escapements.”

The Troll fisheries operate on mixed stocks of salmon at
great distances from their natal streams, and therefore no
inseason management based on escapement counts 1is possible.

The primary limitation to conducting extensive coho
escapement surveys is the lack of funding to transport
personnel to remote streams. Realistically, many large

producing systems cannot be weired because of floods, and
the stream basins are so extensive that ground surveys are
not feasible. We rely on index systems where surveys can be
conducted annually with a fair degree of certainty. Because
the Troll fishery wholly cannot be managed for individual
stream systems, it 1is questionable whether the funding of a
massive effort to greatly increase escapement surveys,
especially of coho salmon, is questionable. Volunteers
could be used only if arrangements could be made to assign
them to a project for a specific period of time to conduct
coordinated surveys or to man weirs. Otherwise, random and
uncomparable data may be generated. In point of fact,
cooperative escapement surveys have been conducted with the
Regional Aquaculture Associations in Southeastern.
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1. "Management decisions are made without realistic
knowledge of migration patterns of fish stocks."”

The research —conducted at Little Port Walter should be
continued, and any stock separation techniques with promise

should be pursued. Department migration studies have been
difficult to initiate and to maintain because of
insufficient funding. We would like very much to expand our

efforts on this very important type of research to establish
the various techniques that will provide the management tool
we need to identify different stocks of salmon.

1v. "Fish ticket information is unreliable....suggests this
program be supplemented with an extension of the already
existing Troll Log Book program."”

xhe argument that fish tickets are not accurate 1is an old
one. The fish ticket informaf*nn 1is generated by Ffishermen
and processors and, 1in Tfact, 1is required by regulation. Tf
Jishermen want the fish tickets to provide the Department
accurate information, they need to make a sincere effort to
provide correct information to processors and make sure it

is recorded on the tickets. It is a violation not to record
numbers of fish on a troll ticket. Other sources of
information are certainly welcome, but must be timely end
detailed. The staff 1is working with the Alaska Trollers
Association to aci. up a pil™ reoorting system directly from
vessels on tne grounds. This type of reportmg coulu give,

managers a better fix on fishing pattern changes before
vessels unload their catches.

V. "The O0Y is a managerial tool established by the
Department of Fish and Game on the basis of
non-substantiated data....the ten year average does not take

into consideration vital stock statistics regarding past
foreign fishing within the Alaskan FCz and stock
improvements since 1980."

The O0Y was developed by the North Pacific Fisheries
Management Council and currently serves as a ceiling for our
Southeastern chinook Tfishery. Because many ch.inook stocks
(including most of our own) are depressed, the level of
harvest allowed 1in the Troll fishery on this species 1is
partially a socioeconomic decision the Council and Board

have made. If the Troll fisnery depended only c¢n the
depressed Alaskan stocks the fishery would be drastically
restricted, as was Bristol Bay during poor red runs. The

conservation of coastwide chinook stocks 1is complicated by
the fact that many fisheries to the south (British Columbia,
Washington, Oregon) share 1in the harvest and the Board and
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the Council must weigh all conservation efforts and
harvesting against actions 1in our own Tfishery- which depends
on non-Alaskan stocks to large degree for the present level

of harvest. Specific recommendations for O0OY adjustments
should be taken to the Board and the Council for their
consideration. Incidentally, the Board already has adopted

the concept that the Alaskan hatchery contributici to our
chinooK fishery will not be included in the 0Y.

VI. "The 8 and 6 closure policy... impose an unnecessary
hardship on fishermen in the Icy Straits area."

The "8 and 6 fishing" pattern in Icy Strait is a
conservation measure to protect in-migrating coho and
chinook salmon. It does not differentiate between hand and
power troll gear and is not related to the OY. Because the

stocks migrating through this area are fully utilized, any
rel*vincr of the regulation would require a reduction of
Trolling effort m outsiuc Trolling »rpas or reducing inside
net and sport fisheries which already have been impacted by
the Troll effort. The "8 and 6" regulation intends to allow
more Tfish to make it through to the the inside waters and
provide for better escapement.

VIL. "The prohibition of sport fishing from troll vessels
is an unnecessary and discriminatory regulation."”

The prohibition of sport: fishing 1ironi comiuOiwial tmllers
has definite enforcement value 1in areas closed to trolling
or during troll closures generally, in helping to prevent
the illegal harvest and sale of fish caught by "presumed
sportfishermen™. In open trolling areas the regulation 1is
more allocative 1in nature 1in that .it discourages increased
participation in the hand troll fishery. As it currently
stands this regulation also tends to "protect" f?Ill-time
commercial trollers from competition by "weekend warriors".
Because of the high number of entry permits being issued 1in
the hand troll fishery, (2,150), this regulation and the
rather depressed economics of the fishery were probably the
key factors in the lowering of the numbers of Ffishermen
participating in the fishery. Many more than 2,150
fishermen were available to fish wunder the ™"interim wuse
permit" moratorium for 1980 and 1981, but only 1637 and
about 1200 actually fished in these two years, respectively.

VILI. "Mismanagement by incompetent staff...."

I must take exception to the <charges leveled against the
staff by your committee. The Troll fishery 1is the most
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complex in the State and extensive management of the fishery
has occurred only for the past two seasons. The 6%
undershooting of the Board-mandated chinook 0.Y. of 285,000
is small compared to the variations in most harvests that

are managed for specific levels. Indeed, most harvest
levels are expressed as fairly broad ranges and not a
specific point. Your committee received testimony that

would Ulead one to believe that the staff simply has to
add-up fish tickets mechanically and close fishing when the
0.Y. 1is reached. Actually, decisions have to be based on
projections of fish caught, on vessels still fishing, and on
potential catches between the time a closure is announced
and the actual closing date. Obviously, catch rates can be
affected by availability of other species, weather, effort,
chinook availability over a wide r?.:ige of areas and fleet
distribution. Reaching the precise 0Y figures in the actual
harvest 1is not a simple task. Experience will 1improve what
I consider an already satisfactory performance under the
circumstances.

Those who felt disadvantaged by a reasonable management
error prububly would not have complained had we overshot the

chinook G.Y. by 6%. In 1980 we overshot the 0.Y. bv only
1%! Regarding your suggestion on vreplacing "any staff
members who are not professionally capable”, I can only
agree. However, we do have a very competent staff, and 1
seldom have had to acknowledge the existence of that
problem. When 1it becomes evident, 1 can assure you that |
will fake action. I have no fnio-rance whatsoever lui.

incompetence!

In summary, 1 certainly can understand the concern by your
committee to ensure that wunpopular regulations are well

justified. However, |1 do not believe that the staff members
who have been drawn into the complex Troll fishery
management problems should become the focal point for

political pressure generated by fishermen®s frustrations.
In fact, these same staff members lead the effort to provide
the Board, Crjncil, and USA/Canada Treaty Negotiator the
information necessary to insure that our fisheries are
placed in the best position possible. However,
indiscriminate actions involving O0.Y. adjustments could
invite attention from entities over which the Board,
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Council, and Legislature have no control. Melagement of our

fisheries by the courts certainly will not Benefit Alaskan
user groups,

Since

Ronal
Commissioner

cc: Alaska Board of Fisheries
S.E. Advisory Committee Chairman
House and Senate Finance Committees
House and Senate Resource Committees
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M E I F M S )) JAY S. HAMMOND, GOVERNOR

DEPASITMEBIT OF NATURAL KFSOUIIUUS /

r\juL>n rvi

JUNEAU, ALASKA 33511

March 25, 1982 OFFICE OF THE COMMISSIONER / PHONE:

The Honorable Kenneth Fanning

Co-Chairman, House Resources Committee EKTERCD MR
House of Representatives
Pouch "v"

Juneau, Alaska 99811

R.e: HB 742 "An Act Relating to the
Mineral Interest on State Land"

Dear Rapresen nmng:

I would appreciate your Committee®s consideration of the
recommendations of this Department on HB 742. The act would
eliminate the requirement of existing State law which

mane es reservation of subsurface rights by the State, and
would replace that mandate with one which allows for
retention of suhsuriaco rights only if the lands were
believed to contain minerals at the time of selection.
Unfortunately, the bill could create several new problems
for those interested \n forwarding mineral development in
Alaska while solving lew existing problems.

Wp do nnt obiprt to the bill From n philosophical point U‘E
view. Further, there can be little question that 1in certain
other parts of the country, split estate problems have
retarded yvnidpm- 1nr>a manaprn®x-m use. Fcrtrr.r.talv.
except in isolated situations, this has not been the case 1in
Alaska. Accordingly, for the reasons indicated here, we
believe that the cure proposed in HB 742 1is more harmful
than the disease, particularly in this year of budgetary
constraints, and at a time when the land ownership situation
in Alaska is finally being settled after years of constant
turmoil. At some subsequent: time, but not for the foresee—
able future, the enactment of HB 742 might resolve more
problems than it would create.

Section 6(i) of the Statehood Act rvquires the State to
retain ownership of "mineral lanus.”™ During the past two
years, considerable effort has been devoted to understanding
the practical implication of this requirement by the mining

community, the Attorney General®s office, and this
Department. We have stated our unwillingness to impose any
"solution" on the miners, but have supported efforts from

_ 1982
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within that community to address the problem, such as this
year®"s SB 732 (production licenses).

A fundamental flaw of HB 742 is the fact that determinations
of mineral potential have never been formally made as part
of the State"s land selection process. The ability of the
Department to accurately make such a determination 1is
extremely questionable. Given the State"s huge land base,
the quality of information currently available for
determining mineral potential on state lands 1is inconsistent
and incomplete. The "non-mineral™ lands of yesterday and
today can contain the world-class deposits of tomorrow. The
standards for making determinations of mineral character are
unclear; any standard that the state would use would not be
binding on the federal government.

The bill would create two practical problems 1in addition to
the fundamental defect cited above. First, it could result
in a prospective miner having to deal with a variety of
landowners for a single group of claims. Tracing ownership
on lands not owned by the State would be a time consuming
and expensive process. For example, a miner attempting to
stake a series of claims might need to conduct several title
searches. Similar problems could arise for other potential
users of the subsurface estate.

The rcg”Mi-retnent that the State determine which lands are
"mineral lands,” and convey tne suuaui.face estate vhonpvpt-
possible wnnl d impose signilicaiil auuiiniolLt«Live burden on
the Department. As you are aware, current mining activities
already have our staff working at or beyond their capacity.
If the bill is ser-"ously considered by the Committee, a
fiscal note for this Department should be. sought. Geologic,
archival and administrative time and expertise would all be
needud to carry out the purposes of the Act.

The bill would create uncertainty as to the State's
compliance with the terms of Section 6(i) of the Statehood
Act. In the view of certain respected legal scholars, any
transfer of the subsurface interests of the State would
result in forfeiture of those state selections. Because the
state standards for determining mineral lands are not
binding on the federal government, any conveyance of
subsurface interests by the state could later be clouded by
the federal government. Historically, use of the mineral
lands criteria in federal statutes resulted in clouded
titles and a variety of other problems and was therefore
subsequently respected.
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913\‘
The Attorney General has pointed out the fact that, to date,

"the State has complied with the essential spirit of
the large part of the 6(i) purpose; namely, preventing
a large land giveaway through the guise o” mineral
locations leading to eventual patent of both the
surface and the subsurface.™ (Final opinion of the
Attorney General, Status of Mining Claims on State
Selected Lands, October 20, 1981.)

Thank you for the opportunit;® to provide comments to you on
HB 742. If you have any questions, | would be glad to
discuss these issues in further detail.

Sincerely,

John W. Katz
Commissioner

cc: Representative Eichaj/u Randolph
Senator Bettye Fahrenkamp
Wilson Condon, Attorney General
Keith Specking, Legislative Assistant
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REQUEST

Bill/Resolution No. CSHB 742 (Res.)

Title An Act relating to the mineral interest i.n state land
Requested by House Resources Date 4/3/S2

FISCAL DETAIL .

Agency Affected Department of Natural Resources

Program Category Affected NRMEC .

BRU, Program, or Subprogram(s) Affected Management and Administration

(Note: If more than one budget component is affected, separate line-item amounts and funding for each
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EXPENDITURES (Thousands of Dollars)

FY 81 FY 82 FY 83 FY 84 | FY .8 .FY8<r

100 PERSONAL SERVICES .. _ 6.9 H 75.0 1
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300 CONTRACTUAL L00O 70
400 COMMODITIES .10 ... 11..
500 EQUIPMENT 2.5 2.7
600 LAND & STRUCTURES
700  GRANTS. CLAIMS. ETC.

TOTAL i.nn'v p 88n7

FUNDING (Thousands of Dollars)

nPKJFRAT FUND -JL.03.2.jj 88.7 |

FEDERAL FUNDS
OTHER (Specify Fund Source)

POSITIONS

FULL TIME 2 2
PART TIME
TEMPORARY

HI. ANALYSIS (See Fiscal Note Preparation Instructions, Section IllI)
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IV. DATE April 4, 1982 PREPARED BY Joe Burch, Deputy Director, Technical
"agency dnp * services
Original: Legislative Finance PHONE 465-2400
cc: Budget and Management

Prime Sponsor (First Legislator Named)
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FISCAL NOTE ANALYSIS CSHB 742 Resources

CSHB 742 would require the Department to determine which

lands selected by the State are "mineral lands,”" as defined 1in
the Act. Thau determination must be made for all land selected
by the State that has passed, or could possibly pass, into other
ownership. The recipient of a contract for the sale, lease,

or grant of State land that is not "mineral land" would also
receive the subsurface estate of that land under the provisions
of CSHB 742. If the land has already passed into other owner —
ship, the burden of proof would be on the applicant; however,
the State would have to verify the applicant®s clainm.

All conveyances would need to be noted on the State®"s status
plats. This task would require the services of one Land
Management Officer 11l and one Drafting Technician 11 for
the next two fiscal years.

The "mineral 1land" determination is a task that could be
performed under contract. The work would involve matching
over 100 million acres (over 6,000 individual townships) ,

of State selected lands with the £tate of knowledge concerning
mineral deposits on those lands at the time of selection.

Ceologic and archival expertise would be required. State,
federal, university and other public files would need to be
examined, and several dozen involved individuals would need
to be interviewed.

at- day< of work. per person, per township, which may be
an optimistic rough average, approximately 3 million dollars
would be required. (Assuming $250/day for total costs of work).

This estimate is listed on the contractual line of the contract.

Commodities includes reproduction costs and drafting supplies
necessary to do the woxk,- equipment includes office and drafting
equipment.



DEPARTMENT OF NATURAL RESOURCES

POUCH M
JUNEAU, ALASKA 99811
March 25, 1982 office OF THE COMMISSIONER PHONE:

The Honorable Kenneth Fanning
Co-Chairman, House Resources Couunittce
House of Representatives

Pouch "v*"

Juneau, Alaska 99811

Re HB 742 "An Act Relating to the
Mineral Interest on State Land"

Dear Represe nnmg:

I would appreciate your Committee®"s consideration of the
recommendations of this Department on HB 742. The act would
eliminate the requirement of existing State law which
mandates reservation of subsurface rights by the State, and
would replace that mandate with one which allows for
retention of subsurface rights only if the lands were
believed to contain minerals at the time of selection.
Unfortunately, the bill could create several new problems
for those interested in forwarding mineral development in
Alaska while solving few existing problems-

We do not object to the bill from a philosophical point of

view. Furuiiei., Lucre can be little miPRfior that in certain
other parts of the country, split estate problems have
retarded prudent land management and use. Fortunately,
except in isolated situations, this has not been the case in
Alaska. Accordingly, for the reasons indicated here, we

bel."eve that the cure proposed in HB 742 is more harmful
than the disease, particularly in this year of budgetary
constraints, and at a time when the land ownership situa ion
in Alaska is linallv being settled after years of constant
turmoil. At some subsequent time, but not for the foresee—
able future, the enactment of HB 742 might resolve more
problems than it would create.

Section 6(i) of the Statehood Act requires the State to
retain ownership of "mineral lands.” During the past two

years, considerable effort has been devoted t.o understanding
the practical implication of this requirement by the mining

community, the Attorney General®"s office, and this
Department:. We have stated our unwillingness to impose any
"solution”™ on the miners, but have supported efforts from

10-J9LH
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within that community to address the problem, such as this
year s SB 732 (production licenses).

A fundamental flaw of HB 742 is the fact that determinations
of mineral potential have never been formally made as part
of the State®"s land selection process. The ability of the
Department.to accurately make such a determination 1is
extremely questionable. Given the State®"s huge land base,
the quality ot information currently available for
determining mineral potential on state lands 1is inconsistent
and incomplete. The "non-mineral™ lands of yesterday and
today can contain the world-class deposits of tomorrow. The
standards for making determinations of mineral character are
unclear; any standard that the state would use “ould not be
binding on the federal government.

The bill would create two practical problems in addition to
the fundamental defect cited above. First, it could result
in a prospective miner having to deal with a variety of
landowners for a single ""roup of claims. Tracing o\mership
on lands not owned by tl . State would be a time consuming
and expensive process. For example, a miner attempting to
stake a series of claims might need to conduct several title
searches. Similar problems could arise for other pote .cial
users of the subsurface estate.

The requirement that the State determine which lands are

"mineral 1lands,” and convey the subsurface estate whenever
possible would impose significant administrative burden on
the Department. As you are aware, current mining activities

already have our staff working at or beyond their capacity.
IfT the bill is seriously considered by the Committee, a
fiscal note for this Department should be sought. Geologic,
archival and administrative time and expertise would all be
needed to carry out the purposes of the Act.

The bill would create uncertainty as to the State"s
compliance with the terms of Section 6(1) of the Statehood

Act. Tn the view of certain respected .Legal scholars, any
transfer of the subsurface interests of the State wollld
result in forfeiture of those state selections. Because the

state standards for determining mineral lands are no
bineing on the federal government, any conveyance of
subsurface interests by the state could later be clouded by
the federal government. Historically, use of the mineral
lands criteria in federal statutes resulted in clouded
titles and a variety of other problems and was therefore
subseq” .ently resnected.
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The Attorney General has pointed out the fact that, to date,

"the State has complied with the essential spirit of
the large p~rt of the 6(i) purpose; namely, preventing
a large laud giveaway through the guise of mineral
locations leading to eventual patent of both the
surface and the subsurface."” (Final opinion of the
Attorney General, re: Status of Mining Claims on State
Selected Lands, Oef”ber 20. 1981.)

Thank you for the opportunity to provide comments to you on
HB 742. IT you have any questions, | would be glad to
discuss these issues in further detail.

Sincerely,

John W. Katz
Commissioner

cc: Representative Richard Randolph
Senator Bettye Fahrenkamp
Wilson Condon, Attorney General
Keith Specking, Legislative Assistant
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FISCAL NOTE

REQUEST
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Title An Act relating to the mineral interest in state land
Requested bv House Resources Date 4/3/82
FISCAL DETAIL . \

Aceency Affected Department of Natural. Resources
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TOTAL 3,032.3 88.7

FUNDING (Thousands of Dollars)

GENERAL FUND 3.032.3 88.7
FEDERAL FUNDS

OTHER (Specify Fund Source)

POSITIONS

FULL TIME 2 2
PART TIME
TEMPORARY 1
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A ttached
Div. of
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CSHB 742 would require the Department to determine which

lands selected by the State are "mineral lands,"” as defined 1in
the Act. That determination must be made for all land selected
by the State that has passed, or could possibly pass, into other
ownership. The recipient of" a contract for the sale, lease,

or grant of State land that is not "mineral land"” would also
receive the subsurface estate of that;land under the provisions
of CSIB 742. If the land has alraad";" passed into other owner —
ship, the burden of proof would be-on the applicant; however,
the State would have to verify the .applicant®s claim.

Aii conveyances WUUIU NeeU to be noted on the SLaLc® Status
plats. This task would require the services of one “and
Management Officer 11l and one Drafting Technician , I for
the next two fiscal years.

The "mineral land" determination is a tasx that could be
performed under contract. The work would involve matching
over 100 million acres (over 6,000 individual townships),

of State selected lands with the £tate of knowledge concerning
mineral deposits on those lands at the time of selection.

Geologic ai.d archival expertise would be required. State,
federal, university and other public files would need to be
examined, and several dozen involved individuals would need
to be interviewed.

At two days of work per person, per township, which may be

an optimistic rough average, approximately 3 million dollars
would bu required. (Assuming $250/day for total costs of v;ork).
This estimate 1is listed on the contractual line of the contract.

Commodities includes reproduction costs and drafting supplies

necessary to do the work; equipment includes office and drafting
equipment.
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ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

h'oucn r. Mate Capitol
Juneau, Alaska 99811
(907) 465-3991

March 18, 1982

MEMORANDUM

T0: Representative Eric Sutcliffe
Attn: Pat Lawler

FROM: Jack Kreinhede
Research Staff

RE: HB 758 Real Power Costs
Research Request No. 82-65

You requested that we prepare a chart showing the estimted busbar
(wholesale) cost of power under HB 758 for Terror Lake and Lake Tyee
in "real” or 1982 dollars. The attached graph indicates that for Lake
Tyee, the power cost in 1982 dollars would decline from about 16.1
cents per kilowatt hour (KWH) 1in 1985 to about 2.3 cents/KWH by 2017.
This compares to a current power generation cost (not deluding
distribution, administration, etc.) of approximately 1C.6 cent* KWH in
Wrangell and 6.1 cents/KWH 1in Petersburg, whici)receives part f its
power from an existing hydro facility. Terror Lake power costs are
projected to decline from 6.0 cents/KWH 1in 1985 to 10 cents/KWH in
2018, compared to a current power generation cost in Kodiak of doout
9.1 cents/KWH.

These estimates are based on power cost figures prepared by the Division
of Budget and Management in the Office of the Governor, with an assumed
annual inflation rate of 7 percent. The power costs shown are for a
low growth scenario, 1in which annual power consumption grows at the
average 1976-1980 rate. The feasibility studies for the Terror Lake
and Lake Tyee projects also projected high growth rates based on more

rapid population growth, economic development, etc. The power costs
shown on the attached chart would decline more steeply if the higher
growth rates occurred. A brief review of projected power costs for

Bradley Lake, Solomon Gulch, and Swan Lake indicates that similar de—
clines in real power costs can be expected for these hydro projects,
although the specific power C"Jts vary among the different projects.

Please don"t hesitate to contact me if you have further questions.

JK/bf
Ends.
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REQUEST
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Title Relating to the Energy Program for Alaska

Requested bv Moikp Rpsnnrcps nnmmitt.ee Date March 20. 1982

FISCAL DETAIL

Agency Affected Alctskfl Power Authority

Program Category Affected Operations

BRU, Program, Or Subprogram(s) Affected

(Note: If more than one budget component is affected, separate line-itenm
amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)
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PERSONAL SERVICES u 1T U u u 0
TRAVEL

CONTRACTUAL

COMMODITIES

EQUIPMENT

LAND & STRUCTURES

GRANTS,CLAIMS,ETC.

TOTAL

FUNDING (Thousands of Dollars)

GENERAL FUND 0
FEDERAL FUNDS
OTHER (Specify Source)

POSITIONS

FULL TIME 0
PART TIME
TEMPORARY

This

V.

Original: Legislative Finance PHONE cll-1b4l

CC:

ANALYSIS (See Fiscal Note Preparation Instruction, Section 111)

bill has no fiscal impact upon APA operations.

DATE March \Ci. 108? PREPARED BY Terry Mr.Qiiirp
AGENCY _Alas ka-rP-awe r-Autho.ni-.ty-

Budget and Management
Prime Sponsor (First Legislator Named)

33-001 (Rev. 12/81)
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Original sponsor: Resources Committee
1 IN THE HOUSE BY THE RESOURCES COMMITTEE
2 CS FOR HOUSE BILL NO. 758 (Resources)
3 IN THE LEGISLATURE.OF THE STATE OF ALASKA
4 TWELFTH LEGISLATURE - SECOND SESSION
5 A BILL
6 For an Act entitled: "An Act relating to the Alaska Power Authority."

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

8 *

10
»
12
13
14
15

16

18
19
20
21

22
23
24
25

26
27

28

22,

Section 1. AS 44.83.090(b) 1is amended to read:

(b) The authority 1is not subject to the jurisdiction of the Alaska
Public .Utilities Commission. Except as provided in AS 44.83.398(h) -
(J), nothing [NOTHING] in AS 44.83.010 - 44.83.310 grants the authority
any jurisdiction over the services or rates of any public utility or
diminishes or otherwise alters the jurisdiction of the Alaska Public
Utilities Commission with respect to any public utility including any
right the commission may have to review and approve or disapprove con-—
tracts for the purchase of electricity by a public utility.

Sec. 2. AS 44.83.110 1is amended by adding a new subsection to read:

(h) If the authority decides to covenant to issue bonds or to
issue bonds secured by a capital reserve fund, the bonds may not be
issued until 10 d*y<? after thr> authority has mailed notification to the
State Bond Committee and the Legislative Budget and Audit Committee by
certified mail of 1its intention to establish a capital reserve fund to
secure the bond issue. The notification shall include the amount of the
capital reserve fund to be established, the amount of bonds proposed to
be 1issued, and the total cost of the project for which the bonds are to
be 1issued. The notification shall be accompanied by an estimate by the
authority of the need to withdraw money from the capital reserve fund
during the term of the bond 1issue, the amount that it may be necessary
to withdraw, and the time at which withdrawals are estimated to be

-1- CSHB 758 (Res)

LA-L 20A



needed. The authority shall annually prepare a revised estimate,
considering the same factors, and a statement of all
withdrawals that have occurred from the date of 1issuance of the bonds
to the end of the calendar year. The revised estimate and statement
shall be submitted to the State Bond Committee and the Legislative
Budget and Audit Committee by January 30 of the succeeding year.
T reco0OAvs ftoc<f

* Sec. 3. fls"44.83 .177(b) [is amended by""adding a" new paragraph to read:

4 include, when appropriate, recommended measures to
mitigate damages to”ri8Xbries resources and tp”“pr-~tect or enhance
fisheries”~ourfArt/ « ~ 7

* Sec. 4. AS 44.83.181(b)(1) 1is amended to read:

D) information about the proposed project, 1includ
not Jlimited to estimates of total project construction costs, total
project operating costs, the costs of transmission systems and reserve
power requirements, the timing and amount of anticipated returns from
the completed project, a benefit-to-cost ratio, the potential effect
of the project on the environment of the area which will be served by
the project when completed 1including, when apprppr*a-fceu recommended
measures to mitigate damage to fishe.rdrg”rbsources agH”measures to

intfco crk, )

protect or enhance fisheries resources, gj*d the availability of alter—
native Vgovernment financing;
Sec. 5.) AS 44.83.183 1is amended by adding a new subsection to read:

(e) The report required by (¢) of this section shall include
financial analysis of the proposed project of the authority that
evaluates proposed bond resolutions or other financial arrangements or
financial plans, security plans and arrangements, cost and demand
uncertainties, and debt volume, as they relate to the total direct and
indirect indebtedness of the state. In preparing the financial analysis

required by this section the division of budget and F.anageraent may use

-2- CSHB 758 (?.es)
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the services of outside agencies or institutions that are not otherwise
involved in the project.
Sec. 6. AS 44.83.185(c) is .amended to read:

(c) The legislature shall consider and must approve all propc
new projects except proposed new projects that are exempt under AS 44.-
G3.1S7. xhe legislature may approve a proposed new project only by
enacting law that autthizes the project and approves a maximum con—
struction cost for [AUTHORIZING] that project.

Sec. 7. AS 44.83 is amended by adding a new section to read:

Sec. 44.83.186. FINAL COST ESTIMATE AND REAUTHORIZATION BY THE
LEGISLATURE. If a project 1is approved under AS 44.83.185(c), the
authority shall obtain a final cost estimate for the project from an
independent source qualified to make such an estimate. IfT the final
cost estimate does not exceed the cost estimate presented by the
authority to the legislature underAS 44.83.185 by more than five
percent, the authority may proceed with the construction of the project.
IT the final cost estimate exceeds thecost estimate presented by the
authority to the legislature underAS 44.53.185 by more than five
percent, the authority shall revise its feasibility study and, if it
determines that the project remains feasible, the authority shall
submit® the revised feasibility study and the Independent cost estimate
to the legislature. A proposed project that is returned for reconsider-
ation by the legislature under this section may not be constructed
unless the legislature reauthorizes it by enacting law for that purpose.
Sec. 8. AS 44.83.189 is amended by adding a new subsection to read:

(b) A contractor who has participated in the preparation of the
feasibility study for or in the engineering design of the project may
not participate in the construction management or the construction of

*

the project by the authority. " A



* Sec. 9. AS 44.83.380(b) 1is amended to read;

(b) The energy program for Alaska 1is a program by which the au-—
thority may acquire or construct power projects with money appropriated
by the legislature to the power development fund established in AS 44.-
83.382. A power project may be acquired or constructed as part of the
energy program for Alaska only if

(1) fora power project that will generate more than 1.5
megawatts of power and on which construction has not begun

"(A) the power project 1is submitted to and approved by

the Jlegislature 1in accordance with procedures set out in AS 44.-

83.177 - 44.83.187; and

(B) the authority makes the determinations requ

AS 44.83.394 with respect to the power project;

(2) fora power project that will generate more than 1.5
megawatts of power and on which construction has begun or is completed,
the authority makes the determinations required by AS 44.83.394 with re—
spect to the power project; and

3) for a power project that will generate 1.5 megawatts
of power or less, on which construction has not begun, the authority
prepares a feasibility study for the power projectinaccordance with
AS 44.83.181 and makes the determinations required by AS 44.83.394 with
respect to the power project.

* Sec. 10. AS 44.83.382(b) 1is amended to read:

(b) The fund consists of [INCLUDES

(1)] money appropriated to it by the legislature [; AND

(2) REVENUES COLLECTED FROM THE SALE OF POWER THAT ARE NOT
REQUIRED BY LAW TO BE DEPOSITED INTO THE GENERAL FUND] .

* Sec. 11. AS 44.83.384(b) 1is amended to read;
(b) Money in the fund may be used under (a)of this section only

-4- CSHB 758(Res)
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for a power project that
(D meets the revenue requirements of AS 44.83.394; [AND]
2) provides the 1lowest reasonable power cost to utility
customers 1in the market area for the estimated life of the power project,
whpthpr nnprafoH by itself cr ir. conjunction with othcj. puwei 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 Ilimited
to hydroelectric power, wind, biomass, geothermal, tidal or solar
energy, or a method that uses temperature differentials or other
physical properties of the ocean;

(B) <coal or peat;

© energy derived from waste heat; or

(D)fossil fuel, including oil or natural gas; and

(3) has been approved by a majority of the voters 1in an
election held under AS 44.83.385.
Sec. 12. AS 44.83 is amended by adding a new section to read:

Sec. 4A.83.385. ELECTIONS ON POWER PROJECTS. (a) Before the
authority may use money 1in the power development fund established 1in
AS 44.83.382 to acquire or construct a power project, the power project
must beannrnwH by a maiority of the voters at anelection Lulu under
this section. However, the authority may use moneyin the power develop—
ment, fund for a feasibility study required by AS 44.83.380(b) without
voter approval under this section.

(b) Before an election is held under this section the authori
shall determine in writing the amount of money from the power develop—
ment fund the authority intends to wuse to acquire or construct a power
project. The authority shall then provide a copy of its written deter—
mination, together with a description of the area that will be served by

-5- CSHB 758 (Res)
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the power project, to the division of elections, Office of the Lieutenant
Governor, the division of budget and management, Office of the Governor,
and to each member of the legislature. IT the power project is subject
to review under AS 44.83.177 - 44.83.187, the authority shall prepare
its written dptermination under tms subsection after the division or
budget and management submits its report under AS 44.83.183(c). If the
power project is not subject"to review under AS 44.83.177 - 44.83.187,
the authority shall prepare 1its written determination under this sub-—
section after the di /ision of budget and management approves a deter—
mination under AS 44.83.394 that the power project 1is economically
feasible.

(c) After receipt of a written determination under (b) of th
section, the division of elections shall conduct a special election in
the area that will be served by the power project as that area is de—
scribed by the authority under (b) of this section. The special election
shall be held 1in accordance with the procedures in AS 29.68.090. The
question that the voters will decide at the special election is whether
the authority may acquire or construct the power project. The ballot
must, include a statement of the amount of money determined under (b) of
this section to be used to acquire or construct the power project.

(w) The authority shall include with 1its wri.Li.en determinati
under (b) of this section a description of the power project that
includes a statement of the total cost of the power project and a state—
ment of the anticipated social, environmental, and economic 1impacts nf
the power project in the area in which the power project will be lo—
cated. The description shall be reviewed and approved by the division
of budget and management. The division of elections shall deliver the
description of the power project to the area in which the special elec—
tion will be held. The delivery shall be by individual mailings co each

-6 - CSHB 758 (Res)



the power project, to the division of elections, Office of the Lieutenant
Governor, the division of budget and management, Office of the Governor,
and to each member of the legislature. IT the power project is subject
to review under AS 44.83.177 - 44.83.187, the authority shall prepare
its written determination under this subsection after the division of
budget and management submits its report under AS 44.83.183(c). IT the
power project 1is not subject"to review under AS 44.83.177 - 44.83.1f7,
the authority shall prepare 1its written determination under this sub-—
section after the division of budget and management approves a deter —
mination wunder AS 44.83.394 that the power project 1is economically
feasible.

(c) After receipt of a written determination under (b) of this
section, the division of elections shall conduct a special election in
the area that will be served by the power project as that area is de—
scribed by the authority under (b) of this section. The special election
shall be held 1in accordance with the procedures in AS 29.68.090. The
question that the voters will decide at the special election is whether I
the authority may acquire or construct the power project. The ballot
must include a statement of the amount of money determined under (b) of
this section to be wused to acquire or construct the power project.

Moo Al g OROTT T I R R A S T e R Mowvaud Tidus W
under (b) of this section a description of the power project that
includes a statement of the total cost of the power project and a state—
ment of the anticipated social, environmental, and economic impacts of
the power project 1in the area 1in which the power project will be lo—
cated. The description shall be reviewed and approved by the division
of budget and management. The division of elections shall deliver the
description of the power project to the area in which the special elec—
tion will be held. The delivery shall be by individual mailings to each
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the authority determines that the power project 1is economically featible
and the div? -"on of budget and management in the Office of the Governor
approves the authority"s finding. In determining whether a power pro-
ject is economically feasible under this section, the authority may rely
upon a feasibility study prepared for the power project under AS 44.83.-
181 if that feasibility study is not more than oneyear old. If the
feasibility study is more than one year old, the authority may revise
the feasibility study and rely upon the revised feasibility study

[THAT, AFTER CONSTRUCTION, OPERATION OF THE POWER PROJECT WILL BE ABLE
TO PROVIDE REVENUE SUFFICIENT TO RETURN ANNUALLYTO THE STATE FIVE
PERCENT OF THE AMOUNT THAT THE AUTHORITY HAS SPENT FROM THE FUND FOR THE
POWER PROJECT].

Sec. 14. AS 44.83.398(a) 1is amended to read:

(a) The authority shall sell power produced from power proje
acquired or constructed under the energy program for Alaska. A utility
that purchases power produced by a power project: of the authority shall
agree with the authority

1) to give preference in the sale of power at rets
classes of customers [CONSUMERS] of power except industrial customers
| COM ML, uw |

2) to charge industrial customers [CONSUMERS] of power a
rate determined by the authority in accordance with (d) of this section”

(3) to establish a rate structure for the sale of power at
retail to all classes of customers including industrial customers that
complies with the requirements of (h) - (k) of this section.
Sec. 15. AS 44.83.398(b) 1is repealed and reenacted to read:

(b) The authority shall establish and maintain a wholesale p
rate applicable to a power project that it acquires or constructs urtder
the energy program for Alaska. Beginning in the year 1in which a power

-8- CSHB 758 (Res)
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project becomes functional, the authority annually shall compute the
wholesale power rate applicable to the power project. The authority
shall, by regulation, establish a method for applying a wholesale power
i-

rate to various types of power projects and shall, by regulation, estab—
lish a procedure for the adjustment of a wholesale power rate to compen—
sate for an overestimate or underestimate in a previous year of the
amounts described i.\ (1) .and (2) of this subsection. Except for adjust-—
ments provided by regulation under this subsection, the wholesale power
rate must equal the rate that the authority estimates 1s necessary to
provide

(1) program receipts sufficient to p y, beginning in the year
in which the power project becomes functional,

A operation, maintenance, and equipment replacement
costs, including costs of a loan attributable to this paragraph
under AS 44.83.399 of the power project;

(B) debt service on bonds issued for the power project,
if any; and

© safety inspections and investigations of the power
project by the authority; and

(2) a return to the state of its investment in the power
project, with adjustments for j-flation, as providc-d in (f) - (h) of
this section, over a 33-1/3 year period, or over a period equal to
three-fourths of the life of the project as determined by the authority,
whichever is less.

Sec. 16. AS 44.83.398(d) is amended to read:
(d) A rate for an industrial customer [CONSUMER] under (a)(2
this section

) may exceed the wholesale power rate determined
of this section;

-9- CSHB 753 (Res)
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A S
(2) may not be less than, the rate charged residential cus-

Ctr*-
tomers CONSUMERS].
* Sec. 17. AS 44.83.398 1is amended by adding new subsections to read:

@) For the purposes of (b)(2) of this section, the authority
the time it initially establishes a wholesale power rate applicable to a
nower project, shall determine the average rate of inflation, based on
the federal consumer price index for the United States for the-33-year
period preceding the establishment of the wholesale power rate. Every
10 years after the initial establishment of a wholesale power rate, the
authority shall calculate the average rate of inflation for the preceding
33-year period and increase the wholesale power rate by. a percentage ./
equal to the increase in the-average.rate of inflation for the preceding
33 years br fé? the preceding 10 yearswhichever isiless.

(9) For the first year 1in which a wholesale power rate, is in
effect, the uthority shall determine the amount to be returned to the
state under (b)(2) of this section by multiplying the state"s investment
in the power project bv the quotient achieved from dividing the period
of time described in (b)(2) of this section into one. For each subse—
guent year, the authority shall determine the amount to be returned to
the state under (b)(2) of this section by multiplying the amount deter —
mined under this subsection for the preceding year by the sum of oV:ie
plus the avprage vratc-i of inflation calculated by the authority under (f)
of this section. After the period of time described in (b) (2) of this
section, the amount to be returned to the state under (b)(2) of this
section is zero unless other state investments in the power project are
made after the wholesale power rate is initially established. For a
state investment 1in a power project made after the 1initial wholesale
power rate 1is established, the authority shall separately determine the

amount to be returned to the state under (b) (2) of this section in the

-10- CSHB 758 (Res)
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1 manner provided in thit, subsection.

21. (h) A rate structure established under (a)(3) of this secti
f3c shall consist of at least three rates. The lowest rate shall be known
4 as the "equity rate"™ and shall be the rate charged by the utility to
‘5 customers for the first 250 kilowatt hours of power used during a monthl;
oy billing period. For residential customers the utility shall specify
; successively higher ranges of power usage to which successively higher
I8 rates within its rate structure apply. rate structure established
9 under (a)(3) of this section must, to the maximum extent possible,

10 encourage N”onseryatlon of energy, e€fficient/juse of facilities and

" resources, and( equitablerrates to consumers ofi etaaaieia}

19 (i) The lowest rate charged to a customer under (h) of this
13 tion may not exceed an amount that represents\the customer®"s propor—
14 tionate share of the utility"s non-capital ccits. However, if the

15 authority determines that a higher rate is necessary in order to allow £
16 utility to pay the wholesale power rate required by (b) of this section,
17 the authority may authorize that higher rate.

18 a) At least two weeks before a utility establishes or amends a
19 rate structure under (a)(3) of this section, the utility,or the Alaska®“
20 Public Utilities Commission shall conduct a public hearing within the
21 area.served by the utility to explain the proposed rate structure or
99 amendment and to receive comments from the public. The utility shall
23 provide public notice of the hearing at least two weeks before the
o hearing 1is held. The utility may provide the public notice by rtewspape
o5 or radio or by posting the notice within the area served by the public
6 utility.

o7 (k) In addition to the requirements of (i) - (J) of this section
28 relating to a utility"s rate structure, a utility that is subject to tb
21 jurisdiction of the Alaska Public Utilities Commission must comnly wit."

-11- CSHB 758 (Res)
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the provisions of AS 42.05.361 - 42.05.441. Nothing 1in this section
affects the authority of the Alaska Public Utilities Commission under
At. 42.05.361 - 42.05.441.

(@) The authority shall adopt regulations 1in accordance with
Administrative Procedure Act (AS 44.62) to implement (a)(3) and (h) -
(J) of this section.

(m) In this section,

(1) "the state"s irivestmen: in the power project"” means the
total amount 1invested by the state for the acquisition or construction
of a power project, including loans and grants from the state, other
than loans or grants made for the purposes described in (b)(l) of this
section and other than loans made from the proceeds of bonds 1issued for
the power project;

(2) "non-caprfal costs"" means a utility"s costs other than J
fcost's under (b)(1)(B) and (b)(2) of this section..

Sec. 18. AS 44.83 is amended by adding a new section to read:

Sec. 44.83.399. POWER PROJECT EMERGENCY MAINTENANCE FUND. There
is established in the authority the power pro., t emergency maintenance
fund. The power project emergency maintenance fund consists of money
appropriated to it by the legislature. The authority nay use money 1in
the powe~ project emergency maintenance fund to pay the cost of mainte —
nance, including equipment replacement, of a power project it acquires
or constructs under the energy program for Alaska if other appropria-—
tions are not available or are insufficient to pay that cost. For the
purposes of AS 44.83.398(h), the use of money in the power project main-—
tenance fund for a power project 1is a loan to the power project for a
purpose described in AS 44.83.398(b)(1) bearing interest at nine percent
a year and with a term determined by the authority but not to exceed 30
years. The authority shall, in its annual budget request under AS 44.83.-

-12- CSHB 758 (Res)
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request an appropriation to repay a loan under this section. I

the appropriation is made, the use of the money 1is a grant that is a

state 1investment 1in the power project for the purposes of AS 44.83.-

398(h).

Sec. 19. AS 44.53.420(4) 1is amended to read:
6 4) "industrial &fustomg:zg[CONSUMER]" means a customer of a
7 utility which customer has a peak power demand in excess of 500 kilowatts
3 and uses the power principally for
9 (A) manufacturing;
10 (B) pipeline transportation;
1 ©) the recovery or processing of minerals;
12 (D) the processing of timber, agricultural, or seafood
13 products or their by-products; or
14 (E) the operation of facilities owned by the federal
15 government; n Wwow -

u<v

15 Sec. 20. AS 44.83.390 and 44.83.398(c) are repealed.
17 TPV A A 1 T VI U A 7N SO § | /N S SRS AT 7 A B R - v & D,
18 \¢ct, and AS 44.83.385, .idded by sec. 12 of this Act, do not apply to a power

19 Droject on

which construction has begun before the effective date of this Act

o0 hotwithstanding the provisions of AS 44.83.385(9g)-

2
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23
24
25

26
27
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(3) "entire transmission system” means the gas transmission
pipeline (together with all related facilities) to extend from the
Pnidhoe Bay area on the North Slope of Alaska into the contiguous
United Slates, substantially as described in the President’s report
entitled "Decision and Report iu Congress on the Alaska Natural Gas
Transportation System?”, issued by the President on September 22,
1977, under provisions ofthe Alaska Natural Gas Transportation Act
of 1976, and includes planning, design and construction ofthe pipeline
and facilities;

(4) "project” means the gas transmission pipeline (together with all
related property and facilities) to extend from the Prudhoe Bay area on
the North Slope of Alaska to a connection with the Trans-Canada
Pipeline on the Alaska-Canada border, substantially as described in
the Presidents report entitled "Decision and Reportto Congress on the
Alaska Natural Gas Transportation System”, issued by the President
on September 22, 1977, under provisions of the Alaska Natural Gas
Transportation Act of 1976, and includes planning, design, and
construction of the pipeline and facilities;

(5) "project sponsor” means any partner of the Alaskan Northwest
Natural Gas Transportation Company or its successors;

(6) "Prudhoe Bay natural gas” means natural gas produced from the
Prudhoe Bay reservoir;

(7) "Prudhoe Bay oil” means oil produced from the Prudhoe Bay
reservoir;

(8) "Prudhoe Bay reservoir”’means those areas defined in Attide 5.1
ofthe "Prudhoe Bay Unit Agreement” of April 1,1977. (8 2 ch 90 SLA

1978)

Chapter 83. Alaska Power Authority.

Article

Creation and Organization (88 44.83.010 — 44.03.050)
Purpose and Powers (88 44.83.070 — 44.83.090)

Financial Provisions (88 44.83.100 — 44.80.160)

Power Production Cost Assistance (88 44.83.162 — 44.83.164)
Power Project Fund (8 44.83.170)

General Provisions (88 44.83.177 — 44.83.240)

Susitna River Hydroelectric Pro, *ct (S§ 44.83.300 — 44.83.360)

cCourwOR

Article 1. Creation and Organization.

Section Section

10 Legislative finding and policy 45. Qualifications, powers, and duties of
20. Creation of authority officers and directors.

30. Membership of the authority 50. (Repealed)

40. Officers and quorum

Sec. 44.83.010. Legislative finding and policy, (a) The
legislature finds, determines and declares that
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(1) there exist numerous potential hydroelectric and fossil fuel
gathering sites in the state;

(2) the establishment of power projects at these sites is necessary to
supply power at the lowest reasonable cost to the state’s municipal
electric, rural electric, cooperative electric, and private electric
utilities, and regional electric authorities, and thereby to the
consumers ofthe state, as well as to supply existing or future industrial
needs;

(3) the achievement of the goals of lowest reasonable consumer
power costs and beneficial long-term economic growth and of
establishing, operating and developing power projects in the state will
be accelerated and facilitated by the creation of an instrumentality of
the state with powers to construct, acquire, finance, and operate power
projects.

(b) It is declared to be the policy of the state, in the interests of
promoting the general welfare of all the people of the state, and public
purposes, to reduce consumer power costs and otherwise to encourage
the long-term economic growth of the state, including the development
ofits natural resources, through the establishment of power projects by
creating the public corporation with powers, duties and functions as

provided in this chapter. (8 1 ch 278 SLA 1976; am § 1 ch 156 SLA
1978)

Effect of amendment. — The 1978  and beneficinl" for "lower consumer power
amendment in subsection (a), substituted costs and" and ‘"construct, acquire,
"power at the lowest reasonable cost” for  finance, and" for “incur debt for

"lower cost power" in paragraph (2) and  constructing, and with powers to" in para-
"lowest reasonable consumer power costa  graph (3l

Sec. 44.83.020. Creation ofauthority. There iscreated the Alaska
Power Authority. The authority is a public corporation of the state in
the Department of Commerce and Economic Development but with
separate and independent legal existence. (8 1 ch 278 SLA 1976)

Sec. 44.83.030. Membership of the authority, (a) The authority
shall consist of the following directors;

(1) four directors at large to he appointed by the governor and
confirmed by the legislature;

(2) the commissioner of commerce and economic development.

(b) The commissioners of community and regional affairs, natural
resources, transportation and public facilities, and revenue shall have
the rights and privileges of directors except for the right to vote and
may not be considered for purposes of quorum or voting. (§ 1ch 278
SLA 1976; am 8§ 2 ch 156 SLA 1978)

Effect of amendment. — The 1978
amendment rewrote this section.

251
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(14) to enter into contracts or agreements with respect to the exer-
cise of any of its powers, and do all things necessary or convenient to
carry out its corporate purposes and exercise the powers granted in AS
44.83.010 — 44.83.510;

(15) to exercise the power ofeminent domain in accordance with AS
09.55.250 — 09.55.410;

(16) to recommend to the legislature

(A) the issuance of general obligation bonds of the state to finance
the construction ofa power projectifthe authority firstdetermines that
the project cannot be financed by revenue bonds of the authority at
reasonable rates of interest;

(B) the pledge ofthe credit ofthe state to guarantee repayment ofall
or any portion ofrevenue bonds issued to assist in construction ofpower
projects;

(C) an appropriation from the general fund

(i) for debt service on bonds or other project purposes; or

i'i) to reduce the amount of debt financing for the project;

(D) an appropriation to the power project fund for a power project;

(E) an appropriation of a part of the income of the renewable
resources investment fund for a power project;

(F) development of a project under financing arrangements with
other entities using leveraged leases or other financing methods.

(G) an appropriation for a power project acquired or constructed
under the energy program for Alaska (AS 44.83.380 — 44.83.425). (8 1
ch 278 SLA 1976; am 88 6 — 11 ch 156 SLA 1978; am 8§88 16,17 ch 83
SLA 1980; am § 5ch 118 SLA 1981)

Rcvinor’8 notes. — In paragraph (IS) AS 01.06.031 (b).
(G), a reference to AS 44.83.400 — Effect of amendment*. — The 1981
44.83.510 was changed to AS 44.83.380— amendment, effective August 4, 1981,
44.83.425 to reflect numbering changes added subparagraph (G) ofparagraph (16).
made by the revisor of statutes pursuant to

Sec. 44.83.090. Power contracts and the Alaska Public
Utilities Commission, (a) The authority shall, in addition to the other
methods which it .nay find advantageous, provide a method by which
municipal electric, rural electric, cooperative electric, or private elec-
tric utilities and regional electric authorities, or other persons autho-
rized by law to engage in the distribution of electricity may secure a
reasonable snare of the power generated by a project, or any interest
in a project, or for any right to the power and shall sell the power or
cause the power to be sold at the lowest reasonable prices which cover
the full cost of the electricity or services, including capital and
operating costs, debt coverage as considered appropriate by the author-
ity, and other charges that may be authorized by AS 44.83.010 —
44,83.510. F.vrppt for a contract or lease entered into under AS
44.83.380 — 44.83.425, a contract or ]pasp for the sale, transmission

365
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and distribution of power generated by a project or any right to the
capacity of it shall provide:

(1) for payment of all operating and maintenance expenses of a
project and costs of renewals, replacements and improvements of it;

(2) forintereston and amortization charges sufficientto retire bonds
ofthe authority issued forthe projectand reserves for them, plus a debt
service coverage factor as may be determined by the authority to be
necessary for the marketability of its bonds;

(3) for monitoring of the project by the authority or its agents;

(4) for full and complete disclosure to the authonty of all factors of
costs ‘n the transmission and distribution of power, sothat rates to any
persons may be fixed initially in the contract or lease and may be
adjusted from time to time on the basis of true cost data;

(5) for periodic revisions of the service and rates to persons on the
basis of accurate cost data obtained by the accounting methods and
systems approved by the directors and in furtherance end effectuation
of the policy declared in AS 44.83.010 — 44.83.510;

(6) for the cancellation and termination of a contract or lease upon
violation of its terms by any person;

(7) for security for performance as the authority may consider prac-
ticable and advisable, including provisions assuring the continuance of
the distribution and transmission of power generated by a project and
the use of its facilities for these purposes; and

(8) otherterms notinconsistent with the provisions and policy ofthis
chapter as the authority may consider advisable.

(b) The authority is not subject to the jurisdiction of the Alaska
Public Utilities Commission. Nothing in AS 44.83.010 — 44.83.510
grants the authority any jurisdiction over the services or rates of any
public utility or diminishes or otherwise alters the jurisdiction of the
Alaska Public Utilities Commission with respect to any public utility,
including any right the commission may have to review and approve
or disapprove contracts for the purchase of electricity by a public util-
ity. (8 1ch 278 SLA 1976; am § 12 ch 156 SLA 1978; am § 6 ch 118
SLA 1981)

Revlaor's notes. — In the 6econd sen-
tence of subsection (a), a reference to AS
44.83.400 — 44.83.510 was changed to AS
*14.S3.3GC — 44.85.425 to reflect num-
bering changes made by the revisor of stat-
utes under AS 01.05.031(h).

Effect of amendment*. — The 1981
amendment, effective August4,1931, sub-

stituted "except for a contract or lease
entered into under AS 44.83.380 —
44.83.425, a" for "a" preceding "contract”
and added "or lease" preceding "for the
sale" in the second sentence of subsection
(@) and added "or lease" following
"contract” in paragraphs (4) and (6) ofsub-
section (a).
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Effect of amendment. — The 1978 it designated the former provisions of this
amendment so changed this section as to  section as subsection (a) and added
make a detailed comparison im-  subsection (b).
practicable. Among other things, however,

Article 3. Financial Provisions.

Section Section
100. Bonds of the authority 140. Pledge of the state
110. Trust indentures and trust agree-  150. Tax exemption
ments. 160. Bonds legal investments for fi*_
120. Validity of pledge duciaries

130. Nonliability on oonds

Sec. 44.83.100. Bonds of the authority, (a) The authority may
borrow mor.ey and may issue bonds, in luding but not limited to bonds
on which the principal and interest are jayable (1) exclusively from the
income and receipts or other money de rived frcm the project Financed
with the proceeds of the bonds; (2) exclusively from the income and
receipts or other money derived from designated projects whether or
notthey are financed in whole orin part with the proceeds ofthe bonds;
(3) from its income and receipts or other assets generally, or a
designated part or parts of them; or Vv n one or more
revenue-producing contracts including a con roviding for the
security of the bonds made by the authority v.jtti any person. The
authority may issue bonds to pay, fund or refund the principal of, or
interest or redemption premiums on, bonds issued by it, whether or not
the bonds or interest to be funded or refunded have become due.

(b) Bonus shall be authorized by resolution of the authority, and
shall be dated and shall mature as the resolution may provide, except
that no bond may mature more thar 50 year" from the date of its issue.
Bonds shall bear interest at the rate?, oe in vhc denominations, be in
the form, either coupon or registered, carry the registration privileges,
be executed in the manner, be payable in the medium of payment, at
the places, and be subject to the terms of redemption which the
resolution or a subsequent resolution may provide.

(c) All bonds, regardless of form or character, shall be negotiable
instruments for all the purposes of the Uniform Commercial Code.

(d) All bonds may be sold at public or private sale in the manner, for
the price or prices, and at the time or times which the authority may
determine. (§ 1ch 278 SLA 1976)

Sec. 44.83.110. Trust indentures and trust agreements, (a) In
the discretion ofthe author!'y, an issue of bonds rnay be secured by a
trust indenture or trust agreement between the authority and a
corporate trustee (which may be a trust company, bank, or national
banking association with corporate trust powers, located inside or
ou'uslus the state) by a secured loan agreement or other instrument
or under a resolution giving powers to a corporate trustee by means of
which the authority may
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(1) make and enter into any and all the covenants and agreements
with the trustee or the holders of the bonds which the authority may
determine to be necessary or desirable, including, without limitation,
covenants, provisions, limitations and agreements as to

(A) the application, investment, deposit, use and disposition of the
proceeds of bonds ofthe authority or of money or other property ofthe
authority or in which it has an interest;

(B) the fixing and collection of rentals, charges, fees or other
consideration for, and the other terms to be incorporated in, contracts
with respect to a project or to generated power;

(C) the assignment by the authority ofits rights in contracts with
respect to a project or to generated power or in a mortgage or other
security interest created with respect to a project or generated power
to a trustee for the benefit of bondholders;

(D) the terms and conditions uprn which additional bonds of the
authority may be issued,;

.(E) the vesting in a trustee of rights, powers, duties, funds or prop-
erty in trust for the benefit of bondholders, including, without

imitation, the right to enforce payment, performance, and all other
rights of the authority or of the bondholders, under a lease, power of
contract, contract of sale, mortgage, security agreement, or trust
agreement with respect to a project by injunction or other proceeding
or by taking possession ofby agent or otherwise and operating a project
and collecting rents or other consideration and applying the same in
accordance with the trust agreement;

(2) pledge, mortgage or assign money, leases, agreements, property
or other rights or assets of the authority either presently in hand or to
be received in the future, or both; and

(3) provide for any other matters of like or different character which
in any way affect t. e security or protection or the bonds.

(b) Notwithstanding any other provisions of this chapter, the trust
agreement shall contain a covenant by the authority that it will at all
times maintain rates, fees or charges sufficient to pay, and that a
contract entered into by the authority for the sale, transmission or
distribution of power shall contain rates, fees or charges sufficient to
pay the costs of operation and maintenance ofthe project, the principrl
ofand interest on bonds issued under the trust agreement as the same
severally become due and payable, to provide for debt sendee coverage
as considered necessary by the authority forthe marketing of its bonds
and to provide for renewals, replacements and improvements of the
project, and to maintain reserves required by the terms of the trust
agreement.

(c) For the purpose of securing any one or more issues of its boi is,
the authority may establish one or more special funds, called "cap; al
reserve funds”, and shall pay .nto those capital reserve funr’* V.e
proceeds of the sale of its bonds and my other money which may be
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made available to the authority for the purposes of those funds from
any other source. The funds shall be established only if the authority
determines that the establishmentwould enhance the marketability of
the bonds. All money held in a capital reserve fund, except as provided
in this section, shall be used as required, solely for (1) the payment of
the principal of, and interest on, bonds or ofthe sinking fund payments
with respect to those bonds, (2) the purchase or redemption of bonds,
or (3) the payment ofa redemption premium required to be paid when
those bonds are redeemed before maturity; however, money in a fund
may not be withdrawn from it at any time in an amount which would
reduce the amount of that fund to less than the capital reserve
requirement set out in (2) of this subsection, except for the purpose of
making, with respect to those bonds, payment, when due, of principal,
interest, redemption premiums and the sinking fund payments for the
payment ofwhich other money ofthe authority is not available. Income
orinterestearned by, or increment to, a capital reserve fund, due to the
investment ofthe fund or any other amounts in it, may be transferred
by the authority to other funds or accounts of the authority to the
extent that the transfer does not reduce the amount of the capital
reserve fund below the capital reserve fund requirement.

(d) Ifthe authority decides to issue bonds secured by such a capital
reserve fund, the bonds may not be issued if the amount in the capital
reserve fund is less than such an amount as may be established by
resolution of the authority (called the ™capital reserve fund
requirement”), unless the authority, at the time of issuance of the
obligations, deposits in the capital reserve fund from the proceeds ofthe
obligations to be issued or from other sources, an amount which,
together with the amount then in the fund, will not be less than the
capital reserve fund requirement.

(e) Incomputing the amount ofa capital reserve fund for the purpose
of this section, securities in which all or r. portion of the funds are
invested shall be valued by some reasonable method established by the
authority by resolution. Valuation on a particular date shall include
the amount of any interest earned or accrued to that date.

(f) The chairman ofthe authority shall annually, no later than Jan-
uary 2, make and deliver to the governor and the legislature his certif-
icate stating the sum, if any, required to restore any capital reserve
fund to the capital reserve fund requirement. The legislature may
appropriate such a sum, and all sums appropriated during the then
current fiscal year by the legislature for such restoration shall be
deposited by the authority in the proper capital reserve fund. Nothing
in this section creates a debt or liability of the state.

(9) When the authority has created and established a capital reserve
fund, the commissioner of revenue may lend surplus money in the
general fund to the authority for deposit in a capital reserve fund in an
amount equal to the capital reserve fund requirement. The loans shall
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be made on such terms and conditions as may be agreed upon by the
commissioner of revenue and the authority, including without,
limitation terms and conditions providing that the loans need not be
repaid until the obligations ofthe authority secured and to be secured,
by the capital reserve fund are no longer outstanding. (§ 1ch 278 SLA
1976; am 88§ 13,14 ch 166 SLA 1978)

Effect of amendment — The 1978 (d), the amendment substituted “an.
amendment in paragraph (1) ofsubsection  amount” for "a per cent, not exceeding 10

(a), added "or to generated power” to the
end of subparagraph (B), inserted "or to
generated power" and "or generated
power" in subparagraph (C), and

substituted "by injunction” for "by manda-

per cent of the principal amount of all of
those bonds secured by that capital reserve

fund then to be -issued and then
outstanding in accordance with their
terms."”

mus” in Bubparagraph (E). In subjection

Sec. 44.83.120. Validity of pledge. It is the intention of the
legislature that a pledge made in respect of bonds shall be valid and
binding from the time the p.edge is made; that the money or property
so pledged and thereafter received by the authority shall immediately
be subject to the lien ofthe pledge without physical delivery or further
act; and that the lien ofthe pledge shall be valid and binding as against
all parties having claims of any kind in tort, contract or otherwise
against the authority irrespective of whether the parties have notice.
Neither the resolution, trust agreement nor any other instrument by
which a pledge is created need be recorded or filed under the provisions
of the Uniform Commercial Code to be valid, binding or effective
agai ist the parties. (8§ 1 ch 278 SLA 1976)

Si.c. 44.83.130. Nonliability on bonds, (a) Neither the members of
the authority nor a person executing the bonds is liable personally on
the bonds or is subject to personal liability or accountability by reason
of the issuance of the bonds.

(b) The bonds issued by the authority do not constitute an
indebtedness or other liability of the state or of a political subdivision
of the state, except the authority, but shall be payable solely from the
income and receipts or other funds or property of the authority. The
authority may not pledge the faith or credit ofthe state or ofa political
subdivision ofthe state, except the authority, to the payment ofn bond
and the issuance of a bond by the authority does not directly or
indirectly or contingently obligate the state or a political subdivision
of the state to apply money from, or levy or pledge any form oftaxation
whatever to the payment of the bond. (8 1 ch 278 SLA 1976)

Sec 44.83.140. Pledge of the state. The state pledges to and
agrees\ ith the holders of bonds issued under this chapter and with the
federal agency which loans or contributes funds in respect to a project,
fliat fKfl o fa fn, teill DAy Wl if, U LA f»\g;(‘/rlm Viifer e LTS VAUSRAA, M
authority by this chapter to fulfill the terms ofa contract made by the

iyn
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Article 6. General Provisions.

Section
177. Reconnaissance study

Sec. 44.83.177. Reconnaissance study, (a) To identify power
project alternatives for a community, the authority shall, after con-
sultation with other state agencies and after review of information on
alternative sources of power, complete a reconnaissance study for each
proposed new power project.

(b) A reconnaissance study shall

(1) survey all power sources available to the community and adja-
cent area and evaluate the relative economic merits of alternative
sources of power,

(2) include an assessment ofthe effect ofthe development ofalterna-
tive sources of power on the environment so as to assure that there is
no adverse effect to the environment which would make the project
inadvisable;

(3) include public comment from residents of the community and
adjacent area.

(c) The authority, in consultation with the division of budget and
management, shall adopt regulations defining

(1) the methods which it shall apply to determine that the informa-
tion required by (b) of this section is obtained; and

(2) standard criteria and measures for comparative analysis ofalter-
native power sources.

(d) In completing a reconnaissance study, the authority shall consult
with the division of energy and pov/er development in the Department
of Commerce and Economic Development to determine the information
that each may require for energy planning and the development of
technology. (8 24 ch 83 SLA 1980; am § 11 ch 118 SLA 1981)

Effect of amendments. — The 1981
amendment, effective Auguet 4, 1981,
added subsection (d).

. Article 8 Rural Electrification Revolving Loan Fund.
Section

361. Rural electrification revolving loan
fund
363. Loan odviBory committee

Effective date of article. — Section 17,
ch. 118, SLA 1981, provides that this
article take effect July 1, 1981. However,
ch. 113 bcco.TiC law without approval by
the governor, and since there is no provi-

sion in ch. 118 for the retroactive applica-
tion of the offectivo date (see AS
01.10.090), this nrticle is effective August
4, 1981.
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Editor’s note. — The repealed section
derived from 5 I, ch. 278, SLA 1976;
55 17,18, ch. 156, SLA 1978.

Sec. 44.83.181. Feasibility study and finance plan, (a) Unless
the reconnaissance study has been disapproved by the division of
budget and management under AS 44.83.179, the authority shall com-
plete a feasibility study and plan of finance for each proposed project.

(b) A feasibility study shall include

(1) information aboutthe proposed project, including but not limited
to estimates of total project construction costs, total project operating
costs, the timing and amount ofanticipated returns from the completed
project, a benefit-to-cost ratio, the potential effect ofthe project on the
environment of the area which will be served by the project when
completed, and the availability of alternative government financing;

(2) a statement of all assumptions which affect the economic
feasibility ofthe project, including but not limited to the discount rate
and interest rate of amounts of money to be used for the project,
anticipated fuel prices, an escalation rate, state and local electric load
growth, and estimates of indirect costs and benefits;

(3) a comparative analysis of all reasonable alternatives to
construction of the proposed project; and

(4) information based on engineering and des;gn work which meets
the requirements for submission ofa license application for the project
to the Federal Energy Regulatory Commission.

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

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

(2) the issuance of

(A) general obligation bonds of the state; or

(B) revenue bonds ofthe authority which are guaranteed or partial ly
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 fund (AS 44.83.170(a)), or from the
renewable resources investment fund (AS 37.11.050); or

(8) any combination of financing arrangements listed in this
subsection.

(d) When financial assistance from the state is necessary for a
project to meet financial feasibility criteria, the plan of finance shall
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include an estimate of the minimum amount of financial assistance
required from the state. The plan of finance shall include an estimate
of the present value of the financial assistance from the state,
computed as the difference between

(1) a market rate of interest, which is

(A) the rate determined under AS 44.83.170(f)(2)(B)(i); or

(B) the estimated interestrate for revenue bonds to be issued by the
authority for the project; and

(2) the effective rate of interest because of state financi™’ istance
provided.

() The authority, ir consultation with the division of cuuget and
management, sha.U ad ipt regulations defining

(1) the techniques which it shall apply to determine that the
information required by (b) — (d) of this section is obtained; and

(2) standard criteria and measures for comparative analysis of
alternative financing arrangements. (8 24 ch 83 SLA 1980)

Crossreference. — Astcapp'ice’ionof pending projects of the Alaska Power
this section to current projects of the Authority, see editor's note to AS
Alaska Power Authority and exemption 41.83.177.
from the provisions of this section of

Sec. 44.83.183. Review of feasibility studies and plans of
finance by division ofbudget and management, (a) The division of
budgetand man gement in the Office ofthe Governor shall review the
feasibility study and plan of finance for a project of the authority for
compliance with the provisions of AS 44.83.181(b) — (d).

(b) In its review under this section, the division of budget and
management may obtain an independent evaluation of a feasiblity
study and plan of finance to determine compliance with the provisions
of AS 44.83.181(b) — (d).

(c) When the division of budget and management has completed a
review of the feasibility study and the plan of finance for a project
under this section, it shall submit a report to the governor. The report
shall examine the feasibility study and plan of finance for compliance
with the req. irements of AS '14.83.181(b) — (d). The report of the
division of budget and management shall include a recommendation to
the governor and legislature lor approval or disapproval of the % eject
based on the division's review of the feasibility study and * m of
finance for compliance with the requirements of AS 44.83.181(b) — (d).

(d) The report required by (c) of this section shall be prepared and
submitted not later than 60 days after the feasibility study and plan of
finance for a proposed project have been received by the division of
budget and management. (§ 24 ch 83 SLA 1980)

Cross reference. — As to application of  Alaska Power Authority and exemption
this section to current projects of the from the provisions of this wcLion of
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pending projects of the Alaska Power
Authority, see editor’s note to AS
44.83.177.

Sec. 44.83.185. Submission to the legislature. (S) The authority
shall submit a feasibility study and plan of finance for a proposed new
projectto the legislature. When the reportofthe division ofbudget and
management examining the feasibility study and plan of ftlance is
completed as required by AS 44.83.183, it shall be submitt/ 1to the
legislature.

(b) The authority may not proceed with work on the engineering or
design pbasp «fa proposed new project for which legislative approval
is required until the legislature approves the proposed new project
However, the authority may proceed with the engineering or design
work necessary to meet the requirements for submission of a license
application for the propo:ed new project to the Federal Energy
Regulatory Commission without obtaining legislative approval of the
proposed new project.

(c) The legislature shall consider and must approve all proposed new
projects except proposed new projects that are exempt under AS
44.83.187. The legislature may approve a proposed new project only by
enacting law authorizing that project. (8 24 ch 83 SLA 1980)

Cross reference. — Asto application of pending projects of the Alaska Power
this section to current projects of the Authority, see editor's note to AS
Alaska Power Authority and exemption  44.83.177.
from the provisions of this section of

Sec. 44.83.187. Applicability of sections, (a) The provisions of AS
44.83.177 — 44.83.185 and 44.83.189 apply only to a proposed new
project which will generate more than 1.5 megawatts of power and

(1) requires an appropriation from the state general fund, from the
power project fund, or from the renewable resources funds; or

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

(b) The provisions of AS 44.83.177 — 44.83.185 and 44.83.189 apply
to a project which generates more than 25 megawatts of power for
which the authority will issue its revenue bonds for costs of
construction.

(c) The provisions of AS 44.83.177 — 44.83.183 do not apply when a
reconnaissance study and a feability study for a proposed new project
have been prepared by an agency of the federal government, if tl e
authority determines that the reconnaissance study and the feasibility
study prepared by the agency of the federal government provide
information sufficient to permit the authority to finance and construct
the proposed new project in accordance wich the requirer-.nts of this
chapter. When a reconnaissance study and fea'ioility study are
prepared for a propos;:.1new project by an agency of the federal govern-
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Editor’s notes. — Ae enacted, this sec- renumbered by ine re iico« vf -t-tutcc
tion was designated AS 44.83.460 and was under AS 01.05.031.

\X t (\[xn&

Sec. 44.83.394. Revenue requirements. The authority may not
use money in the fund for a power project exceptin comp liance with AS
44.83.177 — 44.83.187, and unless the authority determines that the »
power project is economically feasible and that, after construction,
operation ofthe power project will be able to provide rei enue sufficient
to return an .tally to the state five percent of the amount that the
authority has spent from the fund for the power project (AS 44.83.470;

§ 1ch 118 SLA 1981)

Editor’s notes. — As enacted, (iis sec- renumbered by the revisor of statutes
tion was designated AS 44.83.47Cutd was under AS 01.05.031.

Sec. 44.83.396. Operation of power project la) A JOWEl project
thatisacquired or constructed as part ofthe energy prcgram for Alaska
is owned by the state and shall be administered by the authority.

(b) When a power project has been acquired or constructed by the
authority, the project may be operated for the authority under a
contract or lease entered into by a qualified utility and the authority.

(c) The authority shall enter into a contract or letse under reason-
able terms and conditions to permit the applicant utility to operate the
power project when the applicant utility is the only wholesale power
customer to be served directly by the power projectun lessthe authority
determines a utility making application for a cor.tract or lease to
operate a power project is not capable of operating that power project.

(d) The authority shall adopt regulations to deteimine the manner
of selecting a qualified utility to operate a power project under a
contract or lease when there is more than one wholesale power
customer to be served directly by the power project..

() When the authority permitsa power project to be operated by a
qualified utility under a contract or lease, the authority shall

(1) review and appro 7 the annual budget for the operation and
maintenance of the power project,

(2) assure that the project is being operated efficiently and in a
manner thhtis consistent with national standards for the industry. (AS
44.83.480; § 1 ch 118 SLA 1981)

Editor's notes. — As enacted, this fee- renumbered by :.herevisor ofstatutes
tion was designated AS 44.83.480 and was  under AS 01.05.031.

Sec. 44.83.398. Sale of power from power project, (a) The
authority shall sell power produced from power projects acquired or
constructed under the energy program for Alaska. A utility that pur-
chases power produced hy a power project of the authority shall agree
with the authority
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(1) tc glvC prcfcrCLvo iii luc oalc of uunci ai>leuid to all classes 01
consumers of power except industrial consumers;

(2) to charge industrial consumers of power a rate determined by the
authority in accordance with (d) of this section.

(b) The authority shall establish a wholesale power rate structure
applicable to sales of power to its customers at the busbar ofthe power
project as follows:

(1) The authority hall establish and maintain a single wholesale
power rate applicable to all power projects that it has acquired or
constructed under the energy program for Alaska. The ,jfholesale
power rate shall be computed by the authority annually, and shall
equal the rate that the authority estimates is necessary to produce
revenue that is sufficient to pay

(A) operation, maintenance, and equipment replacement costs ofthe
nowpr nmioHs;

(B) debt service of the power projects;

(C) safety inspections and investigations ofthe power projects by the
authority.

(2) If, by July 1,1986, the legislature has not appropriated at least
$5,000,000,000 to the fund, in addition to appropriations to the fund of
interest earned on money in the fund, the authority shall, beginning
on that date, establish and maintain a single wholesale power rate
applicable to all power projects that it has acquired or constructed
under the energy program for /.Jaska. The wholesale power rate shall
be computed by the authr yannually, and shall be the greater of

(A) 1" percent ofthe amount the authority has invested in the power
projects, including loans and grants made by the state; or

(B) the rate that the authority estimates is necessary to produce
revenue sufficient to pay

(i) operation, maintenance, and equipment replacement costs of the
power project;

(ii) debt service of power projects by the authority; and

(iii) safety inspections and investigations of the power projects by
the authoi../.

(c) The authority shall transmitall t ;e money that it receives under
(b) ofthis section to the commissioner ofrevenue for deposit in the state
general fund except for the r roy it receives under (b)(1)(A) and (B)
and (b)(21(B)(i) and (ii), or the money it would have n jeivea under
(b)(1)(A) and (B) and (b)(2)(B)(i) and (ii/ of this section if those items
KEITL K a XM, wu Ul p & ™ W cowdUdAbl vid ®Iilisals v Buld B A udivy 1av
the time the money is received by the authority.

(d) A rate fir an industrial consumer under (a)(2) of this section

(1) may e>ceed the wholesale power rate determined under (b) ofthis
section;

(2) rrmy r.ct be less than the rate charged residential consumers.
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(e) The legislature may, by law, annul or change the wholesale
power rate for sales of power that the authority adopts under (b) ofthis
section. (AS 44.83.490; 8§ 1 ch 118 SLA 1981)

Editor’s notes. — As enacted this sec- renumbered by the revisor of statutes
tion was designated AS 44.82.490 and was under AS 01.05.031.

Sec. 44.83.400. Energy conservation. The authority sliall ensure

(1) that communities that benefit from the energy program for
Alaska implement cost-effective energy conservation measures for
residences, commercial and Dublic buildings, and industries; and

(2) that communities shall fulfill their responsibilities under (1) of
this section by cooperating with state agencies concerned with
development and conservation of energy, including but not limited to

(A) the Alaska Public Utilities Commission;

(B) the division of energy and power development, Department of
Commerce and Economic Development; and

(C) the division of business loans, Department of Commerce and
Economic Development. (AS 44.83.500; § 1 ch 118 SLA 1981)

Editor'* notes. — As enacted, Urn sec- renumbered by the revi- - of statutes
tion was designated.vS 44.83.500 and was  under AS 01.05.031.

Sec. 44.83.425. Definitions. In AS 44.83.380 — 44.83.425,

(1) "busbar” .~oans the substation that serves as the delivery point
from the generation and transmission system of the authority to the
transmission and distribution system of the utility;

(2) "debt service" means the cash flow necessary to secure bonds;

(3) "fund” means the power development fund established by AS
44.83.782;

(4) "industrial consumer” means u customer of a utility which
customer has a peak power demand in excess of 500 kilowatts and uses
the power principally for

(A) manufacturing;

(B) pipeline transportation;

(C) the recovery or processing of minerals;

(D) the processing of timber, agricultural, or seafood products or
their by-products; or

(E) the operation <Tfacilities owned by the federal governmert;

(5) "qualified utility” means an electric utility that is certified by the
Alaska Public Utilities Commission to serve all or part of a market
area that is served or will be served by the power project, and that the
authority determines is capable of operating and maintaining tho
power project. (AS (4.83.510; 8 1 ch 118 SLA 1981)
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CS CHANGES TO HB 758

~c.zti.0T. 1. This section “st-ahlishes the right of the APA to set general

retail rate guidelines that appear later in the bill.

Section 2. This amendment concerns the revenue bonding powers of the APA.

If a power project is built with funds raised by the issuance of revenue bonds
a capital reserve fund is sometimes created. This capital reserve fund (
(usually enough to pay to the bondholders one years worth of principle and
interest) gives the bondholders additional security and so makes the bonds
easier to sell. IT the revenue generating by the project 1is insufficient to
meet the annual payment to the bondholders the capital reserve fund is tapped,
rhe fund would then have Lu be replenished, probably by legislative approp—
riation. Since the legislature would be asked to appropriate money to
replenish capital reserve funds it should be aware of the creation of capital

reserve funds and have an estimation of the amount of withdrawls from the fund.

section 3. This amends APA stautes concerning reconnaissance studies,
The present law requires an environmental impact assessment be included 1in
a recon study. This would mandate a specific look at the effects on fisheries

resources.

section A. Section A amends APA statutes on feasibility studies. It would
add the underlined language to the information required to be presented in

a feasibility study.

section 5. This ection amends the review of feasibilty dtudies and plans
of finance by the Division of Budget and Management. This language would
require that budget and management prepare a financial analysis for APA

projects and specifies what should be included in the report.

section 6. This section amends the law-concerning legislative approval
of APA power projects. The legislature must enact a law and approve a
maximum construction cost lul Lhc project. This ©om

discourage low cost estimates and cost overruns. The 1i1.ollowing section

spells out the procedure if this estimate is exceeded.



section 7. If the final cost estimate for a project exceeds the cost estimate
approved by the legislature by more than 5% this amendment mandates the
APA to revise its feasibility study for the nroiect and resubmit- t-ho r»roicct

to the legislature for approval.

section 8. This section would exclude contractors who worked on a project
feasibility study or in engineering design from the construction of the project.
The purpose of this amendment is to discourage biased feasibility studiesor

design work.

sections 8 -13 are in the original HB 758
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with customer,

section 15. no change
section 16 same as section 14
section 17. The changes to this section begin on line 11. The effect of

the change is that if inflation was to be reduced to a low revel in any future
decade the inflation factor would reflect this lower figure and not that

of the preceeding 33 years.

The next change to section 17 begins atpage 11 line 2. This subsection (h)

has been rewritten to change the number of rates from two to three. Also

on line 8 the guidlines which should be followed when establishing a rate struc-
turehave been broadened from -to encourage conservation of energy- to

also include, efficient use of facilities and resources, and equitable rates

to consumers.

On line 14 subsection (i) the utilities-non-capital costs have replaced trying
to list what costs of the utility are non-capital. The rationale for this
Q tlIS't d1ffOT'or* UI'11it'1PS bvpplf (liltr "O0StS Under di FFC*™™ T * » «

Just saying non-capital costs, which 1is defined on page 12, line 14 1is
simpler and more accurate. The definition is that non-capital costs are costs
other than - 1. debt service on bonds issued for the power project, if any

2. a return to the stat"* of its investment in the power project, with adjustments

for inflation etc.



Sub-section (i) line 19. after the word util-fry the rhrcsc, or the Aleshe
Public Utility Commission, 1is added. This change is necessary because the
APUC normally conducts public hearings on electric rates. IT a utility is

economically regulated by the APUC the APUC should conduct this hearing.
Subsection (k) this change reiterates the authority of the APUC is rate

setting matters for APA funded projets. This language was advised by Ken

Vassar of the Attorney General®s office as a safeguard against misinterpretation
of statues.

Section 18. no phanop

Section 19 no change except for replacing consumer with customer.

section 20, 21 no chang
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JIM LAZAR

WASHINGTON RESIDENTIAL ELECTRIC RATE STRUCTURES

CONSULTING ECONOMIST

INVERTED POPULATION
Seattle City Light 500.000
Puget Power 1.250.000
Pacific Power 300.000
Washington Water Power 500.000
Clark Co. PUD 200.000
Lewis County PUD 55.000
Chelan County PUD 45.000
2.850.000
NON-INVERTED
Tacoma City Light 200,000
Snohomish PUD 335.000
Inland Power and Light 50.000
Cowlitz PUD 80.000
Benton PUD 100,0C0
Franklin PUD 35,000
Others* 350.000
Total State Population: 4,000,000

C17 East 17rh

Olvmoia, WA 98.M1

(206)357-0364!
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EXECUTIVE SUMMARY

The Pacific Northwest has long enjoyed electric rates that are among the
lowest in the Nation, based on inexpensive power generated by the region®s
enormous hydroelectric system. However, the region"s major hydro resources
have been nearly fully exploited, and regional demand for electrical

energy has outstripped the hydro system®s capacity. The region®s utilities
have embarked upon an ambitious program to construct nuclear and coal-
f-ireH power Diants to mset growing demand. However, many of these

plants are experiencing lengthy delays and tremendous cost overruns.

As a result, consumers in the region face rapidly escalating electricity
bills and almost certain electricity shortages in the coming decade.
There is gtleral agreement that conservation and certain renewable
energy applications represent the only option for avoiding impending
electricity shortages. Furthermore, there 1is considerable evidence that
many conservation actions can "provide" energy much more cheaply than

new nuclear or coal-fired plants.

However, a number of institutional obstacles stand in the way of the
timely and widespreau adoption of cost-effective conservation measures.
This report examines one such obstacle--traditional electric rate struc—
tures for residential customers.

t
Further, this report evaluates a number of alternative rate structures
according to three traditional ratemaking criteria and in light of the

increasing”cost conditions facing the region®s utilities.

The results of this analysis may be briefly summarized as follows:

(1) Traditional declining bioi.k rate structures, which provide decreasing
prices per kwh as consumption increases, are inappropriate during times
of increasing costs. Declining block rates mislead consumers by indicating

that costs decrease as consumption increases, when the opposite is true.



Horicinnc ronarHinn fuel rhniro electrical CT.Crgy USC and i-uiiservalLion.
That 1is, declining block rates encourage wasteful use of electric energy

in times of increasing costs. *

(2) Electric rate structures based on average costs- flat rate
structures—- also encourage inefficient use of electric energy during
times of increasing costs. Although not as misleading as declining
block rates, flat rates based on average costs also mislead consumers by

indicating that costs remain relatively stable as consumption increases.

(2) Pure marginal ccct rate structures, which would price ail electric
energy at the cost of energy from new energy sources, would lead to
economically efficient decisions regarding the choice of fuels, the
selection of heating and cooling equipment and appliances, and choices
between energy use and conservation measures. However, pure marginal
cost rates would result in considerable excess revenues for utilities,
severe cost increases for consumers, and would require some mechanism

for distributing excess revenues back to consumers.

(4) A baseline inverted rate structure would result in more efficient
(e.g., less wasteful) use of electricity, while avoiding the problem of
very large excess revenues to utilities. A baseline inverted rate
structure would price the initial or "base block™ of electrical energy
at the cost of inexpensive hydroelectric power to the utility. Electric
energy consumed in excess of this base block would be priced at a level
more closely approximating the marginal cost of electric energy; that

is, the cost of power from r”~w thermal power plants. Such a rate struc—
ture would provide the vast majority of consumers with more accurate
price signals by pricing energy consumption over the base block closer

to its marginal cost and closer to the cosv of alternative fuels.

A basal ins inverted rate structure has beer, successfully adopted u- Seatﬂe
City Light. In addition, the Washington State Utilities and Transportation

Commission recently promulgated an order requir.ug all investor-owned



utilities to adopt baseline inverted rate structures at subsequent rate
orders. Presently, Puyd ruwer iith duupteri a Dasenne increasing block

rate structuie under the state UTC"s order.

Simulations developed for this report and presented in Chapter 4 indicate
that, under assumptions consistent with the results of empirical research,
baseline inverted rates will result in significant long-run electrical
energy savings. Even under "worst case" (and least likely) assumptions,
slight decreases in electrical energy use will result. These simulations
also indicate that some minor adjustments in the rate structure may be
necessary during an implementation phase to ensure that total revenues

cover duo ao not exceea a utility"s total costs.
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TESTIMONY OF RURALGA?
ON HB758
AMENDMENTS TO THE ENERGY

PROGRAM FOR ALASKA

Energy costs in rural areas range up to 50gq/kwh and $3.00/gal
for heating oil and gasoline.

Rural areas are not well served by the existing Energy Progranm
for Alaska. The distribution of state wealth for rural eueigj
needs 1is 1inequitable.

Proposeu amendments to the Energy Program for Alaska are a

good start, but still do not address the inequitable distribution
of state wealth under it and still do not meet rural energy
needs.

The critical short-run need for almost all village residents
is for weatherization. For longer-term energy needs, villages
need the means to plan their own energy strategies.

A state commitment to village-wide home weatherization and to
village energy planning would address the inequity of the
Energy Program for Alaska and help meet rural energy needs.

RurALCAP offers to work with the Legislature in developing
such a program.



TESTIMONY OF RURAL CAP
ON HB758

AMENDMENTS TO THE
ENERGY PROGRAM FOR ALASKA

My name is Matt Zencey, here from the Rural Alaska Community
Action Program (RurAL cAP). We would like to commend the Committee
FOR RECOGNIZING THE NEED TO IMPROVE THE ENERGY PROGRAM FOR ALASKA
WHICH WAS ESTABLISHED LAST SESSION.

The Energy Program for Alaska grew out of the desire to convert
the State's temporary oil surplus into a secure long run supply of
ELECTRICITY FOR THE RAILBELT AT STABLE PRICES. IN ITS PRESENT
form, the Program combines a wealth distribution scheme with an

ENERGY PROGRAM WHICH IS CLAIMED TO SERVE ALL RESIDENTS OF THE

State.

From a rural perspective, the Program fails both as energy
POLICY AND AS A WEALTH DISTRIBUTION PLAN; IT NEITHER GIVES RURAL
RESIDENTS THE MEANS TO ESTABLISH AFFORDABLE, NON-SUBSIDIZED ENERGY
IN RURAL AREAS NOR PROVIDES AN EQUITABLE DISTRIBUTION OF STATE OIL
wealth. Last year, 93.5% or all funds under the Energy Program

for Alaska went to urban areas.

Rural Alaskans would perhaps be willing to accept this Energy
program for urran alaska if there were other adequate well-funded
programs that converted part of rural Alaska's share of State

wealth to stable, low-cost energy supplies. However, neither of



THE TWO MAJOR RURAL-ORIENTED ENERGY PROGRAMS DOES SO. THE POWER
Cost Assistance Program subsidizes both urban and rural areas wttw
HIGH ELECTRICITY COSTS. IT IS A NECESSARY SHORT-TERM SUBSIDY, BUT
IT IS NO SUBSTITUTE FOR A POLICY WHICH REPLACES THE NEED FOR
SUBSIDIES WITH STABLE LOW-COST ENERGY FOR BOTH SPACE HEAT AND
ELECTRICITY,

The Rural Energy Audit Demonstration Program offers rural

COMMUNITIES A STATE-CERTIFIED AUDIT AND A $300 ENERGY CONSERVATION
GRANT TO EACH HOME IN SELECTED VILLAGES. WITH THE HIGH COST OF
FREIGHT AND LABOR IN RURAL AREAS AND THE POOR CONDITION OF RURAL
HOUSES, THE $300 MAXIMUM GRANT IS  ALMOST RIDICULOUSLY LOW. IT IS
ABOUT ONE-TENTH THE LEVEL THAT WOULD BE A REASONABLE MAXIMUM,
ACCORDING TO RuURAL cap=s EXPERIENCE WITH THE FEDERAL WEATHERIZATION
PROGRAM.

The financial commitment to rural areas under these energy
PROGRAMS IS MINISCULE IN COMPARISON TO THE APPROPRIATIONS UNDER
the Energy Program for Alaska—roughly $11 million vs. $A35 million,
or 2h%. The huge financial commitments to urban areas under the
Energy Program for Alaska are simply too large for rural residents
to ignore. Rural areas are quite literally being left out in the
cold.
(HB/5S) ARE A GOOD START. iHEY BEGIN TO ADDRESS WHAT IS WIDELY
RECOGNIZED AS THE MOST FUNDAMENTAL FLAW IN THE PROGRAM—THE USE



OF OUTRIGHT GRANTS TO THE PROPOSED ELECTRICITY PROJECTS. REQUIRING
TnA'i int PROJECTS PAY BACK THE STATE'S INVESTMhNI wiTH AN ADJUSTMENT
FOR INFLATION IS A STEP TOWARD IMPROVEMENTS IN SEVERAL AREAS. IT
MEANS THAT THE WORTHWHILE GOALS OF THE PROGRAM WOULD BE ACHIEVED

AT LOWER COST, AS UNNECESSARY PROJECTS ARE DISCOURAGED AND SUBSIDIES
TO PRICES REDUCED. HOWEVER, USING A 53-YEAR AVERAGE INFLATION

RATE DOES LITTLE TO PROTECT THE PUBLIC'S INVESTMENT FROM THE RAVAGES
OF INFLATION, USING A TEN OR EVEN FIVE-YEAR AVERAGE INFLATION RATE
WOULD MAKE SURE twat tur PUBLIC'S INVESTMENT !-5 PROTECTED.

The bill's requirement for local elections is meant to further

DISCOURAGE UNNECESSARY PROJECTS. HOWEVER, AS LONG AS LOCAL RESIDENTS
DO NOT MAKE FINANCIAL COMMITMENTS TO BUILDING THE PROPOSED PROJECT,
THEY HAVE A GREAT INCENTIVE TO SAY YES TO ALMOST ANY PROJECT.

REQUIRING REPAYMENT OF THE STATE'S INVESTMENT REDUCES PRICE
SUBSIDIES AND REDUCES ARTIFICIAL DISINCENTIVES TO ENERGY EFFICIENCY
AND OTHER ENERGY ALTERNATIVES. THE RESOURCES COMMITTEE VERSION
ATTEMPTS TO ENCOURAGE ENERGY EFFICIENCY AND DISCOURAGE UNNECESSARY
FUTURE PROJECTS EVEN MORE, BY REQUIRING AN INCLINING BLOCK RATE
STRUCTURE FOR RESIDENTIAL CONSUMERS. THE INCENTIVES TO ENERGY
EFFICIENCY WILL DEPEND, OF COURSE, ON HOW MUCH THE PRICE GOES UP
WITH LEVEL OF USE. RESIDENTIAL CONSUMERS SHOULD NOT BE CHARGED
ANY MORE THAN INDUSTRIAL OR COMMERCIAL CUSTOMERS. HB753 IS SILENT

f-k>!» i]_'m-'T!i:i .*"ri\r{W%O i

Despite the improvements that HB758 would make, the most
FUNDAMENTAL PROBLEMS REMAIN. 17 ADDRESSES EQUITY ONLY BY REDUCING



THE TOTAL AMOUNT OF STATF MONFY SPENT DIRTNG THF LIFE Or THE PROJECT.
THE UF-FRONT COMMITMENT OF STATE HONEY 10 NOT REDUCED. IT IS PAID

BACK (IN SMALL INSTALLMENTS) OVER 33 YEARS; BUT ONLY AFTER OPERATIONS
start. Today's surplus is exclusively dedicated to a single purpose.
Rural areas can't rely on 33 future annual repayments to meet today's

energy needs. The Program's huge financial commitments still would



NOT MAKE ANY LONG-TERM COMMITMENT TO USE RURAL ALASKA'S SHARE OF
0iAi ¢ WcALTH TO SOLVE LONG TERM RURAL ENERGt PRubLhMS. inf AMENDED

Program should be much more equitable and should do more to meet

RURAL ENERGY PROBLEMS.

When a federal program designed to serve the whole nation
is applied to Alaska, the State often points out how different
THINGS ARE IN ALASKA COMPARED TO THE LOWER A8, YET THE STATE
OFTEN FORGETS HOW DIFFERENT THINGS ARE IN DIFFERENT AREAS WITHIN
Alaska. The Energy Program for Alaska is a good example. There
ARE TWO REASONS IT DOESN'T SERVE RURAL ENERGY NEEDS— (1) IT
CONCENTRATES EXCLUSIVELY ON ELECTRIC ENERGY, AND (2) IT RELIES
ON A CENTRALIZED STATE BUREAUCRACY TO PLAN, DESIGN, BUILD, OWN
AND OPERATE PROJECTS. ELECTRICITY IS IMPORTANT IN RURAL AREAS,
BUT IN MOST VILLAGES, IT IS A MUCH LESS PRESSING NEED THAN FUEL
OIL FOR HEATING. ABOUT 60% OF A VILLAGE'S ENERGY IS USED FOR
SPACE HEATING, MORE THAN THREE TIMES THE AMOUNT USED TO GENERATE
ELECTRICITY,

The OVERSEER OF THE ENERGY PROGRAM FOR ALASKA IS THE ALASKA
Power Authority. |t has a very big mandate and a very small staff.
Understandably, it concentrates on projects which are easy to
administer—a handful of large, centralized projects. No centralized
state agency can be expected to plan, build and own hundreds of
small projects scattered throughout the State without an explicit
charge from the legislature to do so. But without technical help
IN energy planning and policy, villages are unable to turn to the

political system to meet their energy needs.



We therefore call on the legislature to make financial

pommitncwtc in a dijdai_ ENERGY PROGRAM WHICH WOULD INCLUDE TWO
MAJOR COMPONENTS:  FIRST, IMMEDIATE VILLAGE-WIDE WEATHERIZATION
AND ENERGY EFFICIENCY AND SECOND, LOCAL ENERGY PLANNING TO IDENTIFY
AND EVENTUALLY BUILD FUTURE ENERGY PROJECTS WHICH REDUCE RELIANCE
ON ENERGY IMPORTED TO VILLAGES AND WHICH ARE APPROPRIATE TO
VILLAGE LIFESTYLES.

RURAL CAP THINKS IT IS Fair TO SAY THAT HOME WEATHERIZATION
IS THE HIGHEST SHORT RUN ENERGY PRIORITY IN ALMOST ALL OF ALASKA'S
VILLAGES. WEATHERIZATION SIMPLY REDUCES THE AMOUNT OF ENERGY NEEDED
TO HEAT A HOME. RURAL cap*s PRELIMINARY STUDY OF THE 1978 AND
1979 FEDERAL WEATHERIZATION PROJECT IN NOME FOUND ACTUAL FUEL
SAVINGS AVERAGED ALMOST 15%, OR OVER $200 A YEAR. THE POTENTIAL
FOR SAVINGS IS EVEN HIGHER, SINCE THE FEDERAL PROGRAM HAS AN
UNREALISTICALLY LOW PER HOUSEHOLD CEILING ON SPENDING. THE NEED
IS ESPECIALLY CRITICAL IN VILLAGES WHERE HOUSEHOLDS SPEND THOUSANDS
OF DOLLARS ON FUEL OIL FOR HEAT. BUT EVEN IN VILLAGES WHERE LOCAL
WOOD IS USED, WEATHERIZATION MEANS USING LESS TIME, LESS GAS, AND
LESS WEAR ON THE SNOWMACHINES, TO GATHER WOOD. IN FACT, VILLAGE
Energy Reconnaissance Studies done for the Alaska Power Authority
ALMOST UNANIMOUSLY POINT GUT THAT WEATHERIZATION IS NEEDED IN THE
VILLAGES STUDIED (SEE ATTACHED SHEET). SINCE THOSE RECONNAISSANCE
Studies were aimed at electric power, they did not result in
PROPOSED WFATHF.R I7ATION PROJECTS. MOST STUDIES EITHER SIMPLY
ASSUMED WEATHERIZATION WOULD BE DONE OR RECOMMENDED THAT VILLAGES
PARTICIPATE IN EXISTING PROGRAMS. HOWEVER, THOSE PROGRAMS ARE

-5-



SIMPLY INADEQUATE TO MEET THE VILLAGE WIDE NEEDS- THERE IS NOT
ENOUGH MONEY PER HO"JSEHOI D UNDER THE STATE ENERGY AUDIT/CONSERVATION
GRAN1 PROGRAM OR UNDER THE FEDERAL LOW;INCOME WEATHEtRIZATION

1
PROGRAM. The FEDERAL PROGRAM (WHICH MAY BE CUT OUT) REACHES ONLY
A TINY FRACTION CF ELIGIBLE HOMES EACH YEAR AND ONLY THE POOREST
RESIDENTS ARE ELIGIBLE. A STATE COMMITMENT TO VILLAGE WEATHERIZATION
WOuLD ENABLE RURAL AREAS TO SHARE MORE EQUITABLY IN THE USE OF
State wealth for stable, low-cost energy. (Rather than discuss
THE VARIOUS FORMS THAT THE PROGRAM AND ITS FUNDING MIGHT TAKE

RIGHT NOW, WE'D LIKE TO WORK WITH THE LEGISLATURE TO DEVELOP SUCH

A PROGRAM FOR INCLUSION WITH THE ENERGY PROGRAM FOR ALASKA.)

WEATHERIZATION IS IMPORTANT, BUT IT IS JUST A FIRST STEP TO

MEETING VILLAGE ENERGY NEEDS. THESE LONGER RUN ENERGY SOLUTIONS ARE
AS VARIED AS ALASKA®"S VILLAGES THEMSELVES. EACH VILLAGE NEEDS
TO DECIDE FOR ITSELF WHAT ENERGY SOLUTIONS WILL BE BEST. THE

BEST SOLUTION MAY INVOLVE COORDINATION WITH SEVERAL NEARBY VILLAGES.
We therefore call on the LEGISLATURE for a commitment to enable
LOCAL RESIDENTS TO DO ENERGY PLANNING. STATE AGENCIES AND REGIONAL
NON-PROFITS CAN OFFER TECHNICAL HELP AND COORDINATION BUT VILLAGE
RESIDENTS MUST HAVE THE MEANS TO GFT INFORMATION AND MAKE SOUND
DECISIONS ON ENERGY. AGAIN, WE*LL BE HAPPf TO WORK ON A PROPOSAL

THAT COULD BE INCORPORATED INTO THE ENERGY PROGRAM FOR ALASKA.

IN COﬂClUSiun, THEN, WE COMMEND THE RESOURCES COMMITTEE FOR

ITS EFFORTS TO IMPROVE THE ENERGY PROGRAM FOR ALASKA. HOWEVER,



THE PROPOSED IMPROVEMENTS STILL NEITHER IMPROVE THE INEQUITY IN
THE DISTRIBUTION OF STATE WEALTH NOR ADEQUATELY MEET THE ENERGY
NEEDS OF RURAL AREAS. BY INCLUDING COMMITMENTS TO VILLAGE-WIDE
WEATHERIZATION AND LOCA- ENERGY PLANNING [N THE PROPOSED IMPROVE-
MENTS to the Energy Program, the legislature would help ensure an
EQUITABLE DISTRIBUTION OF S.ATE WEALTH TO MEET THE ENERGY NEEDS OF

all Alaskans.

Attachments: Summary of Reconnaissance Study Recommendations

ON WEATHERIZATION

Summary of Comments on HB75S
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THE NEED FOR WEATHERIZATION IN RURAL ALASKA

As Found in Alaska Power Authority Village
Energy Reconnaissance Studies

NORTEC: Grayling, Scammon Bay, Goodnews Bay, Togiak

"The actual oil consumption in this area ( The Western Alaskan

region where degree days vary from 12,000 to 14,000 days per

year®.) is approximately 40-50% greater than required for a well-
insulated home...Energy conservation offers the best opportunity

in the villages for reduction of oil consumption and energy costs..
These (energy conservation) technologies have the highest rellablllty,
the greatest availability, and are most appropriate for the area in—
volved."

Roy Barkwell: Savoonga

.Conservation of residential heating fuel has definite merit...
The author 3 judgment from past experience and the site visit 1is
that approximately 30% of this heat could be conserved through
upgrading of building envelope by weatherstripping, added insulation,
etc....The primary advantage of this technology 1is inherent in its
low capital cost requirements and lack of compli x maintenance and
operations procedures.”

Marks Engineering: Tanana

Conclusions: "Heating requirements ... can be greatly reduced if
the structures are upgraded with energy saving improvements."

Recommendations: "Community residents should be encouraged to
weatherize. . .."

CHgM Hill: Ahkiok, King Cove, Larsen Bay, Old Harbor. OQOuzinkie,
Sand Point

Recommendations for all villages: Feasilibity studies of heat energy
conservation ( i1.e. weatherization).

(This recommendation for a feasibility study of weatherization
reflects the cumbersome way the reconnaissance process works in
Rural Alaska when consultants apply it literally without taking

N I ———— S~ _
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reconnaissance of Savoonga.



into account the special circumstances 1in rural areas. At least
one other consultant, NORTEC, has said no feasibility study is
necessary for weatherization, since we already know that it works
and is greatly needed.) ,

Retherford Associates: Buckland, Koyokuk, Russian Mission, Sheldon
Point, Chuathbaluk, Crooked Creek, Nikolai,
Red Devil, Sleetmute, Stony River, Takotna,
Telida, Hughes

"It cannot be overemphasized that if villages wish to stabilize

and hopefully reduce the local cost cf energy, immediate shore-term
conservation measures must be implemented. These conservation
measures . . . can reduce current non-transportation fuel use on
the order of 15 percent over the 20 year period of this study."

(It is ironic to note that this study simply assumed that energy
conservation would be dme and did not include this important energy
strategy in the list of options studied.)

Wind Systems Engineering: Shungnak, Kiana, Ambler

Recommendations 1in all three villages: An "integrated" approach
to conservation and weatherization:

"Increasing end use (energy) efficiency is as important as increasing
(energy) conversion efficiency. This approach looks at energy as both
electrical and thermal and takes advantage of reduced electric con—
sumption associated with a-well-insulated thermally tight building.
Community Tfacilities which are consolidated and built with energy
efficient appliances, load managemen:, and a well insulated shell

make excellent sense from an integrated energy standpoint."”

Fryer: Pressley: Elliott: Elim, Savoonga, Kaltag, White Mountain

Recommendations for all four villages: To bring in an auditor/
energy specialist to help the villages participate in existing
federal and state weatherization programs. (The consultants did
not check whether those programs have enough money to meet weather-
rzation needs of rural households.)
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