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because of the low (26 percent) level of utilization for this project 

in the early years of operation. Swan Lake rates would also decrease 

substantially. Power rates for Terror Lake would decrease by a lesser 

amount, because it is already expected to be 68 percent utilized in 

its first year of operation. Solomon Gulch is essentially fully uti­

lized now, and so would not have any rate decrease under this scenario.

I hope this information is helpful. If you have any questions or would 

like additional research, please let us know.

JK

Attachments

C



COMPARISON OF ALASKA POWER AUTHORITY WHOLESALE RATES 

FY 1986 -- Four Scenarios 

(Cents Per Kilowatt Hour)

Project

Current

System

90 Percent 

usage of 

Swan Lake

Stand Alone 

Case

Stand Alone 

Case 

High Usage

Solomon Gulch 10.5 11.7 • 3.8 3.8

Swan Lake 13.5 8.2 8.7 3.7

Terror Lake 13.1 11.3 17.5 12.0

Tyee Lake 16.6 14.3 19.1 5.2

Source: Alaska Power Authority, 5/83 

House Research Agency 5/26/83
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ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

Pouch Y, State Capitol 
Juneau, Alaska 99811 

(907) 465-3991

May 27, 1983

MEMORANDUM

TO: Representative Ron Wendt.e

FROM: Jack Kreinheder
Research Staff

RE: Power Rates for APA Projects
Research Request 83-182 (Additional Information)

Suzanne Mullen of your staff provided a set of additional rate 

projections made by the Alaska Power Authority and asked that we prepare 
a comparative graph and table similar to that which was included in my 
memo of May 26. The graph and table are attached, and a brief explana­

tion of the rate comparison follows.

The first scenario shown in the graph and table is identical to the 

second scenario included in my previous memo, and is repeated here as a 
basis for comparison with the other cases. The power rates shown for 
this first scenario are based on the current four-project APA system 
in FY 1986, with Swan Lake power sales at 90 percent of project capacity.

The second scenario shows the effect on power rates of excluding the 
Tyee Lake project from the APA system, with the other three projects 
remaining in the system. The power rates for Tyee would increase from 
14.3 cents to 19.1 cents in 1986 if it were separated from the system, 
unless additional power from the project could be sold or some other 
action was taken to reduce rates. The rates for the other three projects 
would all decline if Tyee were removed from the APA system, because 
chey would not have to share the higher cost of Tyee power.

Swan Lake is excluded from the APA system under the third scenario,
with Tyee, Solomon Gulch, and Terror Lake remaining in the system. The 
power rates for Swan Lake would decline by more than 50 percent, from 
8.2 cent; to 3.7 cents, if this separation occurred, and if 90 percent 
of the power from the project can be sold in 1986. The rates for Tyee 
and Terror Lake would increase substantially if Swan Lake were removed
from the power system, because of the loss of Swan Lake's relatively
low cost power to share the system debt service. Solomon Gulch would 

have a minor rate increase.

C



Representative Wendte
May 27, 1983
Page 2

Under the fourth scenario, Tyee and Swan Lake are both removed from the 
APA system, leaving only Solomon Gulch and Terror Lake. Tyee and Swan 
would both have the same power races as if they had independently been 
excluded from the system. Terror Lake rates would increase from 11.3 
cents in the base case to 13.7 cents under this scenario, while Solomon 
Gulch rates would stay about the same.

Please contact me if you have any questions or would like additional 
information.

JK

Attachments as stated



FY 1986 -- Four Scenarios 
(Cents Per Kilowatt Hour)

C O M P A R I S O N  O F  P O WE R  R A T E S  F O R  A L A S K A  P O WE R  A U T H O R I T Y  P R O J E C T S

Project

Base Case -- 

Assumes 90% 
Swan Lake Usage

Tyee Lake 
Exluded From 
APA System

Swan Lake 

Excluded From 
APA System

Tyee & Swan 
Excluded From 
APA System

Solomon Gulch 11.7 11.1 11.3 11.6

Swan Lake 8.2 7.6 3.7 3.7

Terror Lake 11.3 10.2 14.4 13.7

Tyee Lake 14.3 19.1 17.5 19.1

Source: Alaska Power Authority, 5/83 
House Research Agency, 5/27/83
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RESEARCH AGENCY

Pouch Y, State Capitol 
Juneau, Alaska 99811 

(907) 465-3991

April 12, 1983

MEMORANDUM

TO: Representative Ron Wendte

FROM: .Jack Krei nhede
Research Staff

r

RE: Susitna "Rlackmail Clause" [AS 44.83.398(h)(2)] 
Research Request 83-145

Suzanne Mullen of your staff asked that we briefly explain the current 
effect of [AS 44.83.398(b)(2)], commonly referred to as the Susitna 
"blackmail clause," on the viability of the Susitna hydroelectric pro­
ject and on other Alaska Power Authority projects.

As you know, the clause states that if $5 billion is not appropriated 
to the power development fund by July 1, 1986, the power rate for 
each project owned by the Power Authority will increase to a level 
sufficient to return to the State If) percent of the State investment 

in the project each year. There has been some controversy over the 
definition of the term "State investment" as used in the clause, which 
has resulted in uncertainty over the power rates that would occur if 
the clause went into effect. In any case, the clause would result in 
a substantial increase in power rates, up to lf)0 percent or more for 
some projects. The higher rates under the clause would apply not only 

to cu.-rent projects, but to Susitna and other future projects, as well.

The "blackmail clause" was enacted as part of SB 25 in 1981, and was 
intended to provide some assurance that Susitna or another large Rail- 
belt power project would receive appropriations comparable to those 
made in 198D and 1981 for p o w e r  projects in other regions of the state. 

At that time, $5 billion was considered sufficient to pay for almost 
the full cost of Susitna and the other projects under development.

As a result of the sharp declines in State revenues over the last two 
y^ars, the blackmail clause is now considered by the Power Authority 
and other experts to be an obstacle, rather than an aid, to development 

of Susitna and other projects. As you know, the Power Authority has 
introduced (through the Governor's Office) legislation to repeal the 
clause.



The basic problem is that falling State revenues have made it extremely 
unlikely, barring a complete reversal in oil price trends, that the 

State can afford to appropriate $5 billion for power projects by FY 86. 
Approximately $50G million has been appropriated for power projects 
to date, so that an additional $4.5 billion would have to be appro­
priated in the next three fiscal years to meet the requirements of the 
clause. The latest Department of Revenue figures (30th percentile) 
project about $8.8 billion in total general fund revenues from FY 84 
to FY 86. At current levels, the operating budget alone would require 
about $5.8 billion over these three years, leaving only $3 billion for 
ail loan and capital appropriations. Under more optimistic revenue 
forecasts, it would be more practical to appropriate the required $4.5 
billion for power projects, but very little money would remain for 
other capital projects or loans.

Because it appears almost certain that the "blackmail clause" would 
take effect if it remains law,* the electric utilities in the Railhalt 
and other areas of the state have become concerned about the efferc of 
the clause on them. The clause, as part of the Power Authority's rate 
statutes, must be included in every power sales contract negotiated by 
the Authority. Although the Authority has obtained power sales con­
tracts for the Solomon Gulch, Terror Lake, and Swan Lake projects, the 
utilities involved are very concerned about the prospect that their 
rates for purchased power could double in three years.

The Power Authority's financial advisors also fear that the clause 
could affect the issuance of revenue bonds for existing and future 
power projects, because the bond markets could be concerned about the 
ability and willingness of utilities to pay the higher rates under the 
clause. The financial advisors have stressed the importance of having 
the Power Authority's first bond issues be as straightforward and 
risk-free as possible in order to establish a sound credit rating.

With respect to Susitna, both the Governor and the Federal Energy 
Regulatory Commission (FERC) have stated that construction cannot 

begin, non will a FERC license be issued, until power sales agreements 
for Susitna pover have been signed by Railbelt utilities. As mentioned 

earlier, the "blackmail clause" applies to future power projects, not 
just projects new under construction or in operation. One of the

* There have been questions raised about the constitutional i «.y of the 
clause, and it is possible that the clause would be struck down in 
court. The clause vs currenlty the subject of a lawsuit by the 

Trustees for Alaska; however, the suit has been stayed pending 
legislative action on the measures to repeal the clause.
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April 1?, 1983
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largest obstacles to the successful negotiation of the Susitna power 
sales agreements is that the pov/er rates for Susitna depend heavily 
on the level of State funding for the project, which is uncertain 
at this time. The clause accentuates this problem by creating the 
prospect that Susitna power rates could be considerably higher than 
estimated by recent studies.

I hope this information is useful. If you have any questions or would 
like additional research, please let us know.

C



ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

Pouch Y. State Capito' 
Juneau, Alaska 9981V 

(907) 465-3991

April 15, 1983

MEMORANDUM

TO: Representative Jack McRride

FROM: Jack Kreir»hed<
Research Staf

RE: Swan Lake Hydroelectric Project 
Research Request 83-89

In response to a request made '« Rena Bukovich of your staff, this 
memorandum provides the following information on the Swan Lake hydro 
project near Ketchikan:

(1) the expected construction cost and completion date of the 

project;

(2) a comparison of the projected cost of power from the project 
and current power rates in Ketchikan; and

(3) the status of the power sales agreement between Ketchikan and 
the Alaska Power Authority.

PROJECT STATUS

The Swan Lake hydro project 's expected to he completed and begin 
operation by January 1984. Ar.cording to John Ferguson, the Swan Lake 
project manager for the Alaska rower Authority, the project was 84 per­
cent complete as of March 31, 1983. The project will have an installed
generating capacity of 22.5 megawatts and an annual firm energy pro­
duction of about 70 million kilowatt hours per year.

The total completed cost of the project was estimated at $99.2 million 

as of February 1, 1983, including about $2 million in contingencies. 
At that time, $72.4 million had be-̂ n spent by the Power Authority on 
the project. The financing for the project consists of $69 million 
in State appropriations and $35 million in short-term interim financing 

obtained by the Power Authority. The interim financing comes due in 
March 1984, and will have to be refinanced at that time, probably 
through the issuance of long-term revenue bonds.

C
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CURRENT AND PROJECTED POWER RATES

As you know, concerns have developed in recent months about the high 
projected cost of power from the APA hydro projects now under con­
struction, primarily in regard to the Tyee Lake project.* Initial 
rate projections done by the Power Authority early this year indicated 
that power rates frcm the Swan Lake project might also exceed the cost 
of diesel generation in the first years of project operation. However, 
current rate analyses conclude that the cost of power from Swan Lake 
will he competitive with diesel generation from the beginning of 

project operation, even without any additional State funding or other 

legislative action. In addition, there appears to be a good chance of 
marketing surplus power from the project to industrial users, thus 
reducing power rates substantially.

Current Diesel Generation Costs

Bob Arnold, General Manager of the Ketchikan electric utility, stated 
that the current cost of diesel power generation for the utility is 
about 13 cents per kilov/att hour. This cost is up from 12 cents per 
kilowatt hour (KWH) in 1982, despite the decline in world oil prices. 
Mr. Arnold said that there has been only a small drop in diesel fuel 
prices in Ketchikan (about five cents per gallon) and that this drop 
was offset by increased operation and maintenance costs for the diesel 
generating units.

Ketchikan also generates about 45 percent of its power requirements
from three hydro plants. The average cost of power from these plants
is only about 4 cents per KWH. These existing hydro facilities will 
continue to be operated after Swan Lake begins operation, unless
increased utilization of t»'e project makes it economic to shut the
smaller plants down.

Swan Lake Power Rates

The current "base case" power rate for Swan Lake is expected to be 
about 12.5 cents per KWH in FY 86, according to Mike Yerkes, Director 
of Operations for the Power Authority. This base case rate forecast 
assumes no additional State appropriations to the energy program and 
no sale of surplus power from Swan Lake. FY 86 is the critical year 

for powv.-r rates, because that is when the Terror Lake project would 
begin operation. Under the rate structure established last year by

* For a more detailed discussion of the Tyee Lake rate situation, see 
my memo of 2/11/83 to Representative Clocksin (Request No. 83-39).

C
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HB 9, each power project has a separate rate, but the debt service is
pooled for all of the projects under the energy program for Alaska.
Therefore, the addition of new projects to the system can affect the

rates for earlier projects such as Swan Lake.

The higher ratio of debt to equity for Terror Lake and the way in

which debt is pooled among the four projects -- Swan, Tyee, Terror,

and Solomon Gulch -- results in power rates for all of the projects
peaking when Terror Lake is added to the system in FY 85.

As noted earlier, Swan Lake is expected'to begin operation in January 
1983. During the first few months of operation, until long-term debt 
is issued, the power rate will be set at a level to cover only opera­
tion and maintenance costs. This rate will probably be in the range of 
4 to 5 cents per KWH. As of July 1, 1985, the power rate is projected 
to increase to about 9 cents per KWH, with a further increase in July
1985 to the 12.5 cents per KWH rate cited above. The rate is then
expected to decline slowly to 11 cents in FY 90, 8.5 cents in 1995, and 
just over 6 cents in the year 2000. See attachment A for a chart of 

this rate trend.

It should be noted that these rate projections are somewhat arbitrary 
in that they do not account for the addition of other power projects
such as Bradley Lake or Susitna. However, the future of these projects
is still uncertain and their impact on power rates depends largely on 
the financing used to build them.

If these rate estimates are accurate, there should be no difficulty in
marketing power from the Swan Lake project. The highest power rate 
would be in FY 86 at 12.5 cents per KWH, less than the 13 cents per KWH
which it now costs Ketchikan to generate diesel power. If oil prices
drop substantial ly or revenue bond interest rates are higher than 
expected by the Power Authority, a rate problem could develop for Swan 

Lake; however, this appears unlikely.

Sale of Surplus Power

About 40 percent of the generation capacity of the Swan Lake project
would be used in the first years of project operation, based on current
Ketchikan power dennnd and growth rates. Mr. Arnold has had discussions 
with the managers of industrial plants in Ketchikan who now generate 
their own power about the possibility of purchasing Swan Lake power. He 
believes it is likely that agreements to market surplus Swan Lake power 
can be negotiated and that the power output of the project can be fully 
utili*: d from its first year of operation.
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Full utilization of Swan Lake's capacity would decrease the power rate 

from 12.5 cents to about 8 cents per KWH in FY 86. Under this arrange­
ment, power sales to industrial users would be made on an interruptible 

basis, meaning that sales to industrial users would be reduced as the 
power demand of residential and commercial users increased in future 
years.

Full or increased utilization of the Swan Lake project would also reduce 
power rates for the other three projects under the energy program, 
because of the pooling of debt service among the projects. With higher 
utilization, Swan Lake would pay for a larger percentage of the uebt 
service for all the projects. This effect is most important for thr. 
Tyee project because '.t has the highest power cost of the four projects. 
For Tyee, full utilization of Swan Lake would reduce the power rate 
from 16 cents per KWH to about 13.5 cents.

This lower rate would substantially improve the marketabi 1 ity of Tyee 
power, although a further decrease in rates through other means c>uld 
still be necessary. It should be noted that increasing the utilization 
of Tyee itself would be the most effective means of lowering the power 
rate from that project. Consideration is being given to this option, 
but the market for surplus power in Petersburg and Wrangell appears 
weaker than in Ketchikan. One longer-term option would be to construct 
an intertie between the Tyee and Swan Lake projects, in order to make 

additional capacity available to Ketchikan when the power from Swan 

Lake is fully utilized. The Power Authority is currently conducting 
a study to evaluate this option, as well as other power sources for 
Ketchikan.

Attachment B illustrates the relationship between increased utilisation 
of Swan Lake and power rates for the project. The figures also show 
that Swan Lake covers an increasing percentage of debt service for the 
energy program as utilization rises. This increasing share of debt 
borne by Swan Lake is what causes the decline in power rates for other 
projects.

The one drawback or limitation to the increased utilization of Swan 
Lake is that the contracts for the sale of surplus power will not be 
firm take-or-pay contracts. This means that if an industrial purchaser 
shuts down because of market conditions or a strike, for example, the 
purchaser will not have to pay for the power which is not used. As a 
result, the power rate paid by the Ketchikan utility would have to 
revert to a higher rate to cover the debt service and operating costs 
of the project.

This situation would not be as problematic for Ketchikan as for Peters­
burg and Wrangell, because the highest rate for Ketchikan would still 
be below the cost of diesel generation (according to current estimates).
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However, for Petersburg and Wrangell, the increased power rate resulting 

from reduced utilization of Swan Lake could be higher than the cost of 

diesel generation for these communities. Therefore, Petersburg and 
Wrangell nay be reluctant to sign power sales agreements based on a 
power rate that depends on full utilization of Swan Lake. It may 
be necessary to implement some type of "backup plan" based on State 
appropriations or loans to ensure that the power rates for these cities 
will not exceed an acceptable level.

The Power Authority Board of Directors will consider the power rate 
issue at their board meeting scheduled for Monday, April 18 in Juneau.

SWAN LAKE POWER SALES AGREEMENT

An agreement for the purchase of Swan Lake power was signed by the 
Power Authority and the City of Ketchikan in the spring of 1982. The 
agreement now needs to be revised to incorporate the substantial 
changes made by HB 9, which was enacted at toe end of the 1982 legisla­
tive session. The original agreement specified that the contract was 
subject to statutory changes and would be changed to reflect any changes.

The Power Authority and the City of Ketchikan decided last fall to 
wait until the end of the current legislative session before revising 
the existing contract, rather than risk having to revise the contract 
a second time if changes to the Power Authority's statutes are made 
during this session. As the project will not begin operation until at 
least January 1984, this delay should not have any significant effect 

on the project.

ie ie it "k ie

I hope you find this information useful. If you have any questions or
would like additional research, please do not hesitate to call.

Attachments
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ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATI VES 

RESEARCH AGENCY

Pouch Y. State Capitol 

Juneau. Alaska 99811 
(907) 465-3991

February 11, 1983

MEMORANDUM

TO: Representative Don Clocksin

FROM: Jack Kreinheder
Research Staff

RE: Lake Tyee Power Costs and Project History 
Research Request 83-39

You requested that we summarize the current status of contract nego­
tiations for the sale of power from the Lake Tyee hydro project. You 
asked that we address the expected cost of power from the project, 
current power costs in Petersburg and Wrangell, and alternatives for 
reducing Tyee power costs to marketable levels.

The attached letter from the Alaska Power Authority outlines the 
sequence of construction cost estimates for the Tyee project and 
the decisions made by the Power Authority Board concerning project 

construction.

It is important to emphasize that the power cost projections in this 
memorandum are preliminary and are currently being revised by the 
Power Authority to reflect detailed financing arrangements for the 
Tyee project* These revised cost estimates will probably be somewhat 
lower than the figures cited here.

SUMMARY OF. FINDINGS

The basic power marketing problem for the Tyee project is that the 
wholesale cost of power from the project in its first years of operation 
is projected to be about 40 percent higher than current power generation 
costs for Petersburg and Wrangell. The Power Authority estimates that 
Tyee power will cost about 16.5 cents per kilowatt hour (KWH) in FY 
1986. Recent press reports have cited claims by Petersburg officials 
that the retai 1 cost of power from Tyee would be 100 percent higher 
than current levels. However, these claims are disputed by the Power 
Authority, as discussed later.

Power generation in Petersburg and Wrangell now costs about 12 cents 
per KWH and this cost is not likely to increase substantially over 
the next several years unless oil prices increase more than expected 
by most forecasters. These co. 'unities are understandably not willing
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to sign contracts to purchase Tyee power at rates substantially higher 
than current generation costs.

If no action is taken by the legislature to reduce Tyee rates, it 
appears that power sales agreements could not be obtained and the 
Power Authority wojld not be able to sell the necessary revenue bonds 
to repay the interim financing for the project. Although I did not 
research the possible steps the Power Authority might take in this 
situation to avoid a default on the Tyee debt, the Authority would 
probably be in a precarious financial position.

There are several possible approaches to reducing power rates for 

the Tyee project, most of which require more State money:

(1) Make an additional lump sum appropriation to the hydro 
program to reduce the amount of debt financing required 
for Tyee and other projects. About $70-80 million may be 
required to reduce Tyee rates to the evel of current power 
coots. If desired, this apprupriation could be structured 
as a loan, to be repaid to the State after Tyee power becomes 
competitive with the cost of power from present generation 

facilities.

. (2) Appropriate a smaller amount of about $20 million only to the 
Tyee project and enact temporary legislation which would 
reduce only the Tyee rates. (Under present law, an appro­
priation to any power project would reduce the power rates 
by an equal percentage for all projects.)

(3) Make annual appropriations of about $2-3 million to cover a 
portion of the debt service costs for the Tyee project, 
allowing power rates to be reduced until the project becomes 

— •— competitive with diesel generation costs. —

(5) Restructure the long-term debt for the Tyee project to rc-duce 
debt service costs in the early years of project operation 
(the viability of this approach is uncertain).

Amend the rate structure under present law to spread the 
higher cost of Tyee power among other power projects.

C
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TYEE POWER COSTS

The following table shows projected wholesale power costs for the 
Tyee project frc.n FY 85 to FY 90.

PROJECTED TYEE WHOLESALE POWER COSTS 
(Cents per Kilowatt Hour)

Fiscal Year__________ 1985 1986 1987 1988 1989__ 1990

Power Cost 12.8 16.5 16.7 16.8 17.0 17.2

Power Sales 32.0 32.8 33.6 34.5 35.3 36.2
(Mi 11 ions of KWH)

Source: Alaska Power Authority for FY 85-86, 
adjusted by House Research Agency for 
FY 87-90 for 4 percent annual increase 
in debt service cap, 3 percent average annual 
load growth for all APA projects, and 5 percent 
annual inflation in operation and maintenance costs.
Debt service calculations based on 35-year revenue bonds 
at 11 percent interest, with a 1.1 coverage level.

Again, these projections are preliminary, and more accurate figures 
will be available within a week. These projected rates are probably 
on the high side because they do not account for the interest earned 
on debt reserve funds or the lower-than-expected cost of the interim 
financing for the project. The Power Authority's financial advisors 
are now Vurking to incorporate these-and other adjustments to arrive 
at more accurate rate projections. One uncertainty in these rates is 
that they assume the Wrangell sawmill will buy ’.bout 7 million KWH per 
year —  about 20 percent of total projected power sales from the pro­
ject. The sawmill was shut down for over a month this winter and 

could be an uncertain buyer of Tyee powe'1.

The Tyee project is scheduled to be completed in early 1984, and may be 

on line as soon as Octooer 1983 if work continues at its current pace. 
When the project begins generating power, the initial rate will be 

set to cover only operation and maintenance costs (4-5 cents/KWH) until 
the start of the 1985 fiscal year, when the rate will increase to cover 
the costs of long-term financing for Tyee and the Swan Lake project. 
The power rate will increase again in FY 86 to reflect the cost of
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revenue bonds issued for the Terror Lake project. After 1986, the Tyee 
power rate will probably increase by about two percent per year.*

PROJECT FINANCING

The completed cost of the Tyee project is now estimated at $115 to $125 
million. Construction of the project has been financed by $82 million 

in appropriations from the legislature and $50 million in interim 
financing. This interim financing will have to be repaid in the 
spring of 1984 through the issuance of revenue bonds, additional State 
appropriations, or a combination of the two. The Swan Lake project 
also has $50 million in interim financing which will be repaid at about 
the same time. Terror Lake has $100 million in short-term debt which 
will be due in 1985.

HB 9 RATE STRUCTURE

The financing and power costs for Tyee are tied to those of other 
Power Authority hydro projects under legislation enacted in 1982 
(CCSHB 9 —  Chapter 155). This statute requires each hydro project to 
pay its "proportionate share" of the total debt service costs for all 
projects, as determined under a formula in the stavute. Basically, the 
statute means that if the construction cost of Tyee is 25 percent of 
the total cost of all projects in the system, Tyee must pay 25 percent 
of the total debt service costs for all projects. The wholesale power 

rate for each project is then determined by adding operation and 
maintenance expenses to debt service costs and dividing this sum by 
the expected power sales for each project.

The HB 9 rate structure replaced the "postage stamp" or single statewide 
rate formula which was enacted in 1981 by SB 25. The major purpose 
for the change in the rate structure was to increase the incentive for 

-building cost-effective and properly sized* projects, by-linking power 

costs more directly with project construction costs.

When the conference committee on HB 9 reviewed rate projections for the 
four power projects, there was concern that the rates for the Tyee and 
Swan Lake projects would be excessive under the HB 9 rate structure. 
As a result, the committee included in the legislation a limit or cap 
on the debt service cost for each project. Under this cap, no project 
must pay more than the average debt service cost for all Power Authority

* The rate calculation is complex, hut the three main factors that affect 
the project rates after 1986 are: inflation in 0&M costs, the rate of 
growth in power sales, and the 4 percent annual increase in the HB 9 
debt service cap. The addition of the Bradley Lake project or other 
projects could also affect Tyee rates substantially.
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projects, plus a certain percentage which increases eech year (8 percent 
in FY 85, 12 percent in FY 86, and so on). Although this debt service
limit reduces the power rate for Tyee substantially, iv does not reduce
the rate to a marketable level.

Because the debt service costs are pooled for all projects in the 
system, an appropriation to Tyee or any other project would reduce 
the power costs for all projects by an equal percentage.

PETERSBURG AND WRANGELL POWER COSTS

Current Costs

Exa^t power costs for Wrangell and Petersburg were not readily available 
at this writing. However, the busbar generation cost (equivalent to the 
wholesale power cost from Tyee) for both communities is approximately 
12 cents per KWH. Wrangell generates all of its electricity from 
diesels, while Petersburg obtains about half its power from the Crystal 
Lake hydro project, which was built many years ago. The Petersburg 

utility apparently has a higher level of debt than the Wrangell utility, 
which offsets the lower cost of power from the hydro facility.

While most of the recent publicity concerning the Tyee project has 
focused on the city of Petersburg, the Power Authority staff maintains 
that Wrangell would face a larger rate increase if Tyee power were 

purchased at current projected rates than would Petersburg. According 
to Mike Yerkes, who is negotiating the Tyee contracts for the Power 
Authority, this is because Wrangell would convert entirely from diesel 
generation to Tyee power, while Petersburg would continue to generate 
about half its power from the low-cost Crystal Lake hydro project, 
which was built decades ago.

Future Costs

The rate of increase in future generation costs for Petersburg and 
Wrangell is one of the basic questions tu consider in determining what 
approach the State might take to the Tyee situation. The cost of 
diesel fuel is the largest expense component for these utilities,
averaging about 9-10 cents per KWH generated over the past year.
As you know, the future of world oil prices is highly uncertain and 
the range of forecasts is considerable. However, the most recent 
Department of Revenue forecast projects a 28 percent cumulative decrease 
in the real price of oil through FY 87. In nominal terms, oil prices
in FY 88 are forecast to be about the same as today.

If this projection is accurate, it may be the early to mid-1990s 
before diesel generation costs would increase to the level of Tyee
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costs. However, an additional consideration is that Wrangell and 
Petersburg may have deferred expansion of their generation facilities 
in expectation of receiving Tyee power. Therefore, new generators 
might have to be ?dded to meet increases in load growth during the 
80s, which would increase power rates.

Retai1 Power Rates

Part of the publicity over the Tyee project centered on claims by 
Petersburg officials that they would have to add about 9 cents per 
KWH to the wholesale cost of power from Tyee for distribution and 
overhead costs, thus doubling the retail power costs from current 
levels. The Power Authority staff believe tnis figure is highly 
inflated and does not account for savings in diesel maintenance costs 
which would occur when Tyee comes on line. The staff is preparing 
documented estimates of what they feel are more realistic distribution 

and overhead costs.

Other Concerns

It is important to note that the cost of power from current projects is 
not the only concern of Petersburg, Wrangell, and other cities or 
utilities to be served by Power Authority projects. These groups are 
also concerned that under the current rate structure, their power rates 

could increase substantially as additional projects are added to the 
system. Whether this would occur depends on the level of State funding 
for the additional projects. If the ratio of State funding to bonded 
costs for new projects is lower than the average for current projects, 
the rates for_current projects would rise.

The "Susitna Blackmail Clause" [AS 44.83.398(b)(2)] is an additional 
source of concern for municipalities and utilities, as the clause 
could dramatically increase power rates if not repealed. This clause 
would increase power rates by requiring a 10 percent annual return on 
investment to the State if $5 billion has not been appropriated for 

power projects by 1986.



R e p r e s e n t a t i v e  C l o c k s i n
F e b r u a r y  1 1 ,  1 9 8 3
P a g e  7

POSSIBLE APPROACHES TO THE TYEE RATE PROBLEM

There a.rfs several possible approaches to the Tyee rate problem, as 
summarized earlier. The choice among them is complex and depends on 
basic policy issues relating to the power development program. Some 
of the more important factors to consider are discussed below.

Lump Su.ni Appropriation

This approach would be the most expensive; preliminary calculations 
indicate that $70-80 million would be necessary to lower the Tyee power 
rates to the cost of diesel generation.* Although the outstanding 
debt on the Tyee project is only $50 million, the pooling of debt 
service among all projects under the APA rate structure requires a 
larger appropriation to reduce Tyee rates sufficiently. A lump sum 
appropriation would also lower the power rate: for Solomon Gulch, Swan 
Lake, and Terror Lake by an equal percentage (obout 40 percent). This 

raises two questions.

First, is it necessary or desirable to reduce the power rates for 
other projects that already have reasonably price power? Second, what 
effect would lowering the rates for all projects now on line or under 
construction have on future projects? Lowering the average power rate 

would reduce the debt/equity ratio for current projects and require 
a higher level of State appropriations for future projects unless 
power rates were to be increased for all projects.

Special Tyee Legislation

If special legislation were passed so that a one-time appropriation 
would be used to reduce only Tyee power rates, roughly $20 mi 11 ion 
mul£L_be_ required to provide the necessary rate reduction. However, 
this approach could be- viewed as creating a precedent for "bailing 

out" high-cost projects which might result in similar problems for 
future projects.

Annual Appropriation

In lieu of a one-time appropriation, the legislature could make annual 
appropriations of about $2.4 million to cover the debt service shortfall 
that will result if power is sold at 12 cents rather than 16.5 cents 
per KWH. These appropriations would continue and eventually diminish

* I have not included these calculations here for the sake of brevity, 
but can provide them if desired.
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to zero as the cost of diesel generation increased to match the cost
of Tyee power or the cost of Tyee power fell. Although it is uncertain
how long these annual appropriations would be required, depending on 
fuel escalation rates and other factors, the total cost would probably 
be half or less the cost of a lump sum appropriation.

The Petersburg and Wrangell utilities would be eligible for rate relief 

under the power cost assistance program, but only for the portion of 
retail rates above 16 cents in FY 86. This floor increases by one cent 
each fiscal year. Also, cost assistance is available only for the 
first 600 KWH per month sold to each customer. Therefore, a separate 
appropriation specifically for Tyee debt service might be required 
each year in order to reduce power rates sufficiently.

Modification of Rate Structure

It would be technically possible to modify the statutory rate structure
to reallocate at least part of the Tyee debt service to other lower
cost projects, primarily Solomon Gulch and Terror Lake. The communities 
served by these projects would probably strongly "ppose this change. 
In addition, the bond markets could view this juggling of the rate 
structure with some concern.

Restructure Project Debt

It may be possible to reduce the debt service costs for the first few 
years of operation of the Tyee project by borrowing additional funds 
with which to pay part of the interest on the bonds for several years. 
According to Sterling Gal lager of John Nuveen and Associates, it is 
legally possible to have this type of arrangement for five years 
without violating federal arbitrage regulations. However, the financial 
viability of this approach is uncertain and would require additional 
research.  _

Another possibility would be to use a geometric financing approach, in 
which the debt service schedule would be shifted so that debt service 
costs would be lower in the early years and increase gradually as the 
project power sales increased. This approach has been used in a few 
utility bond issues, but it is uncommon and would also require more 
investigation to determine its viability for the Tyee situation.
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IMPLICATIONS FOR OTHER POWER PROJECTS

A number of legislators and other observers ha\e expressed concern 
about the possibility of the Tyee marketing prjblem occurring with 
Susitna or other hydro projects. This is a controversial issue with 

numerous points of view, but a few observations may be helpful in 
understanding the problem.

It is important to recognize the distinction between the economic
feasibi1ity of a hydroelectric project and the marketing feasibi1ity of' 
the same project. Although the economic feasibility of the Tyee 
project is an issue itself, the point is that even a clearly feasible 

hydro project will usually require some sort of grant or low-cost 
financing to lower power rates to marketable levels in its early years 
of operation. After a period of years, increasing power sales and 
higher fuel costs for the alternative generation source should result 
in a break-even point, after which the hydro power becomes less
expensive. The initial subsidy to the project can then be repaid, if 

necessary.

In the case of the Tyee project, the continually increasing cost
estimates for the project made it difficult to determine how much State 
money was required to achieve marketable power rates. The power-mar­
keting problem for Tyee is also accentuated by the fact that Tyee has 
the largest excess generation capacity of the four projects now or 
line or under construction -- only about 25-30 percent of the project's 

capacity will be used in the first years of operation. This lower 
level of utilization means that a higher proportion of State funds is 
necessary to obtain reasonable power rates.

A major element of the Tyee problem appears to be that neither the 
legislature nor the Power Authority placed sufficient emphasis until 
recently on the marketing of power-from the project;, under-construction. 
Part of the reason for this apparent oversight is that in 1980 and 
1981, State revenues were increasing rapidly and it was expected that 

most of the project costs would be funded through direct appropriations 
or low-cost loans, rather than by revenue bonds. With this expectation, 
power marketing was not an issue because of the low power costs. The 
sharp decline in State revenues has resulted in more reliance on debt 
financing, causing higher power rates and the marketing problem demon­
strated by the Tyee project.

With respect to the Power Authority, an additional problem was the lac.< 
of staff with experience in marketing and rate issues. It was only 
about 10 months ago that the Power Authority hired someone with rate 
setting and utility experience. Until then, the focus cf the staff



R e p r e s e n t a t i v e  C l o c k s i n
F e b r u a r y  1 1 ,  1 9 8 3
P a g e  1 0

was more on the feasibility, design, engineering and financing aspects 
of power development.

A final contributing factor to the Tyee situation was that the revisions 
to the Power Authority rate structure enacted in 1982 by HB 9 were not 
based on a full assesment of the effect of these rate revisions on the 
marketability of power from T>ee and the other projects.

The likelihood of the Tyee rate problem occurring with other power 

projects is difficult to assess. The Power Authority appears to have 
made good progress in dealing with the marketing issue. Several 
measures have been taken to avoid the recurrence of tho Tyee cost 

escalation problem, and a number of recent bids for construction of 
the Terror Lake and Anchorage-Fairbanks projects have been substantially 
lower than engineering estimates.

In addition, the Authority has proposed changing its procedures to 
require power sales contracts to be signed before project construction 

begins, and this was done for the Terror Lake project. In the past it 
has been difficult to obtain contracts because it was uncertain how much 
funding would be provided by the legislature, and there is a natural 

incentive for communities to lobby the legislature for additional funds 
to reduce their power rates. It may also be difficult to obtain pre­
construction power sales agreements for the Susitna project because of 

the long lead time of the project.

The chances of the Tyee power marketing problem occurring with future 

power projects wculd be reduced if the legislature made certain it 
had sound estimates of the maximum appropriation necessary for power 
marketing purposes before approving construction of a project, and 
committed itself to the appropriation of the necessary amount. Any 
changes in the rate structure should also be made only after detailed- 
evaluatlon of the impact on project power rates and marketabi 1 ityr—

* * * * *

I hope this information is useful. If you have any questions or would 

like additional information, please don't hesitate to call.

JK

Att’-hment
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February 9 ,  1983

H r .  J a c k  K r e i n b e d e r  
H o u s e  R e s e a r c h  A g e n c y  
P o o c h  Y
J u n e a u ,  A l a s k a  9 9 8 1 1

Subject: T y e e  H y d r o e l e c t r i c  Project-SiMMry o f  E s t i m a t e d  T o t a l  C o s t s  

D e a r  J a c k :

A s  p e r  j o u r  r e q u e s t ,  f o l l o w i n g  1 s  a  b r i e f  s u m a r y  o n  t h e  s e q u e n c e  o f  
e v e n t s  o n  t h e  T y e e  h y d r o p o w e r  p r o j e c t  p r i m a r i l y  r e l a t i n g  t o  c o s t -  T h e  
s u M » r y  o f  B o a r d  a c t i o n s  w a s  e x t r a c t e d  f r o m  o u r  c o r p o r a t e  m i n u t e s .  H a s t  o f  
t h e  a c t i o n s  t a k e n  b y  t h e  B o a r d  w e r e  b a s e d  o n  a d v i c e  f r o a  n y s e l f  a n d  m y  s t a f f .

■A<

O n  D e c e m b e r  1 9 ,  1 9 7 9 .  t h e  A l a s k a  P o w e r  A u t h o r i t y  s u b m i t t e d  & r e v i s e d  
a p p l i c a t i o n  t o  t h e  F e d e r a l  E n e r g y  R e g u l a t o r y  C c w i s s l o n  ( F E R C )  f o r  t h e  
c o n s t r u c t i o n  o f  t h e  T y e e  H y d r o e l e c t r i c  P r o j e c t  i n  t h e  v i c i n i t y  o f  W r a n g e l l  
a n d  P e t e r s b u r g ,  A l a s k a ,  O u r  e n g i n e e r s ,  R .W .  R e t h e r f o r r f  A s s o c i a i e s / t u t e r -  
n a t i o n a l  E n g i n i s e r f n g  C o m p a n y  ( I E C O )  e s t i m a t e d  t h e  t o t a l  c o s t  o f  t h e  p r o j e c t  a t  
t h a t  t i m e  a t  $ . $ , 5 9 9 , 0 0 0  ( 1 9 8 0 $ ‘ s ) .  W it h  a n  a l l o w a n c e  f o r  i n f l a t i o n  a n d  
i n t e r e s t  d u r i n g  c o n s t r u c t i o n  t h e  e s t i m a t e d  t o t a l  c a p i t a l  i n v e s t m e n t  a t  t h a t  
t i m e  c a m e  t o  $ 5 3 , 3 3 3 , 0 0 0 .  -

S n  S e p t e m b e r  1 9 8 0 .  I E C O  s u b m i t t e d  a  r e v i s e d  c o s t  e s t i m a t e  o f  $ 5 0 , 9 7 6 , 0 0 0  
( A u g u s t  1 9 8 0 $ ’ s ) .

E a r l y  i n  1 9 8 1 ,  t h e  P o w e r  A u t h o r i t y  r e t a i n e d  E B A S C Q  S e r v i c e s .  I n c . .  t o  
p r e p a r e  a n  i n d e p e n d e n t  c o s t  e s t i m a t e .  E B A S C O  s u b s e q u e n t l y  e s t i m a t e d  t h e  t o t a l  

. p r o j e c t  c o s t - a t  $ 9 6 , 6 9 3 , 0 0 0  ( H a y  1 9 8 1 $ * s ) .  - E s c a l a t e d  t o  t h e  m i d p o i n t  o f  
c o n s t r u c t i o n ,  t h i s  w o u l d  r e p r e s e n t  a  c o m p l e t e d  c o s t  o f  a p p r o x i m a t e l y  $ 1 1 0  
m i l l i o n .  A f t e r  r e v i e w i n g  t h e  E B A S C O  e s t i m a t e .  I E C O  c o n c e d e d  t h a t  I t s  p r e ­
v i o u s  e s t l m t e s  w e r e  l o w  a n d  I E C O  r a i s e d  i t s  e s t i m a t e  t o  $ 8 ) , 0 6 9 , 0 0 0  ( J u n e  
1 9 8 1 $ ' s ) .  E B A S C O  r e f u t e d  t h i s  r e v i s e d  e s t i m a t e .

P r o c u r e m e n t  o f  h * > g - ! e a d - t i m e  t u r b i n e s  b e g a n  i n  J u l y  1 9 8 1  i n  a n t i c i ­
p a t i o n  o f  a  r e f t C  l i c e n s e .  T h e  B o a r d  o f  D i r e c t o r s  w a s  r e a l i g n e d  b y  S t a t u t e  
i n  t h e  l a t t e r  p a r t  o f  0 , ' l y  1 9 8 1 .  T h e  F E R C  i s s u e d  a  l i c e n s e  o n  A u g u s t  5*
1981 and tha a w a r d  o f  s e v e r a l  a d d i t i o n a l  procurement a n d  o n e  c o n s t r u c t i o n  
c o n t r a c t  followed a l m o s t  l i m n e d l a t e l y  t h e r e a f t e r .

I E C O  c o n t i n u e d  t o  « a k e  m o n t h l y  r e p o r t s  o n  t h e  s t a t u s  o f  t h e  p r o j e c t ,  
I n c l u d i n g  e s t i n a t e d  t o t a l  p r o j e c t  c o s t s .  I t  i s  i m p o r t a n t  t o  n o t e  t h a t  b y  
t h e  e n d  o f  M a r c h  1 9 8 2 .  I E C O  h a d  i n c r e a s e d  i t s  p r o j e c t  e s t i m a t e  t o  $ 9 7 , 0 7 2 , 0 0 0 ,
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i n c l u d i n g  e n g i n e e r i n g  c o s t s  p r i o r  t o  c o n s t r u c t i o n .  I n  t h e  M a r c h  r e p o r t  t h e  
o v e r h e a d  t r a n s m i s s i o n  l i n e  w a s  e s t i m a t e d  t o  c o s t  $ 1 2 , 8 4 0 , 0 0 0  p l u s  a  
$ 6 , 0 0 0 , 0 0 0  c o n t i n g e n c y .  L e s s  t h a n  tw o  m o n t h s  l a t e r ,  d u r i n g  t h e  M d  o p e n i n g  
f o r  t h a t  c o n t r a c t .  I E C O  p r o v i d e d  a n  e n g i n e e r ' s  e s t i m a t e  o f  $ 2 3 , 2 8 0 , 8 8 7 . 0 0 - *  
a n  e s t i m a t e  t h a t  i s  2 4  p e r c e n t  a b o v e  a n y  p r e v i o u s  e s t i m a t e ,  i n c l u d i n g  c o n ­
t i n g e n c y  f u n d s .  T h e  a c t u a l  l o w  b i d  w a s  e v e n  h i g h e r  a t  $ 2 4 , 9 0 1 , 4 0 6 .

S t a r t i n g  w i t h  t h e  I E C O  e s t i m a t e  f r o m  t h e  M a r c h  1 9 8 2 ,  r e p o r t ,  a d j u s t i n g  
f o r  t h e  a c t u a l  lo w  b i d  o n  t h e  t r a n s m i s s i o n  l i n e ,  a n d  a d d i n g  t h e  e s t i m a t e d  
c o s t  f o r  a  p r o p o s e d  s e p a r a t e  s u b s t a t i o n  c o n s t r u c t i o n  c o n t r a c t ,  t h e  e s t im a t e d  
t o t a l  p r o j e c t  c o s t  w as i n c r e a s e d  b y  I E C O  t o  $ 1 1 0 , 1 3 3 , 0 0 0  ( H a y  1 9 8 Z ) .  T h i s  
d i d  n o t  i n c l u d e  a p p r o x i m a t e l y  $ 5  m i l l i o n  f o r  o w n e r  p r o v i d e d  i n s u r a n c e .
D u r i n g  t h e  m o n t h s  t h a t  f o l l o w e d ,  t h e  t o t a l  p r o j e c t  c o s t  h a s  d e c r e a s e d  a n d  
i n c r e a s e d ,  s l i g h t l y ,  a s  a d j u s t m e n t s  h a v e  b e e n  a « d e  f o r  a c t u a l  b i d s  o n  r e l a ­
t i v e l y  s * a l l  p r o c u r e m e n t  c o n t r a c t s . .

I n  D e c e m b e r  1 9 8 2 ,  a n d  a g a i n  i n  January 1 9 8 3 ,  s e n i o r  s t a f f  o f  I E C O  a n d  
l E C O ' s  p a r e n t  c o m p a n y ,  M o r r i s o n  K n u d s o n  ( H * K ) ,  m e t  w i t h  r e p r e s e n t a t i v e s  o f  t h e  
P o w e r  A u t h o r i t y  t o  d i s c u s s  c o n s t r u c t i o n  m a n a g e m e n t  o f  t h e  p r o j e c t ,  i n c l u d i n g  
t o t a l  p r o j e c t  c o s t s .  T h e  l a t e s t  i n f o r m a t i o n  f r o m  I E C O  i s  t h a t  t h e  t o t a l  'r e ­
j e c t  c o s t  w i l l  n o t  e x c e e d  $ 1 2 4 , 8 8 6 , 1 0 0 .  T h e  P o w e r  A n t h o r i t y  h a s  a s k e d  tt 

p a r e n t  c o m p a n y ,  M - K .  t o  c o m p l e t e l y  r e v ie w  t h i s  e s t i m a t e .  A  r e p o r t  f r o m  t h e  
M - K  s t a f f  1 s  a n t i c i p a t e d  t h e  s e c o n d  w e e k  o f  M a r c h  1 9 8 3 .

A  s u * a r y  o f  B o a r d  a c t i o n s ,  a s  e x t r a c t e d  f r o m  o u r  c o r p o r a t e  m i n u t e s ,  i s  
a s  f o l l o w s :  —

O c t o b e r  4 ,  1 9 7 8  B o a r d  r e c e i v e s  r e p o r t  o n  T y e e  P r o j e c t  i n d i c a t i n g  t h a t ,  
a c c o r d i n g  t o  t h e  r e c o n n a i s s a n c e  s t u d y  b y  R o b e r t  W . R e t b e r f o r d  A s s o c i a t e s ,  
(R W R ) t h e  P r o j e c t  l o o k s  f a v o r a b l e  a n d  t h a t  T h o m a s  B a y  P o w e r  C o m m i s s i o n  
( T B P C )  w i l l  s o o n  e n t e r  i n t o  c o n t r a c t  w i t h  RW R f p r  F e d e r a l  E n e r g y  R e g u l a t o r y  
C o m m i s s i o n  ( F E R C )  w o r k  a n d  t h a t  T B P C  m a y  r e q u e s t  t h e  A l a s k a  P o w e r  A u t h o r i t y  
t o  t a k e  o v e r  t h e  p r o j e c t .

N o v e m b e r  1 8 ,  1 9 7 8  A P A  B o a r d  v o t e d  t o  m a k e  $ 1 2 0 , 0 0 0  l o a n  to TBPC  f o r  T y e e  
F E R C  w o r k  a n d  t h i s  w o u l d  s u p p l e m e n t  t h e  $ 3 0 0 ,0 0 0  a v a i l a b l e  from t h e  H a t e r  
R e s o u r c e s  R e v o l v i n g  L o a n  F u n d  ( W R R L F )  i n  o r d e r  t o  c o v e r  t h e  $ 4 7 5 ,0 0 0  c o n t r a c t  
w i t h  R W R .

J u n e  2 1 ,  1 9 7 9  B o a r d  m a k e s  a  l o a n  t o  T B P C  o f  $ 6 0 , 0 0 0  f o r  T y e e  P r o j e c t .  T 8 P C  
a n d  R e p r e s e n t a t i v e  E . J .  H a u g e n  r e q u e s t  t h e  A P A  t a k e  o v e r  T y e e .  T h e  B o a r d  
d i r e c t e d  s t a f f  t o  b r i n g  i n f o r m a t i o n  b s c k  a t  n e x t  B o a r d  m e e t i n g  f o r  P r o j e c t  
t a k e - o v e r .

S e p t e m b e r  2 7 *  1 9 7 9  T y e e  L e c t f V  o f  U n d e r s t a n d i n g  w i t h  T B P C  a d o p t e d  b y  B o a r d .

N o v e m b e r  2.  1 9 7 9  B o a r d  a u t h o r i z e  E x e c u t i v e  D i r e c t o r  t o  s u b m i t  F E R C  l i c e n s e  
a p p l i c a t i o n .  A l s o  p a s s e d  " s t o p - t b * - u o c k “' r e s o l u t i o n  n e e d e d  f o r  b o n d i n g .

F e b r u a r y  7 ,  1 9 8 0  B o a r d  a g r e e d  t o  e x t e n d  c o n t r a c t  f o r  a d v a n c e d  E n g i n e e r i n g
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a n d  D e s i g n  t o  I E C O  f o r  T y e e  b u t  i t  w as  l a t e r  d e c i d e d  w i t h  l e g a l  c o u n c i l  t o  
s e e k  c o m p e t i t i v e  p r o p o s a l s .

A p r ^ 'l ‘ E ,  1 9 8 0  B o a r d  s e l e c t s  I E C O  f o r  t h e  E n g i n e e r i n g  a n d  D e s i g n  f r o m  a m o n g  
t h r e e  p r o p o s a l s .

O c t o b e r  2 3 ,  1 9 8 0  B o a r d  i n f o r m e d  t h a t  c o s t s  h a v e  i n c r e a s e d  f r o m  $ 3 9 , 0 0 0 , 0 0 0  
t o  $ 5 1 , 0 0 0 , 0 0 0  a n d  h a s  I E C O  e x p l a i n  t o  8 o a r d .

A p r i l  2 0 ,  1 9 8 1  B o a r d  s e l e c t s  c o n s u l t a n t  p a n e l  a s  r e q u i r e d  b y  F E R C .

H a y  1 4 ,  1 9 8 1  B o a r d  a w a r d s  B i d s  f o r  T u r b i n e s -

J u l y  6 ,  1 9 8 1  B o a r d  c o n s i d e r e d  a w a r d in g  c o n t r a c t  f o r  S t e e l  T o w e r s  a n d  C o n d u c t o r s
b u t  d e f e r s  " n o t i c e  t o  p r o c e e d "  u n t i l  a f t e r  o p e n i n g  o f  m a j o r  C i v i l  C o n t r a c t  
s o  t h a t  t h e  B o a r d  c o u l d  g e t  a  b e t t e r  f i x  o n  t h e  t r u e  c o s t  o f  t h e  P r o j e c t .

A u g u s t  1 8 ,  1 9 8 1  F E R C  l i c e n s e  h a s  b e e n  r e c e i v e d .  B i d s  f o r  C i v i l  c o n s t r u c t i o n  
w e r e  r e v ie w e d  a s  w e r e  t h e  e c o n o m i c s  o f  t h e  P r o j e c t  b a s e d  o n  n e w  c o s t  
e s t i m a t e s .  H o t i c e - t o - p r o c e e d  w as g i v e n  Or: T w e r s  a n d  C o n d u c t o r s .  T h e  
B o a r d  w a s  i n f o r m e d  t h a t  e x i s t i n g  f u n d s  w e v e  i n s u f f i c i e n t  a n d  t h a t  i n t e r i m  
f i n a n c i n g  w o u ld  b e  n e c e s s a r y .  B o a r d  d e f e r r e d  a c t i o n  u n t i l  t h e  n e x t  ■ e e t i n g .

S e p t e m b e r  1 0 ,  1 9 8 1  B o a r d  a w a r d s  C i v i l  W o r k s  c o n t r a c t  t o  S h u t '  l e a s t  H a r r i s o n  
Western ( S E H W )  a f t e r  l e n g t h y  d e b a t e .

O c t o b e r  2 ,  1 9 8 1  B o a r d  i n f o r m e d  o n  l e g a l  a c t i o n s  a g a i n s t  T y e s  c o n s t r u c t i o n  
c o n t r a c t s .  H e e d  f o r  I n t e r i m  f i n a n c i n g  w a s  d i s c u s s e d  a n d  i n d i c a t e d  a  
p r o p o s a l  w o u l d  b e  p r e s e n t e d  t o  t h e  B o a r d  1 n  D e c  c a b e r ,  1 9 8 1 .  R i s k  M a n a g e m e n t ' s  
d e s i r e  t o  u s e  " W r a p - u p  I n s u r a n c e "  o n  T y e e  P r o j e c t  w as d i s c u s s e d  a n d  a c t i o n s  
t h a t  w o u l d  b e  t a k e n  t o  e f f e c t u a t e  s u c h  a  p r o g r a m .

D e c e o b e r  1 5 ,  1 9 8 1  A  F i n a n c e  P l a n  w as p r e s e n t e d  t o  t h e  B o a r d .  I t  w a s  
r e c t  w e n d e d  t h a t  t h e  B o a r d  a p p o i n t  a  s u b c o m m it t e e  t o  r e v ie w  t h e  f e a s i b i l i t y  
o f  I n e  T y e e  P r o j e c t  b a s e d  o n  p r e s e n t  k n o w le d g e  o f  t h e  c o s t s .  C o m m is s io n e r s  
W a r  a n d  M u e l l e r  a n d  O r .  W e e d e n  w e r e  a p p o i n t e d  t o  t h e  s u b c o m m i t t e e .  T h e  
B o a r d  m o v e d  t h a t  f i n a l  f i n a n c i n g  d o c u a e n t s  f o r  f i n a n c i n g  b e  p r e p a r e d .  T h e  
e c o n o m i c s  o f  t h e  P r o j e c t  w a s  r e v ie w e d .

J a n u a r y  2 2 ,  1 9 8 2  S e n a t o r  D a n k w o r t h  a n d  R e p r e s e n t a t i v e  H a u g e n  a d d r e s s e d  t h e  
B o a r d  a n d  r e c o w w n d e d  p r o c e e d i n g  w i t h  i n t e r i m  f i n a n c i n g .  B o a r d  a u t h o r i z e d  
s e c u r i n g  o f  $ 5 8 , 0 0 0 , 0 0 0  i n  i n t e r i m  f i n a n c i n g .  B o a r d  a w a r d e d  a  c o n t r a c t  f o r  
U n d e r w a t e r  C a b l e s .

H a y  2 5 ,  1 9 8 2  T h e  B o a r d  a w a r d e d  t h e  O v e r h e a d  T r a n s m i s s i o n  l i n e  c o n t i n g e n t  
u p o n  t h e  L e g i s l a t u r e  n o t  p a s s i n g  a  p i e c e  o f  l e g i s l a t i o n  t h a t  w as b e i n g  
c o n s i d e r e d  b u t  t h a t  s u b s e q u e n t l y  w as n o t  p a s s e d .  T h u s  o n  J u n e  3 ,  1 9 8 2  t h e  
E x e c u t i v e  D irector i n f o r m e d  t h e  Board o f  h i s  I n t e n t  t o  i s s u e  t h e  award for 
T r a n s m i s s i o n  T o w e r  c o n s t r u c t i o n .
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October 22, 1982 The Board a w a r d e d  contract f o r  Transformers.

I  t r u s t  t h i s  i n f o r m a t i o n  i s  o f  a s s i s t a n c e  t o  y o u .  I f  t h e r e  i s  
f u r t h e r  I n f o r m a t i o n  y o u  n e e d ,  please c a l l  o n

E r i c  P .  Y o u l d  
E x e c u t i v e  D i r e c t o r

CC:
C .  C o n w a y  
C o o w . D -  L y o n



ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

Pouch V, Stale Capitol 
Juneau, Alaska 99811 

(907) .465-3991

March 10, 1983

MEMORANDUM

TO: Representative Jack McBride

FROM: Jack Kreinhedei
Research Staff

RE: History of Hydro Projects in Election District 1 
Research Request 83-54

You requested that we summarize the development of hydro projects in 
Election District 1, focusing on the Swan Lake, Lake Grace and Tyee 
Lake sites. As you know, the Swan Lake and Tyee Lake projects are 

under construction by the Alaska Power Authority, while Lake Grace was 
considered as an alternative to the Sv/an Lake site.

Existing Hydro Projects in Ketchikan and Petersburg

The City of Ketchikan's electric utility generates about 45 percent of 
its annual power production from three existing hydro facilities at 
Ketchikan, Beaver Falls, and Lake Silvis. The generation capacity of 
these hydro units is 4,200, 5,000, and 2,100 kilowatts, respectively. 
The first generating unit at the Ketchikan site was installed in 1938, 
with another unit added in 1957. The first Beaver Falls unit was 
installed in 1946, with two more generators added in 1954. The Lake 
Silvis plant was installed in 1968.

Ketchikan's remaining power demand is met by diesel generators with a 
total capacity of about 18,300 kilowatts. These diesel units will be 
retired except for standby generation purposes when the Swan Lake 
oroject is completed.

Petersburg generates about 50 percent of its current power requireinents 
from the Crystal Lake hydro project. This project was originally 
developed in 1929, with a major expansion in 1955. The current genera­
tion capacity of the Crystal Lake plant is about 2,000 kilowatts.

The City of Wrangell presently generates al 1 of its electricity from 
diesel plants.
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Lake Grace

Lake Grace is located about 15 miles east of Swan Lake on the west 
side of Behm Canal. The proposed hydro plant at Lake Grace would have 
been substantially larger than Swan Lake in terms of power output and 
cost. The Lake Grace project would provide 25,000 kilowatts (KW) of 

capacity and 102 million kilowatt hours (KWH) of average annual energy, 
in comparison to 18,000 KW of capacity and 85.4 million KWH of energy 
for the Swan Lake project.

You expressed an interest in how the decision was made by Ketchikan to 
proceed with development of the Swan Lake hydro site, rather than the 
Lake Grace site. The principal basis for this decision was an appraisal 
report prepared by R.W. Beck and Associates in June 1977 for Ketchikan 
Public Utilities. This report evaluated the technical and economic 
feasibility and compared the cost of power for hydro developments at 
Swan Lake, Lake Grace, and Mahoney Lake, which is a smaller site.

The R.W. Beck report found that although hydro development was feasible 
at each of the three sites, Swan Lake was the most economic hydro 
alternative which would eliminate Ketchikan's reliance on diesel fuel. 
The average 10-year cost of power for the Swan Lake project was 
estimated at 6.7 cents per KWH, compared to 7.8 cents per KWH for the 
Lake Grace alternative. The Mahoney Lake alternative was competitive 
with Swan Lake with a power cost of 6.7 cents per KWH, but the Mahoney 

Lake site would not generate enough power to replace all of Ketchikan's 
diesel generation. A summary comparison of the three projects is 

included in Appendix A, taken from the R.W. Beck report.

You also indicated an interest in whether the U.S. Borax mineral 

ci-velopment at Quartz Hill was considered in the evaluation of alterna­
tive hydro projects for Ketchikan. It appears that the power require­
ments of the Borax development were not given significant consideration, 

for at least two reasons. When the Borax molybdenum discovery was 
first announced in 1977, Borax planned to meet its power needs by 
constructing its own hydro project au Wilson Lake (this plan was 
later dropped because of strong local opposition, due in large part to 
the high sport fishing value of Wilson Lake). In addition, the City 
of Ketchikan was primarily concerned with meeting the power needs of 
its residents, not of mining or other industries outside of the city.

R.W. Beck recommended that Lake Grace and Mahoney Lake be reevaluated 
as additional hydroelectric developments when the power output from Swan 
Lake nears full utilization. Lake Grace is now within the Misty Fjords 
National Monument, which may make future development of this site more 
difficult. The Lake Grace area was withdrawn under federal land classi­
fication at one time as a power project site, but is unclear whether 
this withdrawal was superceded by the National Monument designation.
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Swan Lake

The Alaska Power Authority prepared the following brief history of 
the Swan Lake project, which is expected to begin producing power 
by January or February of 1984.

The City of Ketchikan, having made the decision to discontinue 
its reliance on the use c; .'.iesel electric generation to meet 
rising energy demands, authorized the engineering firm of R.W. 
Beck in September of 1977 to investigate the feasibility of 
developing, as a major hydroelectric generating resource, the 
Swan Lake Project which is located approximately 22 miles 
northeast of Ketchikan near the northern end of Carroll Inlet 
in the central portion of Revillagigedo Island.

In June of 1978, R.W. Beck issued a feasibility report indicat­

ing that a hydroelectric project which would demonstrate a 
benefit/cost ratio of 1.25 could be constructed at Swan Lake 
at a total investment cost of $80,924,000. Subsequently, the 
City of Ketchikan, Ketchikan Public Utilities (KPU) authorized 
R.W. Beck to proceed with preparation of final design of the 

project.

The 1980 Legislature through joint resolution authorized the 
Alaska Power Authority to issue bonds up "o the maximum amount 
of $120,000,000 for financing the construction of the Swan Lake 

Project.

Construction was initiated by KPU in November of 1980. funding 
for project design and initial construction was secured primari­
ly through the proceeds of loans from the Power Authority's 
Power Project Revolving Loan Fund.

On May 28, 1981, the Power Authority loaned KPU $35,000,000 for 
construction from funds which had been raised through the sale 

of General Obligation Bonds.

On May 21, 1982, the Power Authority and KPU executed an
acquisition agreement under which, in recurr, for providing 
funds to complete project construction, the Power Authority 
wil ' receive title to the project and as operation of the 
project [begins] will provide sufficient power for the City of 

Ketchikan's needs via a Power Sales Agreement.

The total construction cost for the Sv/an Lake project is now esti­

mated at $93.5 million in nominal dollars. The target compl>'ti'n 
date is April 1984; however, the construction work is aheaa of
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schedule and the project may be completed as early as January 1984. 
Swan Lake will have an installed generation capacity of 22.5 megawatts 
and an annual firm energy production of about 70 million KWH. The 
project is expected to have about 50 percent utilization in its first 
years of operation; that is, about 35 million KWH of the 70 million KWH 
available will be used by Ketchikan Public Utilities. The year in 
which the full capacity of Swan Lake will be consumed depends largely 
on the rate of increase in future power demand, which is uncertain. 
However, current Power Authority projections show the project being 
fully utilized in about 2002.

Lake Tyee

I believe that you have seen a copy of my memo on the Tyee project 

to Representative Clocksin, dated February 11. Attached to that memo 
was a Tyee chronology prepared by the Power Authority which focused 
mainly on cost estimates. This chrono'logy is also attached here as 
Appendix 2.

The Tyee project was originally proposed by the Thomas Bay Power 
Authority, a local Petersburg and Wrangell group. This group was 

first interested in the development of the Thomas Bay hydro site, but 
a reconnaissance study by the Corps of Engineers indicated that the 
smaller Tyee project was more feasible and cost-effective. Based on 
the Corps study, the Thomas Bay Power Authority dropped the Thomas 
Bay site in favor of the Tyee project. When the Alaska Power Authority 
became operational in 1978, an agreement was reached for the Authority 
to take over the development of the project and proceed with design and 
licensing work.

The Alaska Power Authority prepared the following brief history of the 
Tyee project.

On December 19, 1979, the Alaska Pov/er Authority submitted an appli­
cation to the Federal Energy Regulatory Commission (FERC) for the 
construction of the Tyee Hydroelectric Project in the vicinity of 

Wrangell and Petersburg, Alaska. Our engineers, R.W. Retherford 
Associates/International Engineering Company (IECO), estimated the 
cost of the project at that time at $53 ,333,000, including an 
allowance for inflation at the rate of seven percent per year during 
the construction period. Procurement of iong-lead-time turbines 

began in July 1981, in anticipation of a FERC license. FERC issued 
a license August 5, 1981, and the award of several additional 
procurement and one construction contract followed almost immedi­
ately thereafter.
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The power-on-line date is scheduled for January 1984. The current 

estimate of the total project cost is $124 million. Available 
funds include $82 million in State grants and $50 million in interim 

financi ng.

The powerhouse is located in the Tongass National Forest, approxi­
mately 40 miles east-southeast of Wrangell, Alaska. The project
is designed to develop the energy potential of Tyee Lake--a natural 

lake at Elevation 1396--convert it to electricity, and transmit 
the energy to the communities of- Wrangell and Petersburg for 
distribution.

Tyee will have an initial generating capacity of 20 megawatts, expand­
able to 30 megawatts with the addition of a third generating unit. 
The project will be able to produce about 110 million KWH per year, 
of which about 34 million KWH (31 percent) is expected by the Power 
Authority to be sold to Petersburg and Wrangell in the first year of
operation. Based on the Power Authority's estimate of 2.5 percent 
annual increase in power demand, the power output from the Tyee project
will not be fully utilized until the year 2033.

I have also attached as Appendix C a memorandum by George Matz of the 
Office of Management and Budget which outlines the history of the Tyee 
project from the perspective of studies and approvals.

If you have any questions or would like more specific information on 
any of these hydroelectric projects, please do not hesitate to contact 
me. Also, I plan to complete a response to your research request 
on Swan Lake power rates (#83-89) by March 25. This analysis will 

compare projected power rates for the Swan Lake project with current 
power generation costs in Ketchikan and discuss alternatives for re­
ducing Sv/an Lake rates, if necessary.
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B A S I N  H Y D R O L O G Y

S w a n  Lake L a k e  G r a c e  M a h o n e y  Lake 
P r o j e c t  P r o j e c t  P r o j e c t

D r a i n a g e  A r e a  A b o v e  Dam, Sq. Mi. ....
A v g . D r a i n a g e  A r e a  E l e v a t i o n  ......... .
A v g . A n n u a l  R u n o f f  at D a m  S i t e ,  A.F.
Avg. A n n u a l  R u n o f f  per Sq. Mi., c f s m
Max. A n n u a l  R u n o f f  at D a m  S i te, A.F.

36.5
1 , 8 0 0

3 3 5 , 0 0 0
12.7

4 2 6 , 3 6 0

29 .2 
1, 500 

2 7 9 , 0 0 0  
13.2 

3 5 0 , 9 0 0

2.05 
2, 500 

33 , 5 0 0  
22.4 

4 3 , 0 5 0

P R O J E C T  P O W E R  D A T A

Avg. A n n u a l  E n e r g y  G e n e r a t e d ,  G W h  ..... 
Avg. A n n u a l  E n e r g y  at L o a d  C e n t e r ,  GWh
A n n u a l  F i r m  E n e r g y  G e n e r a t e d ,  G W h  .....
A n n u a l  F i r m  E n e r g y  at L o a d  C e n t e r ,  GWh 
D e p e n d a b l e  C a p a c i t y  at L o a d  C e n t e r ,  kW

88.0
85.4
68.0
6 6 . 0

1 8 , 0 0 0

1 0 5 . 2
1 0 2 . 0
93.3
9 0 . 5

2 5 , 0 0 0

49 .7 
48.2 
29 .5 
28.6 

9 ,000

R E S E R V O I R

N o r m a l  M a x i m u m  P o o l  E l e v a t {o n  ............. 330 500
M i n i m u m  R e s e r v o i r  E l e v a t i o n    269 458
R e s e r v o i r  A r e a  at N o r m a l  M a x i m u m  P o o l  .. 1 , 5 0 0  2,50n
A c t i v e  S t o r a g e  C a p a c i t y ,  A . F ...............  8 6 , 0 0 0  1 5 0 , 6 0 0

D A M

T y p e  ................................................ C one. A r c h  C o ne. A r c h
C r e s t  E l e v a t i o n  ......   344 509
H e i g h t  A b o v e  F o u n d a t i o n ,  F e e t  ............. 190 150

1,956 
1,7 76 

68 
7 , 150

N o n e
*-3
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L e n g t h , F c . 
C r e s t  E l e v a t i o n

100
330

P O W E R  I N T A K E  .......................................  S i n g l e
L e v e l  on 
Dam

200
500

Mult i- 
L e v e l  on 
A b u t m e n t

9 0  

1 , 9  5 6

L a k e  T a p  and 
V a l v e  
C h a m b e r

P O W E R  C O N D U I T

T u n n e l :
D i a m e t e r ,  Ft. . 
Le n g  t h , F t . ... 
Q M a x i m u m ,  cfs
V M a x i m u m ,  Cps

P e n s t o c k  ( S t e e l ) : 
D i a m e t e r ,  Ft. . 
L e n g  t h , F t . ... 
Q M a x i m u m ,  cfs
V M a x i m u m ,  fps

10 
2, 250 
1,160 
14.8

9 
70 

1,160 
18.2

9
3,400 

920 
14 . 5

6.5
875
920

27.8

3
6 , 20 0  

86 
1 2 . 2

P O W E R H O U S E

T u r b i n e s  (Type) ................................  2 - V e r t i c a l  2 - V e r t i c a l  2-Impul:

S p e e d , r p m  ................................
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C
334 W E S T  5th A V E N U E  - A N C H O R A G E ,  A L A S K A  99501 Phone: (907) 277-7641 

(907) 276-0001

February 9, 1983

Mr. Jack Kreinheder 
House Research Agency 
Pouch Y
Juneau, Alaska 99811

Subject: Tyee Hydroelectric Project-Summary of Estimated Total Costs

Dear Jack:

As per your request, following is a brief summary on the sequence of 
events on the Tyee hydropower project primarily relating to cost. The 
summary of Board actions was extracted from our corporate minutes. Most of 
the actions taken by the Board were based on advice from myself and my staff.

On December 19, 1979, the Alaska Power Authority submitted a revised 
application to the Federal Energy Regulatory Commission (FERC) for the 
construction of the Tyee Hydroelectric Project in the vicinity of Wrangell 
and Petersburg, Alaska. Our engineers, R.W. Retherford Associates/Inter­
national Engineering Company (IECO) estimated the total cost of the project at 
that time at $39,590,000 (1980$1s). With an allowance for inflation and 
interest during construction the estimated total capital investment at that 
time came to $53,333,000.

In September 1980, IECO submitted a revised cost estimate of $50,976,000 
(August 1980$1s).

Early in 1981, the Power Authority retained EBASCO Services, Inc., to 
prepare an independent cost estimate. EBASCO subsequently estimated the total 
project cost at $96,693,000 (May 1981 $ 1s). Escalated to the midpoint of 

construction, this would represent a completed cost of approximately $110 
million. After reviewing the EBASCO estimate, IECO conceded that its pre­
vious estimates were low and IECO raised its estimate to $81,069,000 (June 
1981 $ 1s). EBASCO refuted this revised estimate.

Procurement of long-lead-time turbines began in July 1981 in antici­
pation of a FERC license. The Board of Directors was realigned by Statute 
in the latter part of July 1981. The FERC issued a license on August 5,
1981 and the award of several additional procurement and one construction 
contract followed almost immediately thereafter.

/

IECO continued to make monthly reports on the status of the project, 
including estimated total project costs. It is important to note that by 
the end of March 1982, IECO had increased its project estimate to $97,072,000,
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including engineering costs prior to construction. In the March report the 

overhead transmission line was estimated to cost $12,840,000 plus a 
$6,000,000 contingency. Less than two months later, during the bid opening 

for that contract, IECO provided an engineer's estimate of $23,280,887.00-- 
an estimate that is 24 percent above any previous estimate, including con­

tingency funds. The actual low bid was even higher at $24,901,466.

Starting with the IECO estimate from the March 1982, report, adjusting 
for the actual low bid on the transmission line, and adding the estimated 

cost for a proposed separate substation construction contract, the estimated 
total project cost was increased by IECO to $110,133,000 (May 1982). This 
did not include approximately $5 million for owner provided insurance.

During the months that followed, the total project cost has decreased and 
increased, slightly, as adjustments have been made for actual bids on rela­

tively small procurement contracts..

In December 1982, and again in January 1983, senior svaff of IECO and 
IECO's parent company, Morrison Knudson (M-K), met with representatives of the 
Power Authority to discuss construction management of the project, including 
total project costs. The latest information from IECO is that the total pro­
ject cost will not exceed $124,886,100. The Power Authority has asked the 

parent company, M-K, to completely review this estimate. A report from the 
M-K staff is anticipated the second week of March 1983.

A summary of Board actions, as extracted from our corporate minutes, is 

as follows:

October 4, 1978 Board receives report on Tyee Project indicating that, 
according to the reconnaissance study by Robert W. Retherford Associates, 
(RWR) the Project looks favorable and that Thomas Bay Power Commission 
(TBPC) will soon enter into contract with RWR for Federal Energy Regulatory 
Commission (FERC) work and that TBPC may rrquest the Alaska Power Authority 

to take over the project.

November 18, 1978 APA Board voted to make $ 120,000 loan to TBPC for Tyee 
FERC work and this would supplement the $3C9,000 available from the WLter 
Resources Revolving Loan Fund (WRRLF) in order to cover the $475,000 contract 

with RWR.

June 21, 1979 Board makes a loan to TBPC of $60,000 for Tyee Project. TBPC 
and Representative E.J. Hauge.n request the APA take over Tyee. The Board 
directed staff to bring information back at next Board meeting for Project 

take-over.

September 27, 1979 Tyee Letter of Understanding with TBPC adopted by Board.

November 2, 1979 Board authorized Executive Director to submit FERC license 
application. Also passed "stop-the-clock" resolution needed for bonding.

February 7, 1980 Board agreed to extend contract for advanced Engineering
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and Design to IECO for Tyee but it was later decided with legal council to 

seek competitive proposals.

April 18, I9S0 Board selects IECO for the Engineering and Design from among 
three proposals.

October 23, 19S0 Board informed that costs nave increased from $39,000,000 
to $51,000,000 and has IECO explain to Board.

April 20, 1981 Board selects consultant panel as required by FERC.

May 14, 1981 Board awards Bids for Turbines.

July 6, 1981 Board considered awarding contract for Steel Towers and Conductors 
but defers "notice to proceed" until after opening of major Civil Contract 
so that the Board could get a better fix on the true cost of the Project.

August 18, 1981 FERC license has been received. Bids for Civil construction 
were reviewed as were the economics of the Project based on new cost 
estimates. Notice-to-proceed was given on Towers and Conductors. The 
Board was informed that existing funds were insufficient and that interim 

financing would be necessary. Board deferred action until the next meeting.

September 10, 1981 Board awards Civil Works contract to Southeast Harrison 
Western (SEHW) after lengthy debate.

October 2, 1981 Board informed on legal actions against Tyee construction 
contracts. Need for interim financing was discussed and indicated a 
proposal would be presented to the Board in December, 1921. Risk Management's 

desire to use "Wrap-up Insurance" on Tyee Project was discussed and actions 
that would be taken to effectuate such a program.

December 15, 1981 A Finance Plan v/as presented to the Board. It was 
recommended that the Board appoint a subcommittee to review the feasibility 
of the Tyee Project based on present knowledge of the costs. Commissioners 
Ward and Mueller and Dr. Weeden were appointed to the subcommittee. The 

Board moved that final financing documents for financing be prepared. The 
economics of the Project was reviewed.

January 22, 1982 Senator Dankworth and Representative Haugen addressed the 
Board and recommended proceeding with interim financing. Board authorized 
securing of $50,000,000 in interim financing. Board awarded a contract for 

Underwater Cables.

May 25, 1982 The Board awarded the Overhead Transmission Line contingent 
upon the Legislature not passing a piece of legislation that was being 
considered but that subsequently was not passed. Thus on June 3, 1982 the 
Executive Director informed the Board of his intent to issue the award for 
Transmission Tower construction.
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October 22, 1982 The Board awarded contract for Transformers.

I trust this information is of assistance to you. If there is any 
further information you need, please call on me.

Executive Director

CC:
C. Conway 

Comm. D. Lyon
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T y e e  L a k e  P r o j e c t

T h e r e  h a s  b e e n  c o n t r o v e r s y  r e c e n t l y  r e g a r d i n g  the T y e e  La k e  
P r o j e c t .  The C i t y  of P e t e r s b u r g  has s t a t e d  that the c o s t  of 
p o w e r  f r o m  t h e  p r o j e c t  is too e x p e n s i v e  and t h e y  m a y  not w a n t  to 
s i g n  a p o w e r  s a l e s  c o n t r a c t  u n d e r  the terras i n i t i a l l y  p r o p o s e d  by 
the A l a s k a  P o w e r  A u t h o r i t y  (APA). T h i s  s i t u a t i o n  h a s  lead to an 
e x a m i n a t i o n  of o t h e r  q u e s t i o n s  i n c l u d i n g  t h e  p r o j e c t s  e c o n o m i c  

f e a s i b i l i t y  and t h e  p r o c e s s  by w h i c h  th i s  is d e t e r m i n e d .  T h e  
p u r p o s e  of t h i s  n e m o  is to p r o v i d e  an h i s t o r i c a l  p e r s p e c t i v e  on 
t h e  q u e s t i o n  of e c o n o m i c  f e a s i b i l i t y .  T h e  i n f o r m a t i o n  in this 
m e m o  s h o u l d  s u p p l e m e n t  r a t h e r  t h a n  d u p l i c a t e  i n f o r m a t i o n  in a 
F e b r u a r y  9, 1983 m e m o  f r o m  E r i c  Y o u l d  to J a c k  K r e i n h e d e r  and a
F e b r u a r y  1!, 1983 m e m o  f r o m  J a c k  K r e i n h e d e r  to R e p r e s e n t a t i v e

Don C l o c k s i n .

T h e  f e a s i b i l i t y  s t u d y  for the T y e e  L a k e  P r o j e c t  w a s  c o m p l e t e d  for 
the A P A  in D e c e m b e r  of 1979. T h e  s t a t u t e  at th i s  t i m e  (AS 
4 4 . 5 6 . 1 8 0 )  r e q u i r e d  t h e  O f f i c e  of the G o v e r n o r  to e v a l u a t e  A P A  
f e a s i b i l i t y  s t u d i e s .  Sir. re t h e  A P A  w a s  in its i n f a n c y  a n d  the 
T y e e  L a k e  P r o j e c t  w a s  its f i r s t  p r o j e c t  to h a v e  c o m p l e t e d  a 
f e a s i b i l i t y  s t u d y ,  no f o r m a l  r e v i e w  w a s  u n d e r t a k e n .

In 1980, t h e  L e g i s l a t u r e  p a s s e d  an o m n i b u s  e n e r g y  b i l l  (Ch 83,
S L A  1980) w h i c h  a m e n d e d  r e q u i r e m e n t s  for A P A  r e c o n n a i s s a n c e  and 
f e a s i b i l i t y  s t u d i e s .  T h i s  b i l l  a l s o  r e q u i r e s  the D i v i s i o n  of 
B u d g e t  and M a n a g e m e n t  (now O f f i c e  of M a n a g e m e n t  and B u d g e t )  to 
r e v i e w  t h e s e  s t u d i e s  for s t a t u t o r y  c o m p l i a n c e  and p r o v i d e  a 
r e c o m m e n d a t i o n  to the G o v e r n o r  a n d  the L e g i s l a t u r e  for f e a s i­
b i l i t y  s t u d i e s .  H o w e v e r ,  c e r t a i n  p r o j e c t s ,  i n c l u d i n g  t h e  T y e e  
L a k e  P r o j e c t ,  h a d  b e e n  p r e v i o u s l y  a p p r o v e d  by t h e  L e g i s l a t u r e  
and w e r e  e x e m p t e d  f r o m  r e v i e w  b y  the D i v i s i o n  of B u d g e t  and 
M a n a g e m e n t .  H o u s e  J o i n t  R e s o l u t i o n  No. 62, w h i c h  h a d  b e e n  
a p p r o v e d  by the L e g i s l a t u r e  e a r l i e r  in the 1980 s e s s i o n ,  s t a t e d  
th a t  t h e  g e n e r a l  d e s i g n  of the T y e e  L a k e  P r o j e c t  was a p p r o v e d  arid 
t h a t  t h e  A P A  c o u l d  i n c u r  5 7 0 , 0 0 0 , 0 0 0  <n r e v e n u e  b o n d  i n d e b t e d n e s s  
to f i n a n c e  the p r o j e c t .
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In 1981, the L e g i s l a t u r e  o n c e  a g a i n  m a d e  s i g n i f i c a n t  a m e n d m e n t s  *

to t h e  A P A  s t a t u t e s  (Ch 118, S L A  19 8 1 ) .  One of the m o r e  s i g n i -  \ 
f i c a n t  a m e n d m e n t s  e s t a b l i s h e d  a P o w e r  D e v e l o p m e n t  F u n d  to be 
u s e d  p r i m a r i l y  for f i n a n c i n g  c o n s t r u c t i o n  of S t a t e  o w n e d  p o w e r  
p r o j e c t s .  R e s t r i c t i o n s  w e r e  p l a c e d  on the use of t h i s  fund.
O n e  of t h e s e  r e s t r i c t i o n s  (AS 4 4 . 8 3 . 3 9 4 )  s t a t e s  t h a t  "t h e  

a u t h o r i t y  m a y  not use m o n e y  in t h e  fu n d  for a p o w e r  p r o j e c t  
e x c e p t  in c o m p l i a n c e  w i t h  AS 4 4 . 8 3 . 1 7 7 - 4 4 . 8 3 . 1 8 7  and u n l e s s  
the a u t h o r i t y  d e t e r m i n e s  t h a t  the p r o j e c t  is e c o n o m i c a l l y  
f e a s i b l e . "

Ch 90, S L A  1981 (w h i c h  was the a p p r o p r i a t i o n  b i l l  w h i c h  
a c c o m p a n i e d  Ch 118, S L A  1981) m a d e  a p p r o p r i a t i o n s  to b e g i n  

c o n s t r u c t i o n  on t h r e e  p o w e r  p r o j e c t s .  T h e s e  p r o j e c t s ,  and the 
a m o u n t  of  t h e i r  r e s p e c t i v e  a p p r o p r i a t i o n s  are T y e e  L a k e  P r o j e c t  
- $ 4 8 , 0 0 0 , 0 0 0 ,  S w a n  L a k e  P r o j e c t  - $ 5 3 , 0 0 0 , 0 0 0 ,  and the T e r r o r  
L a k e  P r o j e c t  $ 8 1 , 5 0 0 , 0 0 0 .  A d d i t i o n a l  a p p r o p r i a t i o n s  in the 
f o r m  of a l o a n ,  h a d  p r e v i o u s l y  b e e n  m a d e  to each of t h e s e  
p r o j e c t s .  T h e s e  l o a n s  w e r e  c o n v e r t e d  to g r a n t s  by a n o t h e r  
b i l l  Ch 91, S L A  1981.

A l t h o u g h  each of t h e s e  p r o j e c t s  had c o m p l e t e d  f e a s i b i l i t y  s t u d i e s  
and r e c e i v e d  l e g i s l a t i v e  a p p r o v a l ,  A S  4 4 . 8 3 . 3 9 4  r e q u i r e d  a 
f i n a l  r e v i e w  o f  t h e  e c o n o m i c  f e a s i b i l t y  of e a c h  p r o j e c t  b e f o r e  
the A P A  c o u l d  m a k e  e x p e n d i t u r e s  f r o m  the P o w e r  D e v e l o p m e n t  .

F u n d .  T h e  s t a t u t e s  are not s p e c i f i c  as to h o w  the e c o n o m i c  V,

f e a s i b i l i t y  s h o u l d  be d e t e r m i n e d .  T h e  A L A  a s s u m e d  th a t  the 
f e a s i b i l i t y  a s s e s s m e n t  s h o u l d  be t r e a t e d  as an u p d a t e d  s u p p l e m e n t  
to p r e v i o u s  f e a s i b i l i t y  s t u d i e s  r a t h e r  t h a n  r e p e a t  the e n t i r e  
p r o c e s s .

A p p a r e n t l y ,  t h e  A P A ' s  f i r s t  a t t e m p t  at c o m p l y i n g  w i t h  AS 4 4 . 8 3 . 3 9 4  
w as an A u g u s t  13, 1981 m e m o  f r o m  R o b e r t  M o h n ,  D i r e c t o r  of
E n g i n e e r i n g  to t h e  R e c o r d  (see A t t a c h m e n t  A). T h e  i n f o r m a t i o n  
in t h i s  m e m o  w a s  p r e s e n t e d  to t h e  A u g u s t  18, 1S81 m e e t i n g  o f
t h e  A P A  B o a r d  of D i r e c t o r s  to d e m o n s t r a t e  t h a t  e v e n  w i t h  mo re 
r e c e n t  a n d  h i g h e r  c o n s t r u c t i o n  c o s t  e s t i m a t e s ,  the T y e e  L a k e  
P r o j e c t  w a s  e c o n o m i c a l l y  f e a s i b l e  at t h e  " m o s t  l i k e l y "  l o a d  
g r o w t h  r a t e s .  F o l l o w i n g  t h i s  p r e s e n t a t i o n ,  the B o a r d  was 
a s k e d  to a p p r o v e  the a w a r d  of c o n s t r u c t i o n  c o n t r a c t s  w h i c h  
w o u l d  o b l i g a t e  f u n d s  in t h e  P o w e r  D e v e l o p m e n t  F u n d .  It shouJ - 
be n o t e d  t h a t  t h i s  was the f i r s t  m e e t i n g  of a n e w l y  a p p o i n t e d  
B o a r d  o f  D i r e c t o r s  and not all of t h e  B o a r d  m e m b e r s  w e r e  f a m i l i a r  
w i t h  s t a t u t o r y  r e q u i r e m e n t s  for p o w e r  p r o j e c t s .

R on L e h r ,  a B o a r d  m e m b e r  a n d  D i r e c t o r  o f  Budge*- a n d  M a n a g e m e n t  
at t h a t  t i m e ,  q u e s t i o n e d  s o m e  of the p o i n t s  u s e d  in the p r e s e n ­
t a t i o n  and r e q u e s t e d  b a c k u p  i n f o r m a t i o n .  T h i 3  i n f o r m a t i o n  was 

s e n t  to B u d g e t  and M a n g e m e n t  w h e r e  s t a f f  f o u n d  the i n f o r m a t i o n  
i n a d e q u a t e  to m a k e  a d e t e r m i n a t i o n  r e g a r d i n g  the e c o n o m i c
f e a s i b i l i t y  of the T y e e  La k e  P r o j e c t .  A P A  s t a f f  was i n f o r m e d  
of t h i s  a n d  r e s p o n d e d  in a S e p t e m b e r  10, 1981 l e t t e r  w i t h

c o p i e s  of the c a l c u l a t i o n s  u s e d  for the A u g u s t  13, 1 9 8 1  m e m o .



B u d g e t  and M a n a g e m e n t  s t a f f  r e v i e w e d  t h e s e  c a l c u l a t i o n s ,  
f o u n d  s o m e  t e c h n i c a l  e r r o r s ,  and r e q u e s t e d  t h a t  c o r r e c t i o n s  
be m a d e  in the a n a l y s i s .  A p p a r e n t l y ,  the r e q u e s t  led to a 
d e c i s i o n  by the A P A  to p r o v i d e  a m o r e  c o m p l e t e  and a d e q u a t e  
e x p l a n a t i o n  of the e c o n o m i c  f e a s i b i l i t y  of the p r o j e c t .  The 
p r o d u c t  of t h i s  e f f o r t  w a s  a " F i n d i n g s  and R e c o m m e n d a t i o n s "  
r e p o r t  t h a t  w a s  c o m p l e t e d  o n  D e c e m b e r  2, 1981 and d i s t r i b u t e d

to the B o a r d  at its D e c e m b e r  m e e t i n g .  T h i s  r e p o r t  f u l l y  
e x p l a i n e d  the a s s u m p t i o n s  t h a t  w e r e  b e i n g  u s e d  a n d  p r o v i d e d  
e n o u g h  d e t a i l s  to r e v i e w  t h e  e c o n o m i c  f e a s i b i l i t y  of the 

p r o j e c t .

A l t h o u g h  a r e v i e w  by B u d g e t  and M a n a g e m e n t  of the " F i n d i n g s  
and R e c o m m e n d a t i o n s "  r e p o r t  was not r e q u i r e d  by s t a t u t e ,  a 
r e v i e w  w a s  u n d e r t a k e n  for the b e n e f i t  of R o n  L e h r  w h o ' s  
i n t e r e s t  w a s  b o t h  as a B o a r d  m e m b e r  and S t a t e  B u d g e t  D i r e c t o r .
Ron L e h r  d i s t r i b u t e d  t h i s  r e v i e w  to the B o a r d  at its J a n u a r y ,

1982 m e e t i n g .

T h e  B u d g e t  and M a n a g e m e n t  r e v i e w  ( A t t a c h m e n t  B) q u e s t i o n e d  
s e v e r a l  a s s u m p t i o n s  and c a l c u l a t i o n s  u s e d  in t h e  " F i n d i n g s  
and R e c o m m e n d a t i o n s "  r e p o r t .  T h e  c o n c l u s i o n  of the r e v i e w  
is t h a t  the T y e e  L a k e  P r o j e c t  m a y  n o t  be e c o n o m i c a l l y  f e a s i b l e  
b a s e d  on t h e  " m o s t  l i k e l y "  lo a d  f o r e c a s t  but s h o u l d  be e c o­
n o m i c a l l y  f e a s i b l e  if t h e  a c t u a l  l o a d  s h o u l d  e x c e e d  the 
" m o s t  l i k e l y "  l o a d  f o r e c a s t .  S o m e  of the m o r e  s i g n i f i c a n t  

p o i n t s  b r o u g h t  o u t  in the r e v i e w  are g i v e n  b e l o w .

1) If and W h e n  - T h e  e c o n o m i c  f e a s i b i l i t y  a n a l y s i s  of a 
p o w e r  p r o j e c t ,  p a r t i c u l a r l y  p r o j e c t s  h a v i n g  a lo n g  li f e  
s u c h  as h y d r o  p o w e r ,  s h o u l d  not o n l y  d e t e r m i n e  "if" the 
p r o j e c t  is f e a s i b l e  but " w h e n "  is t h e  m o s t  e c o n o m i c  
t i m e  to b e g i n  c o n s t r u c t i o n .  A t i m i n g  e x e r c i s e  of this 
n a t u r e  was n o t  d o n e  for t h e  T y e e  L a k e  P r o j e c t  e v e n  
t h o u g h  su c h  an e x e r c i s e  is m o s t  a p p l i c a b l e  to p r o j e c t s  
w h i c h  h a v e  i n i t i a l  o v e r c a p a c i t y ,  s u c h  as the T y e e  L a k e  

P r o j e c t .

2) R e s e r v e  C a p a c i t y  - N e i t h e r  t h i s  e c o n o m i c  a n a l y s i s  or c o s t  
of p o w e r  c a l c u l a t i o n  c o n s i d e r e d  the c o s t  of r e s e r v e  

c a p a c  i t y .

3) L o a d  F o r e c a s t  - T h e  b a s e  y e a r  for the load f o r e c a s t  w a s  
h i g h e r  t h a n  a c t u a l  d a t a .  A l s o ,  the l o a d  f o r e c a s t  a s s u m e d  
an i n c r e a s e  in e l e c t r i c  s p a c e  h e a t i n g  e v e n  t h o u g h  fuel 
o i l  a p p e a r s  to be a l e s s  e x p e n s i v e  a l t e r n a t i v e .

4) A l t e r n a t i v e  - A n u m b e r  of s m a l l e r  ana l e s s  r e m o t e  h y d r o ­
e l e c t r i c  a l t e r n a t i v e s  w e r e  not g i v e n  d e t a i l e d  c o n s i d e r a t i o n .  
U.S. A r m y  C o r p s  of E n g i n e e r s  d a t a  i n d i c a t e s  t h a t  some
o f  t h e s e  p r o j e c t s  c o u l d  h a v e  l o w e r  p o w e r  c o s t s  t h a n  the 
T y e e  L a k e  P r o j e c t .  A l s o ,  s i n c e  all of  the p r o j e c t s  

w e r e  s m a l l e r ,  o v e r c a p a c i t y  w o u l d  not be a s i g n i f i c a n t  
p r o b l e m .
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The l o a d  f o r e c a s t  in the m o s t  s i g n i f i c a n t  and p e r h a p s  the m o s t  
u n c e r t a i n  p a r a m e t e r  w h i c h  a p p l i e s  to the e c o n o m i c  f e a s i b i l i t y  
of t h e  T y e e  L a k e  P r o j e c t .  S i n c e  the l o a d  f o r e c a s t s  we r e  m a d e  

a few y e a r s  ago, we n o w  h a v e  t h e  b e n e f i t  of h i n d s i g h t  to 
a s s e s s  the a c c u r a c y  of the f i r s t  few y e a r s  of the f o r e c a s t .
T h i s  i n f o r m a t i o n  is p r e s e n t e d  b e l o w  b a s e d  on t h e  " m o s t  l i k e l y "  
f o r e c a s t  for t h e  " F i n d i n g s  and R e c o m m e n d a t i o n s "  r e p o r t  and 

the " e x p e c t e d "  f o r e c a s t  for the F e a s i b i l i t y  S t u d y .  The 
F e a s i b i l i t y  S t u d y  u s e d  1978 as t h e  l a s t  y e a r  of a c t u a l  d a ta. 
N e i t h e r  of t h e s e  f o r e c a s t s ,  as p r e s e n t e d ,  s u b t r a c t  o u t  a p p r o x i­
m a t e l y  1 1 , 7 0 0  M W h  of a n n u a l  g e n e r a t i o n  f r o m  an e x i s t i n g  
h y d r o e l e c t r i c  f a c i l i t y  n e a r  P e t e r s b u r g .

C

E n e r g y  S a l e s  (MWh) for W-rangell and P e t e r s b u r g

Ye a r Ac tu a l

F i n d i n g s  and 
R e c o m m e n d a t  ions 
 R e p o  r t_______

F e a s i b i l i t y  
S t u d y ___

1978 29 , 9 8 1 ----- 29, 9 8 1

1979 2 9 , 0 8 7 ----- 3 1 , 4 4 5

1980 2 9 , 7 8 8 3 0 , 5 3 5 3 2 , 9 9 0

1981 2 9 , 2 2 2 3 1 , 7 2 6 3 5 , 2 7 5

1982 3 0 , 9 8 9 3 2 , 9 6 3 3 7 , 7 1 0

In s u m m a r y ,  c o m m i t m e n t s  to the T y e e  L a k e  P r o j e c t  h a v e  b e e n  
s l i g h t l y  a h e a d  of e s t a b l i s h i n g  a m o r e  r i g o r o u s  p r o c e s s  for 
a s s e s s i n g  the e c o n o m i c  f e a s i b i l i t y  of p r o p o s e d  A P A  p r o j e c t s  

S p e c i f i c a l l y ;

c

1) t h e  f e a s i b i l i t y  s t u d y  for the p r o j e c t  w a s  c o m p l e t e d
be fore an i n d e p e n d e n t  r e v i e w  p r o c e s s  was f i r m l y  e s t a b l i s h e d  

by  the L e g i s l a t u r e ;

2) the L e g i s l a t u r e  a p p r o v e d  t h e  p r o j e c t  w i t h o u t  b e n e f i t  of 
an i n d e p e n d e n t  c o s t  a n a l y s i s  as n o w  r e q u i r e d  b y  s t a t u t e ;  

and

3) c o n s t r u c t i o n  c o n t r a c t s  had b e e n  a w a r d e d  b e f o r e  the " F i n d i n g s  
a n d  R e c o m m e n d a t i o n s "  r e p o r t  h a d  b e e n  c o m p l e t e d  and b e f o r e  
t h e  p r o v i s i o n s  of AS 4 4 . 8 3 . 3 9 4  h a s  b e e n  met.



Anchorage Daily News Thu rsd ay , February 23, 1984

* Four towns may agree soon 
on dams, APA director says
By DEAN FOSDICK
The Associated Press '■

JU N E A U  — T he h e a d  of th e  A la s k a  P o w e r  
A u th o r i t y  s a id  W ednesday  th e  u t i l i t y  is n e a r  
a g re e m e n t .o n  long-te rm  p o w e r  c o n t ra c ts  w i th  
fo u r  o f  f ive  c o m m u n i t ie s  in th e  “ F o u r  D am  
P oo l ,”  b u t  P e te r s b u rg  is u n c o m fo r ta b le  w ;*h 
th e  dea l  a n d  w ill  le t th e  v o te r s  dec ide  in a 
spec ia l  e lec tion , a s p o k e s m a n  says.

L a r ry  C ra w fo rd ,  A P A  e x e c u t iv e  d irec to r ,  
to ld  b o a rd  m e m b e rs  t h a t  n e g o t ia t io n s  c o n t in ­
ued  u n t i l  n e a r ly  m id n ig h t  T u e sd a y  w i th  r e p r e ­
se n ta t iv e s  of K e tc h ik a n ,  W rangell, .  P e te r s ­
bu rg , K o d ia k  a n d  Valdez.

“ I t h in k  a t  th is  p o in t  i t 's  p r o b a b ly  a l i t t le  
m o re  d ia lo g u e  w i th  th e  c o m m u n i t i e s , "  C r a w ­
ford sa id .  " I  t h in k  w e ’re g e t t in g  c lo se r  w i th  
fo u r  of th e m ."

He in d ica ted ,  h o w ev er ,  th a t  a n  " a l l  o r  
n o n e "  p ro v is io n  t h a t  h a d  been  c a r r ie d  th ro u g h  
th e  c o n tra c t  t a lk s  be  m o d if ied  so th e  s t a t e  
could  act in th e  p lace  of a n y  c o m m u n i ty  
ex c lu d ed  from  th e  a g re e m e n t  — a re fe ren ce  to 
P e te r sb u rg .

T he  A P A  h a s  e m b a rk e d  on  a $462.5 m il l io n  
h y d ro  p ro g ra m  in v o lv in g  fo u r  n ew  d a m s  to  
s u p p ly  p o w e r  to  th e  f ive  co as ta l  A la sk a  cit ies . 
T h e  p ro jec ts ,  e i th e r  f in ished  o r  n ea r - f in ishe d ,  
w e re  b u i l t  w i th  $282.83 m il l ion  in s ta te  loans  
a n d  th e  res t  in  in te r im  financing .

T he  agency  h as  been  t r y in g  to  get th e  c it ie s  
to  s ign  p o w e r  c o n tra c ts  so th  s ta te  can  

. r e f in an ce  a b o u t  $179.67 million, in  s h o r t - t e rm  
l loans  t h a t  beg in  com ing  du o  th is  y ea r .  T he  

re s u l t in g  long-te rm  re v e n u e  b o n ds  w o u ld  be  
used  fo r  p a y in g  p ro jec t  cos ts  n o t  co v e red  by  
g ra n ts .

B u t  th e  c it ies  h a v e  res is ted ,,  co n te n d in g  
th e y ’ll no t s ign  c o n tra c ts  u n t i l  a s su re d  th a t  
h y d ro  costs  d o n ’t o v e r ly  exceed  w h a t  th e y  
now  p a y  fo r  d iesel.  ..

T hey  a lso  co n ten d  t h a t  th e  " S u s i tn a  B la c k ­
m a i l  C la u se ,"  w h ich  w as  ta c k e d  on by  th e  • 
leg is la tu re ,  w o u ld  inc rease  c o n su m e r  r a te s  by  
as  m uch as 50 percen t.

T h e  c lause  s ta te s  th a t  if  $5 b i l l io n  is not 
a p p r o p r ia te d  by  1991 to  b u i ld  tw o  h y d ro e le c ­

tr ic  d a m s  on th e  S u s i t n a  R iv e r  to  se rv e  
S o u th c e n t ra l  A la sk a ,  s t a t e  g r a n ts  to  o th e r  
p ro jec ts  w o u ld  h a v e  to  b e  re p a id  a t  a  r a t e  of 
10 p e rc e n t  a n n u a l ly . '

J im  F i l l in g a m e ,  m a n a g e r  o f  th e  C o p p e r  
V a l le y  E le c tr ic  A ssoc ia t ion  Inc. a t  G le n n a l le n ,  
sa id  c u s to m e rs  in th e  V aldez a re a  se rv ed  by  
th e  new  S o lo m on  G u lch  D am  w e re  p ro m ise d  
tw o  y e a r s  ago  t h e y ’d be g e t t in g  “ good, ch eap  
e lec tr ic  p o w e r .”

" I t  w a s  no l i t t l e  jo b  to  se ll  th e  p ro g ra m  to  
th e  p e o p le ,"  F i l l i n g a m e  to ld  A P A  d irec to rs .  
"N o w , I 'v e  got to  go b a c k  an d  te l l  th e se  s a m e  
peo p le  that-  good h y d ro  p o w e r  w i l l  cost 
sev e ra l  cen ts  m o re  p e r  h o u r  th a n  w h a t  w e can  
g e n e ra te  by  d ie se l . "

P ro p o se d  " e n t r y  c o s ts "  fo r  t h a t  u t i l i ty  
w o u ld  m e a n  a b o u t  a 40 p e rcen t  inc rease  fo r  
la rge  p o w e r  u se rs  a n d  a 22 p e rc e n t  r a te  h ik e  
fo r  r e s id e n t ia l  u se rs ,  he  said .

W rangell  r e p re se n ta t iv e s ,  m e a n w h i le ,  sa id  
th a t  c i ty  w a s  a b o u t  a w e e k  a w a y  f ro m  m a k in g  
a decis ion  on  th e  p ro po sa ls .

D a v id  N eese, g en e ra l  m a n a g e r  fo r  th e  K o ­
d ia k  E lec tr ic  A ssoc ia t ion , sa id  t h a t  c o m m u n i­
ty  w as  re a d y  to  a g re e  to  th e  deal.

K e tc h ik a n  P u b l ic  .U t i l i ty  M a n ag e r  Rick 
N e w la n d  sa id ,  "W e 're  v e ry  close to  a g re e m e n t  
on  th e  m a jo r  issues. T h e re  a r e  se v e ra l  y e t  to  
be  reso lved  b u t  th e  g r o u n d w o rk  is th e re  to  
reach  re s o lu t io n ."

B u t R ic h a rd  U n d e rk o f le r ,  P e te r s b u rg  c ity  
m a n a g e r ,  to ld  a  r e p o r t e r  t h a t  c i ty  h as  p r o b ­
lem s w i th  th e  e n t ry  r a te  a n d  sy s te m  in c re ­
m e n t  issues.

"W e ’re a b o u t  $1.5 m il l io n  a w a y  on th e i r  
a s s u m p t io n  o f  w h a t  th e  d if fe ren ce  b e tw e e n  
w h a t  d iesel a n d  h y d ro  costs  w o u ld  b e ,” he 
sa id .  " T h a t ’s fo r  th e  life  of th e  p ro g ra m  so i t ' s  
re a l ly  n o t  t h a t  b ro a d .

" B u t  th e  sy s te m  in c re m e n t  issue  is p h i lo ­
so p h ic a l ,"  U n d e r k o f le r  sa id .  " T h e  p o w e r ' a u ­
th o r i ty  w i l l  h a v e  a l icense  to  in c rease  o u r  
ra te s  o v e r  th e  t e rm  of  th e  a g re e m e n t  to  p ay  
fo r  its  e n d e a v o rs  e lsew h ere .  I t 's  o u r  feeling 
w e  s h o u ld  b e  re leased  f ro m  f u r th e r  d e b t  
serv ice  if w e  p a y  o ff  o u r  loans.



A la s k a  Power A u t h o r i t y
C om m is s io n e r:  D Lyon
E x e c u t iv e  D i r e c t o r :  L a r y  C raw fo rd

Board  m e e t in g ,  22 F e b ru a ry  1984

Power S a le s  ag reem ents;

1. Coppe r V a l l e y :  c lo s e  t o  an ag reem ent. J im  S i l l i n g a m e ,  
manager o f  u t i l i t i e s s t a t e s  t h a t  he shows some con ce rn  o f  
c o n f r o n t in g  h i s  p u b l i c  w i t h  a c o s t  n o t  seen b e f o r e .  P r e s e n t l y  
G le n n a l l e n  d i e s e l  g e n e r a t io n  i s  .06 PKH and p ropo sed  APA power 
w i l l  be .07 PKW. T h is  c o n s t i t u t e s  a 40% in c r e a s e  t o  some. V a ld e z  
i s  an em pha t ic  NO! A ve rage  m on th ly  con sum p t ion  i n  G le n n a l le n
i s  340 KWH and t r a n s l a t e s  t o  $90 p e r  month, w h i l e  V a ld e z  
i s  r u n n in g  an ave rage  m on th ly  b i l l  o f  550 KWH o r  $151. p e r  month.
A 40% in c r e a s e  can be d e v a s t a t in g .

2. W ra n g e l l :  M a t t  C o le  ( p o s i t i o n  unknown) w i l l  be t a k in g  power
s a le s  agreem ent to  c i t y  c o u n c i l  T hu rsd ay  n ig h t  (Feb 23rd) f o r  
c o n s id e r a t i o n .  He says  d i s c u s s i o n  ( in fo rm a l)  w i t h  c o u n c i l  
members appea rs  good and c o n t r a c t  may be fo r th c o m in g .

3. K o d ia k :  D av id  Neese , Mgr o f  M un i-p ow e r.  M u n i c i p a l i t y  has ag reed
t o  p u rch a se  power from  APA. Two s u g g e s t io n s :  p o s s i b l e  lo a n s  t o
consum ers and th e  e s t a b l i s h m e n t  o f  an a d v i s o r y  boa rd .

4. K e t c h ik a n :  R ic k  - ? — . mgr o f  u t i l i t i e s  sa y s  i t  lo o k s  v e r y
good, c o n t r a c t  i n  the  making w i t h  q u e s t io n s  as to  w o rd ing
o f  l e g a l  docum ents.

5. P e t e r s b u rg :  NO'.'

Management s tu d y  ( s t a t u s  r e p o r t )  p re s e n te d  by Roger McMannus o f  
Mead c o n s u l t a n t s  f o r  FY 84, FY 85, FY 86.

P r e s e n t l y  APA employes 69 p e rson s

E x e c u t iv e  D ep t----------------------- 4
P la n n in g  ------------------------------  9
P r o j e c t s  -------------------------------18
O p e r a t i o n s -----------------------------7 H
F i n a n c e - A d m in i s t r a t i o n  31

APA i s  a s k in g  f o r  an im m ed ia te  in c r e a s e  o f  16, 17 more FY 85, and 
an a d d i t i o n a l  9 f o r  FY 86 t o  t o t a l  111 p e r s o n s .

1934 S u s i t n a  c o n t in g e n c y  fund : 3 .18  M i l l i o n  d o l l a r s
D r i l l i n g  re q u e s t  (wantana dam) 1 .9  m i l l i o n ,  i f  app roved  t h i s  
w i l l  le a v e  in  the  c o n t in g e n c y  fund  1 .28  m i l l i o n .

C o m p e t i t iv e  b id d in g  on Watana Dam d r i l l i n g  w i l l  be l e t  27 Feb 84 
w i t h  aw a rd ing  o f  c o n t r a c t  sometime i n  mid A p r i l  84.
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e c o n o m ic  a n d  e n v i r o m n  n t a l  p r a c t i c a l i t y  o f  c o m p le t in g  a  p ro p o se d  
p o w e r  p ro je c t  u n d e r  A S  44 .8 3 .1 8 1 ;

(B) in c lu d e s  e n g i n e e r i n g  a n d  d e s ig n  w o rk  to  m e e t  t h e  r e q u i r e m e n t s  
fo r  s u b m is s io n  o f  a  l i c e n se  a p p l ic a t io n  fo r  a  p ro p o se d  n e w  p ro je c t  to  t h e  
F e d e r a l  E n e r g y  R e g u l a t o r y  C o m m iss io n ;

(9) " s m a l l - s c a le  p o w e r  p ro d u c t io n  fa c i l i ty ” m e a n s  a  f a c i l i ty  w h ic h ,  
b y  d e s ig n ,  is  to  p ro d u c e  le s s  t h a n  25  m e g a w a t t s  o f  p o w e r .  (§ 1 ch  278  
S L A  1976; a m  §§ 21 , 2 2  ch  156  S L A  1978; a m  §§ 26 , 27  c h  83  S L A  
1 9 8 0 ;  a m  §§ 10, 11 ch  133 S L A  1982)

E ffect o f  am endm en ts. — The 1982 
am endm ent substituted the present defi­
nition for "power project" or "project" in 
paragraph (4) for the definition set out in

the main pam phlet and substituted "elec­
trical and therm al energy needs* for 
"power needs” in paragraph (7).

Article 7. Susitna River Hydroelectric Project. 
Sec. 44.83.325. Restrictions on contracting.

E d ito r’s note. — Section 21, ch. 133, 
SLA 1982, provides: "Notwithstanding the 
provisions of AS 44.83.325, the Alaska 
Power Authority may en ter into contracts 
under AS 44.83.300 — 44.83.360 for pre­
lim inary work without the upprovul 
required by AS 44.83.325. In th is section, 
'prelim inary work’ means the preparation 
of plans and studies and the preparation 
and submission of license applications, as 
well ns other types of work, th a t m ust bo

completed before actual construction of the 
Susitna River hydroelectric project, de­
scribed in AS 44.83.300, may ’ jgin. This 
section does not authorize ti e Alaska 
Power authority to en ter into contracts for 
the actual construction of the Susitna 
River hydroelectric project or for the prep­
aration of the site of the Susitna River 
hydroelectric project w ithout the approval 
required by AS 44.83.325.”

Article 8. Rural Electrification Revolving Loan Fund. 
S ection
361. Rural electrification revolving loan 

fund
363. Loan advisory committco

S e c .  4 4 .8 3 .3 6 1 .  R u r a l  e l e c t r i f i c a t i o n  r e v o l v i n g  l o a n  f u n d ,  (a) 
T h e  r u r a l  e le c t r i f ic a t io n  r e v o lv in g  lo a n  fu n d  is  e s t a b l i s h e d  in  t h e  
A l a s k a  P o w e r  A u t h o r i t y .  T h e  fu n d  c o n s is ts  o f

(1) a p p r o p r i a t io n s  m a d e  to  t h e  fu n d ;  a n d
(2) p r in c ip a l  p a y m e n t s  o n  lo a n s  m a d e  u n d e r  t h i s  sec t io n .
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(b) T h e  a u t h o r i t y  m a y  m a k e  lo a n s  f ro m  t h e  r u r a l  e le c t r i f ic a t io n  
r e v o lv in g  lo a n  fu n d  to  e l e c t r i c  u t i l i t i e s  c e r t i f ie d  b y  t h e  A l a s k a  P u b l ic  
U t i l i t i e s  C o m m is s io n .  A  lo a n  f ro m  t h e  fu n d  m a y  b e  m a d e  o n ly  fo r  th e  
p u r p o s e  o f  e x te n d in g  n e w  e le c t r i c  s e rv ic e  in to  a n  a r e a  o f  t h e  s t a t e  t h a t  
a n  e le c t r ic  u t i l i t y  m a y  s e r v e  u n d e r  a  c e r t i f i c a te  o f  p u b l ic  c o n v e n ie n c e  
a n d  n e c e s s i ty  i s s u e d  b y  t h e  A l a s k a  P u b l ic  U t i l i t i e s  C o m m is s io n .  A  lo a n  
m a y  b e  m a d e  f ro m  t h e  f u n d  to  a n  e le c t r ic  u t i l i t y  i f  t h e  u t i l i t y  in v e s ts  
t h e  m o n e y  n e c e s s a r y  to  p ro v id e  o n e  po le ,  c n e  s p a n  o f  l in e ,  one 
t r a n s f o r m e r ,  a n d  o n e  s e rv ic e  d r o p  fo r  e a c h  c o n s u m e r  fo r  w h o m  im m e d i ­
a t e  s e rv ic e  w o u ld  be  p r o v id e d  b y  t h e  e x te n s io n  o f  e le c t r ic  s e rv ic e .  H o w ­
e v e r ,  a  lob * m a y  n o t  b e  m a d e  f ro m  t h e  fu n d  u n le s s

(1) t h e  lo a n  is  r e c o m m e n d e d  by  a  lo a n  a d v iso ry  c o m m i t t e e  a p p o in te d  
u n d e r  A S  4 4 .8 3 .3 6 3 ;  a n d

(2) t h e  e x te n s io n  o f  e le c t r i c  s e rv ic e  w o u ld  p ro v id e  i m m e d i a t e  se rv ic e  
to  a t  l e a s t  t h r e e  c o n s u m e r s .

(c) A  lo a n  f ro m  t h e  r u r a l  e le c t r i f ic a t io n  r e v o lv in g  lo a n  f u n d  s h a l l  
b e a r  a n  a n n u a l  r a t e  o f  i n t e r e s t  o f  tw o  p e r c e n t  o f  t h e  u n p a id  b a l a n c e  o f  
t h e  lo a n .  I n t e r e s t  r e c e iv e d  o n  a  lo a n  m a d e  u n d e r  t h i s  s e c t io n  m u s t  be  
t r a n s f e r r e d  m o n t h l y  to  t h e  c o m m is s io n e r  o f  r e v e n u e  for d e p o s i t  in  th e  
g e n e r a l  fund .

(d) W h e n  a  lo a n  is  m a d e  b y  t h e  a u t h o r i t y  u n d e r  t h i s  s e c t io n ,  t h e  
e le c t r ic  u t i l i t y  r e c e iv in g  t h e  lo a n

(1) s h a l l ,  in  a d d i t i o n  to  t h e  r a t e s  t h a t  i t  is  a u th o r i z e d  to  c h a r g e ,  
c h a r g e  th e  c o n s u m e r s  s e r v e d  b y  t h e  e le c t r ic  se rv ice  e x te n d e d  w i t h  th e  
lo a n  p ro ceed s  a n  a m o u n t  s u f f ic i e n t  to  p a y  t h e  in t e r e s t  co s ts  o f  t h e  loan ;

(2) s h a l l  p a y  to  t h e  a u t h o r i t y  a n n u a l l y  a n  a m o u n t  e q u a l  to
(A) i n t e r e s t  o f  tw o  p e r c e n t  on  t h e  u n p a id  b a la n c e  o f  t h e  lo a n ;  a n d
(B) p a y m e n t s  on  t h e  u n p a i d  b a la n c e  o f  t h e  p r in c ip a l  o f  t h e  lo a n  for 

e a c h  n e w  c o n s u m e r  s e r v e d  by  t h e  e le c t r ic  serv ice  e x te n d e d  w i t h  th e  
lo a n  p roceeds;  p a y m e n t s  o n  t h e  u n p a i d  b a la n c e  o f  t h e  p r in c ip a l  o f  t h e  
lo a n  s h a l l  b e  m a d e  a t  a  r a t e  e q u a l  to  th e  d if fe ren ce  b e tw e e n  t h e  a c t u a l  
cos t  o f  m a k i n g  t h e  s e rv ic e  c o n n e c t io n  to  t h e  c o n s u m e r s  a n d  t h e  m i n i ­
m u m  i n v e s t m e n t  p e r  c o n s u m e r  r e q u i r e d  o f  t h e  u t i l i t y  b e fo re  a  m a n  is 
m a d e  u n d e r  (b) o f  t h i s  s e c t io n .

(e) T h e  a u t h o r i t y  s h a l l
(1) a d o p t  r e g u l a t i o n s  n e c e s s a r y  to  c a r r y  o u t  t h e  p r o v is io n s  o f  t h i s  

s ec t io n ;
(2) a d m i n i s t e r  t h e  r u r a l  e le c t r i f ic a t io n  re v o lv in g  lo a n  fu n d ;  a n d
(3) s u b m i t  to  th e  l e g i s l a t u r e  w i th i n  th e  f i r s t  10 d a y s  o f  e a c h  r e g u l a r  

le g i s la t iv e  se ss io n  a  r e p o r t  o f  a c t io n s  t a k e n  by t h e  a u t h o r i t y  u n d e r  t h i s  
s e c t io n  a n d  a n  a c c o u n t in g  o f  t h e  r u r a l  e le c t r i f ic a t io n  r e v o lv in g  lo a n  
fu n d .

(0  In  t h i s  sec t io n ,
(1) " c o n s u m e r ” m e a n s  a  p e r so n ,  a s  d e f in e d  in  A S  0 1 .1 0 .0 6 0 (7 ) ,  o r  a  

g o v e r n m e n t a l  a g e n c y ,  i f  t h e  p e r s o n  o r  g o v e rn m e n ta l  a g e n c y  r e q u e s t s  
a n d  o ffers  to  pay  for e le c t r i c a l  s e rv ic  •: to  a  fac il i ty  o r  p a r t  o f  a  f a c i l i ty ;
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S t a t e  G o v e r n m e n t § 4 4 .8 3 .3 6 3

t h e  a u t h o r i t y  s h a l l  c o n s i d e r  a  p e r s o n  w h o , o r  a  g o v e r n m e n t a l  a g e n c y  
t h a t ,  o ffers  to  p a y  fo r  e le c t r i c a l  s e rv ic e  to  s e v e r a l  f a c i l i t i e s  to  b e  a  
s e p a r a t e  c o n s u m e r  fo r  e a c h  fa c i l i ty ,  i f  e a c h  f a c i l i ty  is  p h y s ic a l ly  s e p a ­
r a t e  f ro m  a n o t h e r  f a c i l i ty ,  o t h e r  t h a n  t h r o u g h  e le c t r ic  s e rv ic e  l in e s ,  
a n d  i f  t h e  p e r s o n  o r  g o v e r n m e n t a l  a g e n c y  r e q u e s t s  a n d  offers  to  p a y  for 
e le c t r ic a l  s e rv ic e  to  e a c h  f a c i l i ty ;

(2) " fa c i l i ty "  m e a n s  a  s t r u c t u r e  c a p a b le  o f  r e c e iv in g  a n d  u s i n g  e le c ­
t r i c a l  e n e rg y ;  a n d

(3) " g o v e r n m e n ta l  a g e n c y ” in c lu d e s ,  W ith  r e s p e c t  to  t h e  s t a t e  o r  
f e d e ra l  g o v e r n m e n t  o r  a  m u n i c i p a l  g o v e r n m e n t ,  a  l e g i s l a t iv e  body , 
b o a rd  o f  r e g e n t s ,  a d m i n i s t r a t i v e  bo d y ,  b o a rd ,  c o m m iss io n ,  c o m m i t t e e ,  
s u b c o m m i t te e ,  a u t h o r i t y ,  c o u n c i l ,  a g e n c y ,  p u b l ic  c o rp o ra t io n ,  schoo l  
b o a rd ,  d e p a r t m e n t ,  d iv is io n ,  b u r e a u ,  o r  o t h e r  s u b o r d in a t e  u n i t ,  
w h e t h e r  a d v is o ry  o r  o th e r w i s e ,  o f  t h e  s t a t e ,  f e d e ra l ,  o r  m u n ic ip a l  g o v ­
e r n m e n t .  (§ 1 c h  11 8  S L A  1981; a m  §§ 10 —  13 c h  89  S L A  1983)

E ffect o f am en d m en ts . — The 1983 "extended with the loan proceeds" for 
amendment, effective Ju ly  22, 1983, 
deleted "and interest" following "prin­
cipal” in paragraph (a)(2), ndded the sec­
ond sentence of subsection (c), substituted

"during the preceding year for which the 
loan was made” in paragraph (d)(2)(B), 
and added subsection (0.

S e c .  4 4 .8 3 .3 6 3 .  L o a n  a d v i s o r y  c o m m i t t e e .  W h e n  a n  a p p l ic a t io n  
for a  r u r a l  e le c t r i f i c a t io n  lo a n  is  s u b m i t t e d  to  t h e  a u t h o r i t y  u n d e r  A S  
44 .83 .361 , t h e  a u t h o r i t y  s h a l l  a p p o in t  a  local a d v is o ry  c o m m i t t e e  f ro m  
p e r so n s  r e s id in g  in  t h e  a r e a  t h a t  t h e  a p p l i c a n t  u t i l i t y  is  c e r t i f i e d  to  
se rve .  T h e  lo a n  a d v i s o ry  c o m m i t t e e  s h a l l  c o n s id e r  t h e  lo a n  a p p l ic a t io n ,  
a n d  s h a l l  r e c o m m e n d  w h e t h e r  th e  lo a n  a p p l ic a t io n  is  to  b e  a p p r o v e d  or  
d isa p p ro v e d .  A  f a v o ra b l e  r e c o m m e n d a t i o n  f ro m  t h e  lo a n  a d v is o ry  c o m ­
m i t t e e  s h a l l  b e  b a s e d  o n  a  d e t e r m i n a t i o n  t h a t  d e v e lo p m e n t  in  t h e  a r e a  
o f  t h e  p ro p o sed  e x te n s io n  o f  e le c t r i c  s e rv ic e  is  l ik e ly  to  p ro v id e  for fu ll  
r e p a y m e n t  o f  t h e  lo a n  u n d e r  A S  44 .8 3 .3 6 1 (d)  w i t h i n  10 y e a r s .  In  
m a k in g  t h a t  d e t e r m i n a t i o n  t h e  c o m m i t t e e  s h a l l  c o n s id e r

(1) p e r m a n e n c e  o f  t h e  p r e m is e s  to  b e  s e r v e d  by  t h e  e x te n s io n ;
(2) lu n d  u s e  p a t t e r n s  in  t h e  a r e a ;  . • . ..
(3) access  fo r  t h e  l i n e  t h a t  w o u ld  be  i n s t a l l e d  w i th  lo a n  p ro ceed s ;
(4) a v a i l a b i l i t y  o f  o t h e r  u t i l i t y  s e rv ic e  in  t h e  a r e a ;  a n d
(5) t h e  e co n o m ic  f e a s ib i l i ty  o f  t h e  e x te n s io n  o f  e le c t r ic  s e rv ic e  w i th  

t h e  p ro ceed s  o f  t h e  lo a n .  (§ 1 ch  118  S L A  1981)

A r t i c l e  9 . E n e r g y  P r o g r a m  f o r  A l a s k a .
Section
380. Program entabiiBhcd
382. Power development fund established
384. Ubc of fund balance
38G. Investment of fund
388. Allotment to projects

Section
390. Reappropriation of fund bnlnnco 
392. Lapse of excess appropriations 
394. (Repealed)
396. Operation of power project 
398. Sale of power from power project
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CHAIRMAN

From

To:

Rep. R i c k  U e h l in g ,  Cha irm an
House S p e c i a l  Com m ittee  on S t  ans

Rep. John Cowdery, Cha irm an 
House L a b o r  & Commerce Commit"—

Jixrnae imperial CHaatmittec mt 
Skianja

S u b je c t :  HB 689

Date March 5, 1984

HB 689, An A c t  r e l a t i n g  t o  th e  r u r a l  e l e c t r i f i c a t i o n  lo a n  
fu nd ,  i s  p r e s e n t l y  i n  y o u r  Com m ittee .

D u r in g  o u r  Loans Comm ittee h e a r in g s  on HB 650, w h ich  c o n t a in s  
an a p p r o p r i a t i o n  f o r  th e  A la s k a  Power A u t h o r i t y  -  R u ra l  
E l e c t r i f i c a t i o n  Loan Fund , t e s t im o n y  was r e c e i v e d  abou t th e  
Loan fund  and th e  need t o  c l a r i f y  th e  e x i s t i n g  s t a t u e s .

As Cha irm an o f  th e  House Loans Comm ittee I  w ou ld  l i k e  to  
r e q u e s t  t h a t  you s c h e d u le  a c t i o n  on t h i s  measure because  i t  
w i l l  e l im in a t e  th o se  d i s c r e p a n c ie s  and make i t  p o s s i b l e  t o  use 
th e  fund s  i n  th e  R u r a l  E l e c t r i f i c a t i o n  Loan Fund. I t  i s  
im p o r t a n t  t h a t  t h i s  be done b e fo r e  a d d i t i o n a l  a p p r o p r i a t io n s  
a re  made f o r  p r o j e c t s  su ch  as  th e  C r a ig - K la w o c k  I n t e r t i e .

Thank you v e r y  much f o r  y o u r  a t t e n t i o n  t o  t h i s  m a t te r .

RAU/as
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R EPR E SE N TA T IV E  JE R R Y  W ARD 
R E PR ESEN TA TIV E R O N  W E N D T E

To: Rep. John Cowdery, Cha irm an
House Labo r  & Commerce Comm ittee

From: Rep. R ic k  U e h l in g ,  Cha irm an
House S p e c i a l  Comm ittee on Sta£^v. Z^oans

S u b je c t :  HB 689

Date: March  5, 1984

HB 689, An A c t  r e l a t i n g  t o  th e  r u r a l  e l e c t r i f i c a t i o n  lo a n  
fu nd ,  i s  p r e s e n t l y  i n  y o u r  Com m ittee .

D u r in g  o u r  Loans Comm ittee h e a r in g s  on HB 650, w h ich  c o n t a in s  
an a p p r o p r i a t io n  f o r  .;he A la s k a  Power A u t h o r i t y  -  R u ra l  
E l e c t r i f i c a t i o n  Loan Fund, te s t im o n y  was r e c e iv e d  abou t th e  
Loan fund  and th e  need t o  c l a r i f y  th e  e x i s t i n g  s t a t u e s .

As Cha irm an o f  th e  House Loans Com m ittee  I w ou ld  l i k e  to  
r e q u e s t  t h a t  you s c h e d u le  a c t i o n  on t h i s  measure because  i t  
w i l l  e l im in a t e  th o se  d i s c r e p a n c ie s  and make i t  p o s s i b l e  t o  use 
th e  fund s  i n  th e  R u ra l  E l e c t r i f i c a t i o n  Loan Fund. I t  i s  
im p o r ta n t  t h a t  t h i s  be done b e fo r e  a d d i t i o n a l  a p p r o p r i a t io n s  
a re  mac'e f o r  p r o j e c t s  such  as th e  C r a ig - K la w o c k  I n t e r t i e .

Thank you v e r y  much f o r  y o u r  a t t e n t i o n  t o  t h i s  m a t te r .

RA.U/as
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March 16, 1984

R e p r e s e n t a t i v e  John Cowdery, Ch a ir m an  
Ho us e Labor and Commer ce  Committee 
Pouch V
Juneau, Alas ka 99811 

Dear R e p r e s e n t a t i v e  Cowdery:

Ho us e  Bill 689 is ess ential to clean up the statutory 
language a u thorizi ng  the rural e l e c t r i f i c a t i o n  revolving loan 
fund so that program can finally be mad e to work as intended.

This loan fund was created as a section of SB 25 in 1981 
by  including in that historic le gi s la t io n the conte nt s of a bill 
sp onsored by then R e p r e s e n t a t i v e  Pappy Moss. As a result, there 
is almost no separate l e gislat iv e h i st o ry  which would have given 
the power au thority some g uidance  in a d m i n i st e ri n g the program. 
For anyone not intimately involved with line extensio ns  of an 
electric utility, the present st atutory language is quite c o n f u s­
ing. The result of all this is that the rural e l e c t r i fi ca t io n  
re vo lving loan fund has never worked as intended.

The purpose of this loan fund is to extend the back bo ne  
electric d i st r ib u ti on  system through d e v e l o p i n g  rural areas. The 
target areas at present do not have enough pop ulation to meet 
the defin it i on s  of feasibil ity set out by the lending institutions 
such as the Rural E l ec t ri f ic at i on  A dm i ni st ration.  However, the 
target areas are expected to d e v e l o p  rather qu ic kl y once utility 
service be comes available.

This is a narrow purpose program, and I would not envision 
that it would ever become very large in terms of the total funding 
it requires. The concept for this pr ogram was o ri g in al l y d e v e l o p­
ed to meet specific problems around Fa i r ba n ks  like the G o l d s t r e a m  
area and in the Mat-Su Borough like the Ca swe ll Lakes area. After 
three years, not one dime has gone to meet the very serious needs 
of those areas and other like them across the state.

Enclosed is a sectional analysis which briefly  describes 
the contents of HB 689. The key feature of this pr ogram n e ce ss ary 
to make it work is that the payback period has to be for an 
indetermin at e period rather than for a set term of years. This is

D E M O C R A C Y  I N  A C T I O N
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an unusual feature of a loan program, but it is essential in 
this case. Jf the term of years is fixed, the utility is the
one at risk that the anticipated d e v el o pm e nt  will in fact occur.
R EA  w l I I  not permit its b or rowe rs  to accept loans for projects 
which do not meet the RE A  de fi n it io n  of feasibility. If these 
pro jects could meet tne R E A  feasi bi li ty test, we would borr ow  
from R EA  and would not need this program.

The concept of mak ing the term of the loan in de terminate 
and ha vi ng  the payback schedule tied to the actual rate of 
de vel o pm e nt  was co ntained in the o ri ginal legislation. The power 
a u th o ri t y has never accepted that legi sl a ti v e policy, and they 
ha ve  in fact arbit ua lly set a 20 year term by regulation. That 
is why this program has never worked.

We think HB 689 is a very good bill, and we ask you 3nd
your c om mittee to support it. However, there is one amendment 
which is needed to prevent possible co n fu s io n  in the future. As 
used in this program, the term ''rural" simply m eans an area where 
the pop ulation  dens it y is low. I would propose that a new 
d e fi n it i on  be included in section 5 of the bill to read:

"rural area" means an area in which the number of 
co nsume rs  to be served by an e l ec tr ic d i st r ib ut ion 
line in the year in which it is co n st ru cted does not 
exceed five per mile of line.

Sincerely,

A

David Hutchens 
Ex ecutive Director



House Bill No. 689 

oectional Analysi s

S ection 1 states the le gi slative intent that this pr og ra m is to 

he lp  finance pioneer el ectric d i s t r i b u t i o n  lines through d ev el oping 

rural areas.

Section 2 pro vides that loans m ay  be m a d e  to public utilities to 

build d i s tr ib u ti o n lines into rural areas not r e ce iv ing electric 

service if (1) the loan is r ec om mended by a loan advisory committee,

(2) the line extension will serve at least three co ns umers in its 

first year and (3) the utility has a c e r t i f i c a t e  from the APUC to 

serve that area.

Section 3 pro vides that the utility shall collect TL interest on 

this loan from its consumers served by the line exten si on  and 

shall pay that interest to the APA ann u al ly  with its principal 

payment. The principal repayment formula is geared to the number 

of new co ns um ers being served by this line e x tensio n rather than 

to a specific term of years. The cost of the line is divided into 

units c on si s ti n g of its average cost per 350 feet (the app ro ximate 

dist an ce  of a span of line). The utility repays one unit of the 

pr incipal for each ,'ew consumer served by the line.

Section 4 vests the ad mi ni st r at i ve  au t horit y with the APA and r e­

quires an annual report to the legislature.

Section 5 defines the terms used in this legislation.



Se ction 6 limits the amount of a loan to the amount ne c essar y to 

build an over he ad line, but a mo r e e x pe n s i v e  method of c o n s t r u c­

tion may  be used if the additional cost is financed from some 

other source. The utility is requ ir ed to invest from other 

sources one unit of cost (the av erage cost for 350 feet of line) 

for each consumer to be served in the first year.

Section 7 authorizes the ex ec ut ive director of the APA to appoint 

a loan ad vi sory co mm ittee from re sidents of the assigned service 

area of the applicant utility. The co m m it te e  has the re sp ons ibil 

ity to advise whether or not d e v e lo pm e nt  of the area in questio n 

is likely to occur rapidly enough to provide full repayment of 

the loan wi th in 20 years.
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S t a t e  o  e  A l a s k a
O F F I C E  O F  T H E  G O V E R N O R  

J U J T B A U

M arch  21 , 1984

The H o n o ra b le  Jo e  Hayes 
A la s k a  House o f  R e p r e s e n t a t i v e s  
Pouch  V
Ju n e au ,  AK 99811

D ea r R e p r e s e n t a t i v e  H a y e s :

Under th e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  18 , o f  th e  A la s k a  
C o n s t i t u t i o n ,  I  am t r a n s m i t t i n g  a b i l l  t o  amend AS 43, th e  
Revenue and T a x a t io n  Code , by r e p e a l i n g  AS 4 3 .2 0 .0 3 1 (d )  
and AS 4 3 . 7 0 . 0 3 0 ( b ) .

T h is  b i l l  r e p e a l s  AS 4 3 . 2 0 . 0 3 1 ( d ) ,  w h ic h  exempts banks and 
s a v in g s  and lo a n  a s s o c i a t i o n s  from  t a x a t i o n  unde r 
AS 4 3 . 2 0 ,  th e  c o r p o r a t e  incom e t a x  c h a p t e r .  I t  a l s o  r e ­
p e a l s  AS 4 3 . 7 0 . 0 3 0 ( b ) ,  w h ic h  t a x e s  b a n k s ,  t r u s t  com pan ie s ,  
and s a v in g s  and lo a n  a s s o c i a t i o n s  u nd e r  AS 4 3 . 7 0 ,  th e  
B u s in e s s  L i c e n s e  A c t .

C u r r e n t l y ,  banks and s a v in g s  and lo a n  a s s o c i a t i o n s  a re  
s p e c i f i c a l l y  exempted from  th e  c o r p o r a t e  incom e t a x  under 
AS 43 .20  because  o f  f e d e r a l  r e s t r i c t i o n s  w h ich  r e q u i r e d  
s t a t e s  t o  t a x  n a t i o n a l  banks  and s a v in g s  and lo a n  a s s o ­
c i a t i o n s  s e p a r a t e l y  from  o t h e r  c o r p o r a t i o n s .  Those f e d e r ­
a l  r e s t r i c t i o n s  no lo n g e r  e x i s t .  T h e r e f o r e ,  we may now 
t a x  banks  unde r AS 43 .20  a lo n g  w i t h  a l l  o t h e r  c o r p o r a t e  
t a x p a y e r s ,  and t h a t  i s  w hat t h i s  b i l l  w i l l  a c c o m p l is h .

S i n c e r e l y ,

B i ______________
G ove rno r
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C u r r e n t l y  b a n k s  are r e q u i r e d  to f i l e  r e t u r n s  and pay tax u n d e r  
a s t a t u t e  s e p a r a t e  fr o m  a l l  o t h e r  c o r p o r a t i o n s  (AS 43.70).
T h i s  r e s u l t s  in s i g n i f i c  ,nt a d m i n i s t r a t i v e  and legal p r o b l e m s .  
T h e  D e p a r t m e n t  of R e v e n u e  t h e r e f o r e  r e c o m m e n d s  that b a nks be 
t a x e d  u n d e r  the s a m e  i n c o m e  t a x  s t a t u t e s  as o t h e r  c o r p o r a t i o n s  
(AS 4 3 . 2 0 ) .

A l t h o u g h  s t a t e  and m u n i c i p a l  i n t e r e s t  is c u r r e n t l y  t a x a b l e  
u n d e r  A S  4 3 . 7 0  and w o u l d  n o t  be s u b j e c t  to tax u n d e r  AS 43.20. 
w e  e s t i m a t e  t h a t  r e q u i r i n g  b a n k s  to f i l e  u n d e r  AS  4 3 .20 r a t h e r  
t h a n  A S  4 3 . 7 0  w i l l  r e s u l t  in no loss of r e v e n u e  to the State. 
T h e  D e p a r t m e n t ' s  p o s i t i o n  is th a t  u n d e r  IRC sec. 265(2), w h i c h  
is a d o p t e d  by r e f e r e n c e  in A S  4 3 . 2 0 . 0 2 1 ( a ) ,  no d e d u c t i o n  is 
a l l o w e d  for e x p e n s e s  a n d  i n t e r e s t  i n c u r r e d  or c o n t i n u e d  to 
p u r c h a s e  or c a r r y  o b l i g a t i o n s  the i n t e r e s t  on w h i c h  is e x e m p t  
f r o m  tax. T h i s  i n c l u d e s  not o n l y  e x p e n s e s  and i n t e r e s t  r e l a t e d  
to tax e x e m p t  s t a t e  and m u n i c i p a l  i n t e r e s t  income, but a l s o  
e x p e n s e s  a n d  i n t e r e s t  r e l a t e d  to tax e x e m p t  U.S. i n t e r e s t  
i n c o m e .  T h e r e f o r e ,  the t o t a l  a m o u n t  of n o n d e d u c t i b l e  e x p e n s e s  
u n d e r  A S  4 3 . 2 0  w i l l  be c l o s e  to the a m o u n t  of n o n t a x a b l e  income.
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S t a t e  o f  A l a s k a
O F F I C E  O F  T H E  G O V E R N O R  

J U N K A U

M a r c h  21, 1904

The H o n o r a b l e  Joe Hayes 
A l a s k a  H ouse  of R e p r e s e n t a t i v e s  
P o u c h  V
Juneau, A K  99811

D e a r  R e p r e s e n t a t i v e  Hayes:

Under the authority o f  arc. Ill, sec. 18, of the A l a s k a  
Consti t u t i o n ,  I am t r a n s m i t t i n g  a b i l l  to amend AS 43, the 
Re v e n u e  and Taxation Code, by r e p e a l i n g  AS 43.20.031(d) 
and AS 4 3 . 7 0 . 0 3 0 (b).

This bill repeals AS 43.20.031(d), w h i c h  exempts ban ks and 
savings and loan a s s o c i a t i o n s  from taxation u n d e r  
AS 4 3.20, the corporat e income tax chapter. It also r e­
peals AS 43.70.030(b), w h i c h  taxes banks, t rust companies, 
and savings and loan a s s o c i a t i o n s  u n d e r  AS 43.70, the 
Bu s in ess License Act.

Currently, banks and savings and loan associations are 
s p e c i f i c a l l y  exempted from the c o r p o r a t e  income tax u n d e r  
AS 43.20 because of federal r e s t r i c t i o n s  which r e q u i r e d  
states to tax nation al banks and saving s and loan a s s o­
ciations separately from o t h e r  corporat ions. Those f e d e r­
al restri c t i o n s  no lo nger exist. Therefore, we m a y  now 
tax bank3 under AS 43.20 along w i t h  all other c o r p o r a t e  
taxpayers, and that is w h a t  this bill w i l l  accomplish.

Sincerely,

Bill S h e f f i e l d / ' 
Governor
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C u r r e n t l y  b a n k s  a r e  r e q u i r e d  t o  f i l e  r e t u r n s  a n d  p a y  t a x  u n d e r  

a s t a t u t e  s e p a r a t e  f r o m  a l l  o t h e r  c o r p o r a t i o n s  ( A S  4 3 . 7 0 ) .

T h i s  r e s u l t s  i n  s i g n i f i c a n t  a d m i n i s t r a t i v e  a n d  l e g a l  p r o b l e m s .  

T h e  D e p a r t m e n t  o f  R e v e n u e  t h e r e f o r e  r e c o m m e n d s  t h a t  b a n k s  b e  

t a x e d  u n d e r  t h e  s a m e  i n c o m e  t a x  s t a t u t e s  a s  o t h e r  c o r p o r a t i o n s  

( A S  4 3 . 2 0 ) .

A l t h o u g h  s t a t e  a n d  m u n i c i p a l  i n t e r e s t  is  c u r r e n t l y  t a x a b l e  
u n d e r  A S  4 3 . 7 0  a n d  w o u l d  n o t  b e  s u b j e c t  t o  t a x  u n d e r  A S  4 3 . 2 0 ,  

w e  e s t i m a t e  t h a t  r e q u i r i n g  b a n k s  t o  f i l e  u n d e r  A S  4 3 . 2 0  r a t h e r  

t h a n  A S  4 3 . 7 0  w i l l  r e s u l t  i n  n o  l o s s  o f  r e v e n u e  t o  t h e  S t a t e .

T h e  D e p a r t m e n t ' s  p o s i t i o n  i s  t h a t  u n d e r  I R C  s e c .  2 6 5 ( 2 ) ,  w h i c h  

is  a d o p t e d  b y  r e f e r e n c e  i n  A S  /| 3 . 2 0 . 0 2 1 ( a ), n o  d e d u c t i o n  is 

a l l o w e d  f o r  e x p e n s e s  a n d  i n t e r e s t  i n c u r r e d  o r  c o n t i n u e d  t o  
p u r c h a s e  o r  c a r r y  o b l i g a t i o n s  t h e  i n t e r e s t  o n  w h i c h  is e x e m p t  
f r o m  t a x .  T h i s  i n c l u d e s  n o t  o n l y  e x p e n s e s  a n d  i n t e r e s t  r e l a t e d  

t o  t a x  e x e m p t  s t a t e  a n d  m u n i c i p a l  i n t e r e s t  i n c o m e ,  b u t  a l s o  

e x p e n s e s  a n d  i n t e r e s t  r e l a t e d  t o  t a x  e x e m p t  U . S .  i n t e r e s t  

i n c o m e .  T h e r e f o r e ,  t h e  t o t a l  a m o u n t  o f  n o n d e d u c t i b l e  e x p e n s e s  

u n d e r  A S  4 3 . 2 0  w i l l  b e  c l o s e  t o  t h e  a m o u n t  o f  n o n t a x a b l a  i n c o m e .
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# S e c .  1. A S  2 1  is a m e n d e d  b y  a d d i n g  a  n e w  c h a p t e r  t o  r e a d :

C H A P T E R  59.

A U T O M O B I L E  S E R V I C E  C O R P O R A T I O N S  

S e c .  2 1 . 5 9 . 0 1 0 .  S C O P E  O F  C H A P T E R ,  (a) T h i s  c h a p t e r  a p p l i e s  t o  e v e r y  

i n d i v i d u a l ,  p e r s o n ,  f i r m ,  c o r p o r a t i o n ,  o r  o r g a n i z a t i o n  o f  a n y  k i n d  

h e r e a f t e r  e n g a g i n g  o r  p u r p o r t i n g  t o  e n g a g e  i n  t h e  p r o v i s i o n  o f  a l l  o r  

p a r t  o f  a n  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  c o v e r a g e  a s  d e f i n e d  i n  A S

2 1 . 5 9 . 9 0 0 .  f o r  i t s  s u b s c r i b e r s  i n  e x c h a n g e  f o r  p e r i o d i c  p r e p a y m e n t s  b y  

t h e  s u b s c r i b e r .
(b) T h i s  c h a p t e r  d o e s  n o t  a p p l y  t o  a p e r s o n  i s s u e d  a  c e r t i f i c a t e  o f  

a u t h o r i t y  u n d e r  A S  2 1 . 0 9 .
<c) N o  p r o v i s i o n  o f  t h i s  t i t l e  m a y  a p p l y  t o  a n  a u t o m o b i l e  s e r v i c e  

c o r p o r a t i o n  u.iless c o n t a i n e d  o r  r e f e r r e d  to i n  t h i s  c h a p t e r .
S e c .  2 1 . 5 9 . 0 2 3 .  I N C O R P O R A T I O N  -  C E R T I F I C A T E  O F  A U T H O R I T Y  R E Q U I R E D .

(a) A p e r s o n  e n g a g e d  i n  o r  p u r p o r t i n g  t o  e n g a g e  i n  t h e  p r o v i s i o n  o f  a n  

a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  s e r v i c e  s h a l l  b e  i n c o r p o r a t e d  u n d e r  t h e  

l a w s  o f  A l a s k a  a s  a n o n p r o f i t  c o r p o r a t i o n  a n d  b e  c u r r e n t l y  a u t h o r i z e d  a s  

a n  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  u n d e r  a c e r t i f i c a t e  o f  a u t h o r i t y  i s s u e d  

b y  t h e  d i r e c t o r  u n d e r  t h i s  c h a p t e r .
(b) B e f o r e  t h e  a r t i c l e s  o f  i n c o r p o r a t i o n  of t h e  p r o p o s e d  c o r p o r a t i o n  

o r  a m e n d m e n t s  t o  e x i s t i n g  a r t i c l e s  o f  i n c o r p o r a t i o n  a r e  f i l e d  w i t h  t h e  

c o m m i s s i o n e r  o f  c o m m e r c e ,  t h e y  s h a l l  b e  s u b m i t t e d  to  t h e  d i r e c t o r ,  a n d  

t h e  c o m m i s s i o n e r  o f  c o m m e r c e  s h a l l  n o t  f i l e  t h e  a r t i c l e s  o r  a m e n d m e n t s  

u n l e s s  t h e  d i r e c t o r ’s  a p p r o v a l  i s  e n d o r s e d  t h e r e o n .  T h e  d i r e c t o r  s h a l l  

a p p r o v e  t h e  a r t i c l e s  o r  a m e n d m e n t s  u n l e s s  h e  f i n d s  t h a t  t h e y  d o  n o t  

c o m p l y  w i t h  l aw .  If n o t  a p p r o v e d ,  t h e  d i r e c t o r  s h a l l  r e t u r n  t h e  p r o p o s e d  

a r t i c l e s  o f  i n c o r p o r a t i o n  t o  t h e  i n c o r p o r a t o r s  o r  a m e n d m e n t s  t o  t h e  

c o r p o r a t i o n ,  t o g e t h e r  w i t h  h i s  w r i t t e n  s t a t e m e n t  o f  p a r t i c u l a r s  o f  t h e  

r e a s o n s  f o r  n o n a p p r o v a l .
S e c .  2 1 . 5 9 . 0 3 0  Q U A L I F I C A T I O N S  F O R  C E R T I F I C A T E  O F  A U T H O R I T Y .  T h e  

d i r e c t o r  m a y  n o t  i s s u e  o r  p e r m i t  to e x i s t  a c e r t i f i c a t e  o f  a u t h o r i t y  to  

b e  o r  a c t  a s  a n  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  t o  a c o r p o r a t i o n  w h i c h  

d o e s  n o t  f u l f i l l  t h e  f o l l o w i n g  q u a l i f i c a t i o n s :

(1) it m u s t  b e  i n c o r p o r a t e d  a s  a n  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n

(2) it m u s t  i n t e n d  to a n d  a c t u a l l y  c o n d u c t  i t s  b u s i n e s s  in g o o d  

f a i t h  a s  a n o n p r o f i t  c o r p o r a t i o n ;

(3) if a  n e w l y  f o r m e d  c o r p o r a t . o n .  it m u s t  p o s s e s s  s u f f i c i e n t  

a 1, a i l a b l e  w o r k i n g  f u n d s  to p a y  a l l  r e a s o n a b l y  a n t i c i p a t e d  c o s t  of  

a c q u i s i t i o n  o f  n e w  b u s i n e s s  a n d  o p e r a t i n g  e x p e n s e s ,  o t h e r  t h a n  l o s s e s ,  

f o r  a p e r i o d  o f  n o t  l e s s  t h a n  s i x  m o n t h s  f o l l o w i n g  t h e  d a t e  of  i s s u a n c e  

o f  t h e  c e r t i f i c a t e  o f  a u t h o r i t y ;

(4) it m u s t  p o s t  w i t h  t h e  d i r e c t o r ,  a  b o n d  in t h e  a m o u n t  o f  

$ 5 0 , 0 0 0 .  i s s u e d  b y  a  c o r p o r a t e  s u r e t y  a u t h o r i z e d  u n d e r  A S  21 t o  a c t  a s  

s u r e t y  a n d  c o n d i t i o n e d  u p o n  t h e  o r g a n i z a t i o n ’s f a i t h f u l  f u l f i l l m e n t  o f  

i t s  c o n t r a c t s ;  a n d .

(5) it m u s t  f u l f i l l  a l l  o t h e r  a p p l i c a b l e  r e q u i r e m e n t s  o f  t h i s

c h a p t e r .

S e c .  2 ’. 5 9 . 0 4 0  C E R T I F I C A T E  O F  A U T H O R I T Y ,  (a) A p p l i c a t i o n  f o r  a 

c e r t i f i c a t e  o f  a u t h o r i t y  t o  t r a n s a c t  b u s i n e s s  a s  a n  a u t o m o b i l e  s e r v i c e  

c o r p o r a t i o n  s h a l l  toe m a d e  t o  t h e  d i r e c t o r ,  o n  f o r m s  a s  p r e p a r e d  a n d  

f u r n i s h a d  b y  t h e  d i r e c t o r  a n d  r e q u i r i n g  t h e  i n f o r m a t i o n  r e l a t i v e  to t h e  

a p p l i c a n t ,  i t s  d i r e c t o r s ,  o f f i c e r s ,  a n d  a f f a i r s  a s  the» d i r e c t o r  m a y



r e a s o n a b l y  r e q u i r e  c o n s i s t e n t  w i t h  t h i s  c h a p t e r .

(b) T h e  a p p l i c a t i o n  s h a l l  b e  a c c o m p a n i e d  b y  t h e  f o l l o w i n g  d o c u m e n t s :

(1) o n e  c o p y  o f  t h e  a p p l i c a n t ’s a r t i c l e s  o f  i n c o r p o r a t i o n  a n d  

a l l  a m e n d m e n t s *  c e r t i f i e d  b y  t h e  c o m m i s s i o n e r  o f  c o m m e r c e ;

(2) o n e  c o p y  o f  t h e  a p p l i c a n t ’s b y l a w s *  c e r t i f i e d  b y  i t s

c o r p o r a t e  s e c r e t a r y ;
(3) o n e  c o p y  o f  e a c h  s u b s c r i b e r s ’ c o n t r a c t  p r o p o s e d  t o  b e

o f  f e r e d :
(4) a f i n a n c i a l  s t a t e m e n t  o f  t h e  a p p l i c a n t  a s  o f  t h e  d a t e  n o t  

m o r e  t h a n  3 0  d a y s  b e f o r e  t h e  f i l i n g  o f  t h e  a p p l i c a t i o n *  s h o w i n g  t h e  

a m o u n t  o f  w o r k i n g  f u n d s  a v a i l a b l e  t o  t h e  a p p l i c a n t *  t h e  s o u r c e  o f  t h e  

f u n d s ,  a n y  p e r t i n e n t  d a t a  r e l a t e d  t h e r e t o ,  a n d  a c c o m p a n i e d  b y  a c o p y  of

t h e  a g r e e m e n t  u n d e r  w h i c h  t h e  f u n d s  w e r e  c o n t r i b u t e d  t o  o r  p r o v i d e d  fo r

t h e  a p p l i c a n t ;
(5) t h e  b o n d  r e q u i r e d  in a s  2 1 . 5 9 . 0 3 0 ( 4 ) ;  a n d .

(5) a c o p y  o f  a n y  o t h e r  r e l e v a n t  d o c u m e n t  r e a s o n a b l y  r e q u e s t e d  

b y  t h e  d i r e c t o r .
S e c .  2 1 . 5 9 . 0 5 0 .  R E S E R V E S ,  (a) E a c h  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  

s h a l l  e s t a b l i s h  a n d  m a i n t a i n  u n i m p a i r e d  r e s e r v e s  a s  f o l l o w s :

(1) a r e s e r v e  in a n  a m o u n t  n o t  l e s B  t h a n  a l l  l e g a l  o b l i g a t i o n s  

o f  t h e  c o r p o r a t i o n ,  o t h e r  t h a n  c l a i m s  o r i g i n a t i n g  u n d e r  s u b s c r i b e r ’s 

c o n t r a c t s ,  d u e  b u t  u n p a i d ;
(2) a  r e s e r v e  e q u a l  t o  n o t  l e s s  t h a n  t h e  a m o u n t  n e c e s s a r y  b y  

r e a s o n a b l e  e s t i m a t e  to p a y  a l l  c l a i m s  i n c u r r e d  u n d e r  s u b s c r i b e r ’s 

c o n t r a c t s  b u t  c u r r e n t l y  u n p a i d ,  a n d  i n c l u d i n g  a  r e a s o n a b l e  a d d i t i o n a l  

a m o u n t  t o  c o v e r  c l a i m s  i n c u r r e d  b u t  n o t  r e p o r t e d  t o  t h e  c o r p o r a t i o n  a t  
t h e  t i m e  o f  d e t e r m i n a t i o n  o f  t h e  c n r p o r a t i o n ’s  f i n a n c i a l  c o n d i t i o n ;  a n d .

(3) a  r e s e r v e  e q u a l  t o  5 0  p e r  c e n t  o f  a l l  3 u m s  c h a r g e d  n n d  

r e c e i v e d  b y  t h e  c o r p o r a t i o n  d u r i n g  t h e  c a l e n d a r  p e r i o d  c o v e r e d  t h e  

f i n a n c i a l  s t a t e m e n t ,  o n  a c c o u n t  u f  i n d e m n i t y  b e n e f i t s  p r o v i d e d  in 

s u b s c r i b e r ’s  c o n t r a c t s  f o r  t e r m s  f o r  w h i c h  p r e m i u m  w a s  l a s t  p a i d  a n d  

u n e x p i r e d  a t  t h e  d a t e  o f  t h e  f i n a n c i a l  s t a t e m e n t .

(b) T h e  r e s e r v e s  r e q u i r e d  u n d e r  (a) o f  t h i s  s e c t i o n  c o n s t i t u t e  a 

l i a b i l i t y  o f  t h e  c o r p o r a t i o n  in a d e t e r m i n a t i o n  o f  i t s  f i n a n c i a l  

c o n d i t i o n .

S e c .  2 1 . 5 9 . 0 6 0 .  R E C O R D S  A N D  A C C O U N T S ,  (a) />n a u t o m o b i l e  s e r v i c e  

c o r p o r a t i o n  s h a l l  e s t a b l i s h  a n d  m a i n t a i n  c o m p l e t e  a n d  a c c u r a t e  r e c o r d s  
a n d  a c c o u n t s  c o v e r i n g  i t s  t r a n s a c t i o n s  a n d  a f f a i r s ,  in a c c o r d a n c e  w i t h  

c o m m o n  a n d  a c c e p t e d  p r i n c i p l e s  a n d  p r a c t i c e s  o f  i n s u r a n c e  a c c o u n t i n g  a n d  

r e c o r d  k e e p i n g  a s  a p p l i e d  t o  t h e  b u s i n e s s  o f  t h e  c o r p o r a t i o n .

(b) T h e  c o r p o r a t i o n  s h a l l  e s t a b l i s h  a s e p a r a t e  r e c o r d  o f  e a c h  c l a i m  

r e c e i v e d  f o r  b e n e f i t s  u n d e r  a s u b s c r i b e r ’s c o n t r a c t ,  w h e t h e r  t h e  c l a i m  is 

f o r  s e r v i c e  o r  f o r  i n d e m n i t y .  T h e  c l a i m  r e c o r d  s h a l l  c o n t a i n  i n f o r m a t i o n  

r e a s o n a b l y  n e c e s s a r y  f o r  t h e  d e t e r m i n a t i o n  o f :

(1) t h e  i d e n t i t y  of t h e  c l a i m a n t :

(2) t h e  n a t u r e  o f  t h e  c l a i m ;

(3) t h e  p r o b a b l e  a m o u n t  to b e  p a i d  b y  t h e  c o r p o r a t i o n  o n  a c c o u n t  

of t h e  c l a i m ;  a n d .

(4) t h e  a m o u n t s  a c t u a l l y  p a i d  b y  t h e  c o r p o r a t i o n  o n  a c c o u n t  o f  

t h e  c l a i m .

S e c .  2 1 . 5 9 . 0 7 0 .  O T H E R  P R O V I S I O N S  A P P L I C A B L E .  In a d d i t i o n  to t h e  

p r o v i s i o n s  c o n t a i n e d  in t h i s  c h a p t e r ,  o t h e r  c h a p t e r s  a n d  p r o v i s i o n s  o f  

t h i B  t i t l e  s h a l l  a p p l y  ti. a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n s ,  t o  t h e  e x t e n t  

a p p l i c a b l e  a n d  n o t  in c o n l  i c t  w i t h  t h e  e x p r e s s  p r o v i s i o n s  o f  t h i s  

c h a p t e r  a n d  t h e  r e a s o n a b l e  i m p l i c a t i o n s  o f  t h e  e x p r e s s  p r o v i s i o n s ,  a n d



f o r  t h e  p u r p o s e s  o f  t h e  a p p l i c a t i o n  t h e  c o r p o r a t i o n s  s h a l l  b e  c o n s i d e r e d
to b e  m u t u a l i n s u r e r s ,  a s  f o l l o w s :

(1) A S  2 1 . 0 3
(2) A S  2 1 . 0 5

(3) A S  2 1 . 0 9 . 0 5 0

< 4) A S  2 1 . 0 9 . 1 0 0 - 2 5 0
(5) A S  2 1 . 1 2
(6) A S  2 1 . 3 6

(7) A S  2 1 . 6 9

(8) A S  2 1 . 7 8

(9) A S  2 1 . 9 0 .

S e c . 2 1 . 5 9 . 9 0 0 .  D E F I N I T I O N S .  In t h i s

(1) " a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n "  m e a n s  a c o r p o r a t i o n  

p r o v i d i n g  a l l  o r  p a r t  o f  o n e  o r  m o r e  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  

s e r v i c e s  f o r  s u b s c r i b e r s  in  e x c h a n g e  f o r  p e r i o d i c  p r e p a y m e n t  in 

i d e n t i f i a b l e  a m o u n t  b y  o r  a s  t o  t h e  s u b s c r i b e r s ;

(2) " s e r v i c e s "  m e a n s  a n y  p r o f e s s i o n a l  s e r v i c e .  t e c h n i c a l  

s e r v i c e *  r e p l a c e m e n t  o f  g o o d s  w h i c h  t h e  c o r p o r a t i o n  m a y  b e c o m e  o b l i g a t e d  

to  p r o v i d e  u p o n  a c o n t i n g e n t  e v e n t  o r  a  c e r t a i n  e v e n t  w h i c h  m a y  o c c u r  a t  

a n  u n c e r t a i n  t i m e  a n d  f o r  w h i c h  a  s p e c i f i e d  s i n g l e  o r  p e r i o d i c  p r e p a y m e n t  

is c h a r g e d  o r  c o l l e c t e d ,  i n c l u d i n g ,  b u t  n o t  l i m i t e d  to

(A) e m e r g e n c y  r o a d  s e r v i c e ;

(B) r e i m b u r s e m e n t  o f  l e g a l  f e e s  f o r  r e p r e s e n t a t i o n  o n  

t r a f f i c  o f f e n s e s ;

(C) p r o v i d i n g  b a i l  b o n d B  f o r  t r a f f i c  o f f e n s e s ;

(D) p r o v i d i n g  m a p s  a n d  t r i p  p l a n n i n g  s e r v i c e s ;  a n d .

IE) a r r a n g e m e n t  o f  d i s c o u n t s ,  r e b a t e s  o r  p r i c e  r e d u c t i o n s  

o n  t r a v e l  r e l a t e d  g o o d s  a n d  s e r v i c e s .

(3) " s u b s c r i b e r s  c o n t r a c t s "  m e a n s  t h e  c o n t r a c t  b e t w e e n  t h e  

a u t o m o b i l e  B e r v i c e  c o r p o r a t i o n  a n d  i t B  s u b s c r i b e r  u n d e r  w h i c h  a l l  o r  a 

p a r t  o f  o n e  o r  m o r e  s e r v i c e s  is t o  b e  r e n d e r e d  t o  o r  o n  b e h a l f  o f  t h e  

s u b s c r i b e r  b y  a n  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  o r  b y  a  p r o v i d e r  t h a t  h a s  

e n t e r e d  i n t o  a s e r v i c e  a g r e e m e n t  w i t h  t h e  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n .
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# S e c .  1. A S  2 1  is  a m e n d e d  b y  a d d i n g  a n e w  c h a p t e r  t o  r e a d :
C H A P T E R  59.

A U T O M O B I L E  S E R V I C E  C O R P O R A T I O N S  

S e c .  2 1 . 5 9 . 0 1 0 .  S C O P E  O F  C H A P T E R ,  (a) T h i s  c h a p t e r  a p p l i e s  t o  e v e r y  

i n d i v i d u a l ,  p e r s o n ,  f i r m ,  c o r p o r a t i o n ,  o r  o r g a n i z a t i o n  o f  a n y  k i n d  

h e r e a f t e r  e n g a g i n g  o r  p u r p o r t i n g  to e n g a g e  i n  t h e  p r o v i s i o n  of a l l  or 

p a r t  o f  a n  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  c o v e r a g e  a s  d e f i n e d  in A S

2 1 . 5 9 . 9 0 0 ,  f o r  i t s  s u b s c r i b e r s  in e x c h a n g e  f o r  p e r i o d i c  p r e p a y m e n t s  b y  

t h e  s u b s c r i b e r .
(b) T h i s  c h a p t e r  d o e s  n o t  a p p l y  t o  a  p e r s o n  i s s u e d  a  c e r t i f i c a t e  of 

a u t h o r i t y  u n d e r  A S  2 1 . 0 9 .

<c) N o  p r o v i s i o n  o f  t h i s  t i t l e  m a y  a p p l y  t o  a n  a u t o m o b i l e  s e r v i c e  

c o r p o r a t i o n  u n l e s s  c o n t a i n e d  o r  r e f e r r e d  t o  in  t h i s  c h a p t e r .

S e c .  2 1 . 5 9 . 0 2 0 .  I N C O R P O R A T I O N  - C E R T I F I C A T E  O F  A U T H O R I T Y  R E Q U I R E D .

(a) A  p e r s o n  e n g a g e d  i n  o r  p u r p o r t i n g  t o  e n g a g e  in t h e  p r o v i s i o n  of a n  
a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  s e r v i c e  s h a l l  b e  i n c o r p o r a t e d  a s  a 

n o n p r o f i t  c o r p o r a t i o n  a n d  b e  c u r r e n t l y  a u t h o r i z e d  a s  a n  a u t o m o b i l e  

s e r v i c e  c o r p o r a t i o n  u n d e r  a c e r t i f i c a t e  o f  a u t h o r i t y  i s s u e d  b y  t h e  

d i r e c t o r  u n d e r  t h i s  c h a p t e r .
(b) If a  p r o p o s e d  c o r p o r a t i o n  is t o  f o r m e d  u n d e r  t h e  l a w s  o f  A l a s k a ,  

t h e  a r t i c l e s  o f  i n c o r p o r a t i o n  o f  t h e  p r o p o s e d  c o r p o r a t i o n  o r  a m e n d m e n t s  

t o  e x i s t i n g  a r t i c l e s  o f  i n c o r p o r a t i o n  a r e  t o  b e  s u b m i t t e d  t o  t h e  d i r e c t o r  

b e f o r e  t h e y  s h a l l  b e  f i l e d  w i t h  t h e  c o m m i s s i o n e r  o f  c o m m e r c e ,  a n d  t h e  

c o m m i s s i o n e r  of c o m m e r c e  s h a l l  n o t  f i l e  t h e  a r t i c l e s  o r  a m e n d m e n t s  u n l e s s  

t h e  d i r e c t o r ’s a p p r o v a l  is e n d o r s e d  t h e r e o n .  T h e  d i r e c t o r  s h a l l  a p p r o v e  

t h e  a r t i c l e s  o r  a m e n d m e n t s  u n l e s s  h e  f i n d s  t h a t  t h e y  d o  n o t  c o m p l y  w i t h  

law. If n o t  a p p r o v e d ,  t h e  d i r e c t o r  s h a l l  r e t u r n  t h e  p r o p o s e d  a r t i c l e s  o f  

i n c o r p o r a t i o n  t o  t h e  i n c o r p o r a t o r s  o r  a m e n d m e n t s  to t h e  c o r p o r a t i o n ,  

t o g e t h e r  w i t h  h i B  w r i t t e n  s t a t e m e n t  o f  p a r t i c u l a r s  o f  t h e  r e a s o n s  f o r  

n o n a p p r o v a l .
S e c .  2 1 . 5 9 . 0 3 0  Q U A L I F I C A T I O N S  F O R  C E R T I F I C A T E  O F  A U T H O R I T Y .  T h e  

d i r e c t o r  m a y  n o t  i s s u e  o r  p e r m i t  to e x i s t  a c e r t i f i c a t e  of a u t h o r i t y  to 

b e  o r  a c t  a s  a n  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  to a  c o r p o r a t i o n  w h i c h  

d o e s  n o t  f u l f i l l  t h e  f o l l o w i n g  q u a l i f i c a t i o n s :

(1) if a  n e w l y  f o r m e d  c o r p o r a t i o n ,  it m u B t  p o s s e s s  s u f f i c i e n t  

a v a i l a b l e  w o r k i n g  f u n d s  t o  p a y  a ll r e a s o n a b l y  a n t i c i p a t e d  c o s t  o f  

a c q u i s i t i o n  o f  n e w  b u s i n e s s  a n d  o p e r a t i n g  e x p e n s e s ,  o t h e r  t h a n  l o s s e s ,  

f o r  a p e r i o d  o f  n o t  I s b s  t h a n  s i x  m o n t h s  f o l l o w i n g  t h e  d a t e  o f  i s s u a n c e  

o f  t h e  c e r t i f i c a t e  o f  a u t h o r i t y ;

(2) it m u s t  p o B t  w i t h  t h e  d i r e c t o r ,  a b o n d  in t h e  a m o u n t  of 

$ 5 0 , 0 0 0 ,  i s s u e d  b y  a  c o r p o r a t e  B u r e t y  a u t h o r i z e d  u n d e r  A S  21 to a c t  a s  

s u r e t y  a n d  c o n d i t i o n e d  u p o n  t h e  o r g a n i z a t i o n ’s  f a i t h f u l  f u l f i l l m e n t  o f  

i t s  c o n t r a c t s ;  a n d .

(3) it m u s t  f u l f i l l  all o t h e r  a p p l i c a b l e  r e q u i r e m e n t s  o f  t h i s

c h a p t e r .

S e c .  2 1 . 5 9 . 0 4 0  C E R T I F I C A T E  O F  A U T H O R I T Y ,  (a) A p p l i c a t i o n  f o r  a 

c e r t i f i c a t e  o f  a u t h o r i t y  t o  t r a n s a c t  b u s i n e s s  a s  a n  a u t o m o b i l e  B e r v i c e  

c o r p o r a t i o n  s h a l l  b e  m a d e  to t h e  d i r e c t o r ,  o n  f o r m s  a B  p r e p a r e d  a n d  

f u r n i s h e d  b y  t h e  d i r e c t o r  a n d  r e q u i r i n g  t h e  i n f o r m a t i o n  r e l a t i v e  to t h B  

a p p l i c a n t ,  i t s  d i r e c t o r s ,  o f f i c e r s ,  a n d  a f f a i r s  a s  t h e  d i r e c t o r  m a y  

r e a s o n a b l y  r e q u i r e  c o n s i s t e n t  w i t h  t h i s  c h a p t e r .
(b) T h e  a p p l i c a t i o n  s h a l l  b e  a c c o m p a n i e d  b y  t h e  f o l l o w i n g  d o c u m e n t s :



(1) o n e  c o p y  o f  t h e  a p p l i c a n t ’s a r t i c l e s  o f  i n c o r p o r a t i o n  a n d  

a l l  a m e n d m e n t s *  c e r t i f i e d  b y  t h e  a p p r o p r i a t e  o f f i c i a l  o f  t h e  s t a t e  of 

i n c o r p o r a t i o n ;
(2) o n e  c o p y  o f  t h e  a p p l i c a n t ’s b y l a w s ,  c e r t i f i e d  b y  i t s  

c o r p o r a t e  s e c r e t a r y ;
(3) o n e  c o p y  o f  e a c h  s u b s c r i b e r s "  c o n t r a c t  p r o p o s e d  t o  b e

o f f e r e d ;
(4) a n  a u d i t e d  f i n a n c i a l  s t a t e m e n t  o f  t h e  a p p l i c a n t  f o r  t h e  m o s t  

r e c e n t  f i s c a l  y e a r ;  or. a f i n a n c i a l  s t a t e m e n t  o f  t h e  a p p l i c a n t  a s  o f  t h e  

d a t e  n o t  m o r e  t h a n  3 0  d a y s  b e f o r e  t h e  f i l i n g  o f  t h e  a p p l i c a t i o n ,  s h o w i n g  

t h e  a m o u n t  o f  w o r k i n g  f u n d s  a v a i l a b l e  t o  t h e  a p p l i c a n t ,  t h e  s o u r c e  o f  t h e  

f u n d s ,  a n y  p e r t i n e n t  d a t a  r e l a t e d  t h e r e t o ,  a n d  a c c o m p a n i e d  b y  a c o p y  of 

t h e  a g r e e m e n t  u n d e r  w h i c h  t h e  f u n d s  w e r e  c o n t r i b u t e d  to o r  p r o v i d e d  f o r  

t h e  a p p l i c a n t ;
(5) t h e  b o n d  r e q u i r e d  in a s  2 1 . 5 9 . 0 3 0 ( 2 ) 5  a n d ,

(6) a  c o p y  o f  a n y  o t h e r  r e l e v a n t  d o c u m e n t  r e a s o n a b l y  r e q u e s t e d  

b y  t h e  d i r e c t o r .
S e c .  2 1 . 5 9 . 0 5 0 .  R E S E R V E S ,  (a) E a c h  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  

shell 1 e s t a b l i s h  a n d  m a i n t a i n  u n i m p a i r e d  r e s e r v e s  a s  f o l l o w s :

(1) a  r e s e r v e  in a n  a m o u n t  n o t  l e s s  t h a n  a l l  l e g a l  o b l i g a t i o n s  

o f  t h e  c o r p o r a t i o n ,  o t h e r  t h a n  c l a i m s  o r i g i n a t i n g  u n d e r  s u b s c r i b e r ’s 

c o n t r a c t s ,  d u e  b u t  u n p a i d :
(2) a  r e s e r v e  e q u a l  t o  n o t  l e s s  t h a n  t h e  a m o u n t  n e c e s s a r y  b y  

r e a s o n a b l e  e s t i m a t e  to p a y  a l l  c l a i m s  i n c u r r e d  u n d e r  s u b s c r i b e r ’s 

c o n t r a c t s  b u t  c u r r e n t l y  u n p a i d ,  a n d  i n c l u d i n g  a r e a s o n a b l e  a d d i t i o n a l  

a m o u n t  t o  c o v e r  c l a i m s  i n c u r r e d  b u t  n o t  r e p o r t e d  to  t h e  c o r p o r a t i o n  a t  

t h e  t i m e  o f  d e t e r m i n a t i o n  o f  t h e  c o r p o r a t i o n ’s f i n a n c i a l  c o n d i t i o n ;  a n d .
(3) a  r e s e r v e  e q u a l  to 5 0  p e r  c e n t  o f  a l l  s u m s  c h a r g e d  a n d  

r e c e i v e d  b y  t h e  c o r p o r a t i o n  d u r i n g  t h e  c a l e n d a r  p e r i o d  c o v e r e d  b y  t h e  

f i n a n c i a l  s t a t e m e n t ,  o n  a c c o u n t  o f  i n d e m n i t y  b e n e f i t s  p r o v i d e d  in 

s u b s c r i b e r ' s  c o n t r a c t s  f o r  t e r m s  f o r  w h i c h  p r e m i u m  w a s  l a s t  p a i d  a n d  

u n e x p i r e d  a t  t h e  d a t e  o f  t h e  f i n a n c i a l  s t a t e m e n t .

(b) T h e  r e s e r v e s  r e q u i r e d  u n d e r  (a) o f  t h i s  s e c t i o n  c o n s t i t u t e  a 

l i a b i l i t y  o f  t h e  c o r p o r a t i o n  in a d e t e r m i n a t i o n  o f  i t s  f i n a n c i a l  

c o n d i  t i o n .
(c) T h e  r e q u i r e m e n t s  of (a) a n d  (b) o f  t h i s  s e c t i o n  d o  n o t  a p p l y  if 

t h e  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  s h a l l  in l i e u  o f  t h e  b o n d  r e q u i r e d  in 

A S  2 1 . 5 9 . 0 3 0 ( 2 ) ,  f i l e  a b o n d  u n d e r  t h a t  s e c t i o n  in t h e  a m o u n t  o f  $ 2 0 0 , 0 0 0 .

S e c .  2 1 . 5 9 . 0 5 0 .  R E C O R D S  A N D  A C C O U N T S .  A n  a u t o m o b i l e  s e r v i c e  

c o r p o r a t i o n  B h a l l  e s t a b l i s h  a n d  m a i n t a i n  c o m p l e t e  a n d  a c c u r a t e  r e c o r d s  

a n d  a c c o u n t s  c o v e r i n g  i t s  t r a n s a c t i o n s  a n d  a f f a i r s ,  in a c c o r d a n c e  w i t h  

g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  a s  a p p l i e d  t o  t h e  b u s i n e s s  of 

t h e  c o r p o r a t i o n .
S e c .  2 1 . 5 9 . 0 7 0 .  O T H E R  P R O V I S I O N S  A P P L I C A B L E .  In a d d i t i o n  to L he 

p r o v i s i o n s  c o n t a i n e d  in t h i s  c h a p t e r ,  o t h e r  c h a p t e r s  a n d  p r o v i s i o n s  of  
t h i s  t i t l e  s h a l l  a p p l y  t o  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n s ,  t o  t h e  e x t e n t  

a p p l i c a b l e  a n d  n o t  in  c o n f l i c t  w i t h  t h e  e x p r e s s  p r o v i s i o n s  o f  t h i s  

c h a p t e r  a n d  t h e  r e a s o n a b l e  i m p l i c a t i o n s  o f  t h e  e x p r e s s  p r o v i s i o n s ,  a n d  

f o r  t h e  p u r p o s e s  o f  t h e  a p p l i c a t i o n  t h e  c o r p o r a t i o n s  s h a l l  b e  c o n s i d e r e d  

to  b e  m u t u a l  i n s u r e r s ,  a s  f o l l o w s :

(1) A S  2 1 . 0 3

(2) A S  2 1 . 0 5

(3) A S  2 1 . 0 9 . 0 5 0

(4) A S  2 1 . 0 9 . 1 0 0 - 2 6 0
(5) A S  2 1 . 1 2



(B) A S  2 1 . 3 6

(7) A S  2 1 . 6 9

(8) A S  2 1 . 7 8
(9) A S  2 1 . 9 0 .

S e c . 2 1 . 5 9 . 9 0 0 .  D E F I N I T I O N S .  In t h i s  c h a p t e r

(1) " a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n "  m e a n s  a c o r p o r a t i o n  
p r o v i d i n g  a l l  o r  p a r t  o f  o n e  o r  m o r e  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  

s e r v i c e s  f o r  s u b s c r i b e r s  i n  e x c h a n g e  f o r  p e r i o d i c  p r e p a y m e n t  in 

i d e n t i f i a b l e  a m o u n t  b y  o r  a s  t o  t h e  s u b s c r i b e r s ;

(2) " a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  s e r v i c e s "  m e a n s  a n y  

p r o f e s s i o n a l  s e r v i c e ,  t e c h n i c a l  s e r v i c e ,  r e p l a c e m e n t  o f  g o o d s  w h i c h  t h e  

c o r p o r a t i o n  m a y  b e c o m e  o b l i g a t e d  t o  p r o v i d e  u p o n  a  c o n t i n g e n t  e v e n t  o r  a 

c e r t a i n  e v e n t  w h i c h  m a y  o c c u r  a t  a n  u n c e r t a i n  t i m e  a n d  f o r  w h i c h  a 

s p e c i f i e d  s i n g l e  o r  p e r i o d i c  p r e p a y m e n t  i s  c h a r g e d  o r  c o l l e c t e d ,  

i n c l u d i n g ,  b u t  n o t  l i m i t e d  to
(A) e m e r g e n c y  r o a d  s e r v i c e ;

(B) r e i m b u r s e m e n t  o f  l e g a l  f e e s  f o r  r e p r e s e n t a t i o n  o n  

t r a f f i c  o f f e n s e s ;  a n d ,
(C) p r o v i d i n g  b a i l  b o n d s  f o r  t r a f f i c  o f f e n s e s .

A n  a u t o m o b i l e  3 e r v i c e  c o r p o r a t i o n  m a y  p r o v i d e  o t h e r  s e r v i c e s  o r  b e n e f i t s  

w K i c h  d o  n o t  f a l l  w i t h i n  t h e  d e f i n i t i o n  o f  a n  a u t o m o b i l e  s e r v i c e  
v p o r a t i o n  s o r v i c e s .

(3) '’s u b s c r i b e r ’s c o n t r a c t "  m e a n s  t h e  c o n t r a c t  b e t w e e n  t h e  

a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  a n d  i t s  s u b s c r i b e r  u n d e r  w h i c h  a l l  o r  a 

p a r t  o f  o n e  o r  m o r e  s e r v i c e s  i s  t o  b e  r e n d e r e d  to  o r  o n  b e h a l f  o f  t h e  

s u b s c r i b e r  oy a n  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n  o r  b y  a p r o v i d e r  t h a t  h a s  

e n t e r e d  i n t o  a s e r v i c e  a g r e e m e n t  w i t h  t h e  a u t o m o b i l e  s e r v i c e  c o r p o r a t i o n .



HB 704 PR OPOSED COMMI TT EE  SU BS TI TU TE  AUTO CLUBS 4/3/94

#Sec. 1. AS 21 is amended by ad ding a new chapter to read:

C HA PTE R 53.

A UT OMO BI LE  CL UBS

Sec. 21.59.010. SCOPE OF CHAPTER, (a) This  chapter a p pli es  to every 

individual, person, firm, corporation, or or gan ization of any kind 

hereafter en gaging or purp or ti ng  to e ng ag e in the p rov isi on  of all or 

part of an a uto mobile club  serv ic e as defined in AS 21.59.900. for itB 

subsc ri ber s in exchange for periodic p rep ay me nt s by the subscriber.
(b) This chapter does not apply to a perso n issued a c er ti fi ca t e of 

authority under AS 21.09.

(c) No provision of this title may apply to an a u t o mobile cl u b  unleBB 
contained or referred to in this chapter.

Sec. 21.59.020. INCORPORATION - CE R TI F IC AT E  OIF AU TH O RI T Y REQUIRED.

(a) A person engaged in or purp or ti ng  to e ng ag e in the provi si on  of an 

automobile club service shall be incorporated as a nonpr of it  corpo ra ti on  

and be c ur re nt ly  au th or ize d as an a u tom ob il e club under a c er tif ic at e of 

authority issued by the director under this chapter.

(b) If a p ro posed c or po rat io n is to formed under the laws of Alr.aka. 

the articles of incorporation of the p ro posed corpo ra ti on or a me ndments 

to existing art ic le s of incorporation are to be s ubmitted to the director 
before they shall be filed uith the c o mm is si on er  of commerce, and the 

commissioner of commerce Bhall not file the articles or am en dm en ts  unless 

the d i r e c t o r’s approval is e nd orsed thereon. The di rector shall approve 

the articles or am en dments u nle ss he finds that they do not c omp ly  uith 

law. If not approved, the director shall return the proposed a rt icles of 

incorporation to the incorporators or a me n dm ent s to the corporation, 

together uith his uritten s tatement of p art ic ul ar s of the reasons for 

n o n a p p r o v a l .

' Sec. 21.5 9. 030  Q UAL IF IC AT IO NS  FOR CE RTI FI CA T E OF AUTHORITY. The 

director may not issue or permit to exiBt a c ert if ic at e of auth or it y to 

be or act b b  an au to mobile club to a corpo ra ti on  uhich does  not fulfill 

the follouing qualifications:

(1) if a neuly formed corporation, it must p os ses s sufficient 

available uorking funds to pay all reasonably anticip at ed  cost of 

a cquisition of new business and operating expenses, other than losseB. 

for a period of not less than six monthB follouing the dat e of issuance 

of the c er ti fi ca t e of authority;

(2) it must post uith the director, a bond in the amount of 

$50,000. issued by a corporate surety au th orized under AS 21 to act as 

surety and condit io ned  upon the o r g a n i z a t i o n’s faithful fulfillment of 

its contracts; and.

(3) it must fulfill all other ap pl ic ab le  requirements of this

chapter.
Sec. 21.5 9.0 40  CE RTIFICATE OF AUTHORITY, (a) Appli ca ti on  for a 

certificate of authority to transact busin es s as an aut om obi le  club shall 

be made to the director, on forms as prepared and furnished by the 

director and requiring the information relative to the applicant. itB 

directors, officers, and affairs as the di rector may reasonably require 
consistent uith this chapter.

(b) The application shall be accompanied by the follouing documents:

(1) one copy of the a p p l i c a n t’s a rt icles of incorporation and 

all amendments, certified by the approp ri at e official of the state of



incorporation;
(2) one copy of the applicant's bylaus. c ertified by its 

c orporate secretary;

(3) one copy of each s u b s c r i b e r s’ contract proposed to be

offered;

(A) an audited financial statement of the applicant for the most 

recent fiscal year; or, a financial statement of the applicant as of the 

date not more than 30 day s before the filing of the application, shouing 

the amount of working funds available to the applicant, the source of the 

funds, any pertinent data related thereto, and a ccompanied by a copy of 

the agreement under which the funds were contri bu te d to or provided for 
the applicant;

(5) the bond required in as 21.59.030(2); and.

(6) a copy of any other relevant document reasonably requested 

by the director.

Sec. 21.59.050. RESERVES, (a) Each a ut omobile club shall estab li sh  

and maintain unimpaired reserves as follows:

(1) a reserve in an amount not less than all legal oblig at io ns

of the corporation, other than claims originating under s u b s c r i b e r’s 
contracts, due but unpaid;

(2) a reserve equal to not less than the amount necessary by 

reasonable e st imate to pay all claims incurred under s u b s c r i b e r’s 

contr ac ts but currently unpaid, and including a reasonable additional 

amount to cover claims incurred but not reported to the corporation at 

the time of determin at io n of the c o r p o r a t i o n’s financial condition; and,

(3) a reserve equal to 50 per cent of all sums charged and

received by the corporation during the calendar period covered by the 

financial statement, on account of indemnity benefits provided in 

s u b s c r i b e r’s contracts for terms for which premium uaB last paid and 

u nexpired at the date of the financial statement.

(b) The reserves required under (a) of this Bection constitute a 

liability of the c orporation in a d et ermination of its financial 

condi tion.

(c) The requirements of (a) and (b) of this section do not apply if 

the a ut omobile club shall in lieu of the bond required in AS 

21.59.030(2), file a bond under that Bection in the amount oil $250,000.

Sec. 21.59.050. RECORDS AND ACCOUNTS. An automobile servi.ce 

corpo ra tio n shall e stablish and maintain complete and accurate recordB 

and accounts co vering its transactions and affairs, in accordance with 

gener al ly accepted accounting principles as applied to the business of 
the corporation.

Sec. 21.59.070. OTHER PROVISIONS APPLICABLE. In addition to the 

pr ov isions contained in this chapter, other ch apters and provisions of 

this title Bhall apply to automobile club, to the extent applicable and 

not in co nflict uith the express provisions of this chapter and the 

reasonable implications of the express provisions, and for the purposes 

of the appli ca ti on  the corporations shail be considered to be stock 
insurers, as follows:

(1) AS 21.03

(2) AS 21.06

(3) AS 21.09.050

(A) AS 21.09.100

(5) AS 21.09.120-210

(6) AS 21.12



(7) AS 21.36

(8) AS 21.69
(9) AS 21.78

(10) AS 21.90.

Sec .21.59.900. DEFINITIONS. In this chapter

(1) "automobile club" means a corpora ti on  pr oviding all or part

of one or more aut om ob il e club se rv i ce s for s ub sc ri be rs  in exchange for

periodic pr epayment in identifiable amount by or as to the subscribers;

(2) "automobile club services" means any professional service, 

technical service, replacement of goods uhich the corpora ti on  may become 

obligated to prov id e upon a con ti ng en t event or a cer ta in  event which may 

occur at an u n ce rt ai n time and for which a specified single or periodic 

prepayment xs c ha rge d or collected, including, but not limited to
(A) emer ge nc y road service;

(B) reimbursement of legal fees for representation on 

traffic offenses; and.

(C) p roviding bail bonds for traffic offenses.

An a ut omobile club maj' provide other services or b en efits which do not 

fall within the d ef inition of au to mo bil e club services.

(3) " su bscriber's contract" means the contract between the 

au to mobile clu b and its su bs criber under which all or a part of one or 

more services is to be rendered to or on behalf of the subscriber by an 

automobile club or by a provider that has entered into r service 

agreement with the a ut omobile club.



SECTION BY SECTION ANALYSIS OF CSHB 704(L&C). 4/3/84.

This proposal is intended to permit auto clubs to form and operate in 

Alaska. Since auto clubs do provide very limited forms of insurance, they 

are currently required to form as an insurer under Title 21. This is 

effect iv el y a barrier since those requirements are aimed at a different 

kind oil entity. The division recognizes that the requirements for an auto

club do not need to be s b  s tringent as for a normal insurer and support

the concept encomp as se d in HB 704. HB 704. houever presented a dileana 

that we have  attem pt ed  to resolve with a suggested substitute. HB 704 

provided the di rector with du ties to do certain things, yet the statute 

giving him the a uthority to do those things is made not effective. While 

this may be a minor consideration, there are other things in the
insurance c ode that should be made applicable, hence the redraft. We have

used the s ta tu te  allowing hospital or medical service corp or at io ns  as a 

guide in s tr u ct ur in g this substitute.

Sec. 21.59.010.

This section requires that an auto club is subject to the provisions of 

the new chapter. It excludes insurers with a ce rtificate of authority 

issued under AS 21.09. It also provides that only provisions referred to 

or contained in AS 21.59 apply to an auto club.

Sec. 21.59.020.

This section requires that the auto club be a nonprofit corporation and 

hold a certi fi ca te  of authority issued by the director. It also 

e stablishes some procedural requirements about order of filing certain 

documents if the auto club is a domestic.

Sec.- 21.59.030.

This section establ is hes  crvalifications for a ce rtificate of authority. 

The auto club must be financially sound and it must post a bond assuring 
that it will meet its contractual obligations.

Sec. 21.59<040.

This section lists the documents needed to obtain a certif ica te  of 

authority. (4) provides an option of two ways to provide some e vi dence of 

financial soundness. The rest is almost boilerplate requirements for 
issuance of a certificate of authority.

Sec. 21.59.050.

Subsec ti on s (a) and (b) provide the reserves needed if the bond filed 

under Sec. 21.59.030(2) i© for $50,000. Subsection (c) makes no special 

reserve requirements if the bond filed under Sec. 21.59.030(2) is for 

$250,000. Since the amounts for uhich the auto club will bo at risk a.e 

very low for each subscriber, the bond is a good substitute.



Sec. 21.5S.060.

Thi s s ection requires that records be kept on a g en er al ly  ac cepted 

a cco unting pr in ci pl es  basis rather than that usual to an insurer, a 

statu to ry  basis.

Sec. 21.59.070.

Since this is an exclu si ve  statute, one to which p ro visions o utside of 

the c hapter do not apply, this s ection is needed to bring other 

approp ri ate  se ct i on s  of the insurance code to bear on auto club3.

AS 21.03. Thi s chapter dea ls  with the scope of the insurance code.

AS 21.06. This chapter es ta bli sh es  the a uthority and po wers of the

director of insurance.

AS 21.09.050. This section bars misleading or d upl ic at io n of insurer 

names.

AS 21.09. .,00. ThiB section deals with management and a ffi li at io ns  of 
insurers.

AS 21.09 120-170. These sections deal uith the c er t if ic at e of 

authority. Issuance, refusal to issue, ounership. continuance, 

expiration, reinstatement, ammendment. revocation, suspension, and 

duration of su spe ns io n of a certifi ca te  of authority.

AS 21.09.180-190. These sections deal with service of process.
AS 21.09.200. This section deals uith at annual statement.

AS 21.09.210. This section deals uith taxation.

AS 21.12. This chapter defines the kinds of insurance.

AS 21.36. This chapter deals uith unfair trad'3 prac ti ce s and frauds.

AS 21.69. This chapter deals uith organization and c orporate

p rocedure for domestic corporations.

AS 21.78. This chapter deals uith rehabilitation and liquidation of 
impaired or insolvent insurers.

AS 21.90. This chapter c on tains the general penalty s ection and 
general d ef in iti on s for the insurance code.

Sec 21.59.900. 

Definition section.
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A P R IL  4 , 1984 :

T O : JOHN

FROM: KEN

RE : HB 704 "RELATING  TO AUTOMOBILE CLUBS"

THE INTENT  OF HB 704 IS TO AMEND ALASKA STATUTES TO PER­

M IT  T H E .T R IP L E  A AUTOMOBILE CLUB TO INCORPORATE IN ALASKA 

AS A NON-PROFIT CORPORATION . BECAUSE SEVERAL OF THE ;

S.ERVICES OFFERED BY TR IPLE A WOULD FALL UNDER THE  D E F IN I­

T ION  OF INSURANCE , THE D IV IS ION  OF INSURANCE FELT A NUM­

BER OF CHANCES WERE NECESSARY TO PREVENT PROBLEMS IN THE 

STATUTES FOR BOTH THE D IV IS ION  AND FOR TR IPLE A .

IT  IS MY UNDERSTAND ING  THAT  DURING  THE PAST TWO REP­

RESENTAT IVES OF TR IPLE  A AND THE D IV IS ION OF INSURANCE 

HAVE WORKED TO DEVELOP A COMPROMISE PIECE OF LEG ISLATION 

WHICH ACCOMMODATES TR IPLE  A'S REQUEST FOR INCORPORATION 

AND SOLVES STATUTE PROBLEMS C ITED  BY THE D IV IS IO N . A 

BR IEF ING  PAPER HAS BEEN SUPPLIED BY TRIPLE A'S REPRESENTA­

T IVES  WHICH DETA ILS  SOME OF THE STATUTORY PROBLEMS. THE 

RESULT ING  DRAFT LEG ISLATION IS IN ALL  MEMBERS PACKETS . A 

SECT IONAL ANALYS IS  IS ATTACHED TO THE BACK .



Q U E S T I O N S

1. WHY HAS THE TR IPLE  A AUTO CLUB NOT SOUGHT TO ORGA­

NIZE IN ALASKA BEFORE ?

2 . WHY HAS TH IS  B ILL  BEEN EXPANDED SO MUCH FROM THE 

O R IG INAL  VERSION ?


