


H o u s e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e

M a r c h  2, 1 9 8 4

F O R  I M M E D I A T E  R E L E A S E  

C O N T A C T :  R E P .  J O H N  C O W D E R Y  

4 6 5 - 4 9 0 5

H O U S E  L A B O R  A N D  C O M M E R C E  C O M M I T T E E  A M E N D M E N T  K E E P S  

S U S I T N A  E Q U I T Y  C L A U S E  I N T A C T

J U N E A U  - T h e  H o u s e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e  on 

F r i d a y  a p p r o v e d  H o u s e  B i l l  58 9 ,  b u t  a d d e d  an a m e n d m e n t  t o  t h e  

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

t h e  W a t a n a  D a m  p h a s e  o f  t h e  S u s i t n a  H y d r o e l e c t r i c  P r o j e c t .

H B  58 9 ,  a u t h o r e d  b y  t h e  S h e f f i e l d  a d m i n i s t r a t i o n ,  

p r o p o s e d  to r e p e a l  t h e  s o - c a l l e d  " s u s i t n a  e q u i t y  c l a u s e "  as 

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

p r o j e c t s  u n d e r  t h e  d i r e c t i o n  o f  t h e  A l a s k a  P o w e r  A u t h o r i t y .

Re p .  J o h n  C o w d e r y ,  R - A n c h o r a g e ,  c h a i r m a n  o f  t h e  

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

e q u i t y  c use u n t i l  c o n s t r u c t i o n  o f  t h e  W a t a n a  D a m  is e n s u r e d  

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

" T h i s  is a m e s s a g e  t o  t h e  a d m i n i s t r a t i o n  t h a t  S u s i t n a  

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

t o  s a l v a g e  t h e  f o u r  d a m  p o o l "  s a i d  C o w d e r y .  T h e  

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

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

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

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

A l a s k a  a r e  r e s o l v e d " .



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

a p p r o p r i a t i n g  35 m i l l i o n  d o l l a r s  t o  h e l p  s t a b i l i z e  p o w e r  

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

g o  t o  t h e  R e s o u r c e s  C o m m i t t e e  w h e r e  f u r t h e r  w o r k  w i l l  b e  d o n e  

o n  t h e  s t a t e s  e n e r g y  p r o g r a m  a n d  t h e  p r o p o s e d  m a j o r  p r o j e c t s  

fund.



MARCH 2, 1984

TO: JOHN

FROM: KEN 

RE: HB 589

POINTS OF DEBATE FAVORING AMENDMENT TO HB 589

THE KEY WORD IN WENDTE'S OPPOSITION DEBATE WILL BE "IF", 

THERE ARE TOO MANY "IF'S" OR VARIABLES STILL TO BE 

RESOLVED BEFORE SUSITNA SUPPORTERS WILL ALLOW THE EQUITY 

CLAUSE TO BE REPEALED,

1, IF POWER SALES AGREEMENTS ARE SIGNED,

2, IF PETERSBURG DOES NOT SIGN THE AGREEMENT SOON, ALTER­

NATIVE POWER SALES CONTRACTS WILL HAVE TO BE DRAWN UP 

AND THERE IS NO ASSURANCE THE FOUR OTHER COMMUNITIES 

INVOLVED IN THE NEGOTIATIONS WILL AGREE TO THE JEW TERMS 

BECAUSE:

A. THE ENTRY RATE INTO THE INITIAL PROJECT FOR THE 

FOUR COMMUNITIES WILL BE HIGHER,

B, THE WHOLESALE POWER RATE MIGHT ALSO BE HIGHER 

BECAUSE OF LESS UTILIZATION AT LAKE TYEE,



3. IE THE LEGISLATURE APPROVES A MAJOR PROJECTS FUND 

WHICH PRIORITIZES WATANA CONSTRUCTION, IF THE LEGISLA­

TURE APPROVES THE COMMITTEE SUBSTITUTE FOR HB 589, IE THE 

LEGISLATURE PASSES HB 68H APPROPRIATING FUNDS FOR RATE 

STABILIZATION. .!£ ALL THESE PIECES OF LEGISLATION ARE 

PACKAGED AND APPROVED IT WILL SOLIDIFY ALASKA'S COMMIT­

MENT TO A COMPREHENSIVE STATEWIDE ENERGY PROGRAM.

4. IE THESE STEPS ARE TAKEN I WOULD PROJECT THE "BONDING 

APPEAL" FOR ALASKA'S HYDROELECTRIC PROJECTS WILL ESCALATE 

AND THERE WILL BE NO DEFAULT ON ANY OF THE SHORT DEBTS 

NOW FACING THE STATE,

AS CHAIRMAN, IT IS MY INTENTION TO PASS FROM THE LABOR 

AND COMMERCE COMMITTEE TO THE NEXT COMMITTEE OF REFER­

RAL, THE COMMITTEE SUBSTITUTE FOR HB 589 ALONG WITH HB 684 

APPROVING A 35 MILLION DOLLAR APPROPRIATION FOR RATE 

STABILIZATION.
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H O U S E  L A B O R  A N D  C O M M E R C E  C O M M I T T E E  A M E N D M E N T  K E E P S  

S U S I T N A  E Q U I T Y  C L A U S E  I N T A C T

J U N E A U  - T h e  H o u s e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e  on 

F r i d a y  a p p r o v e d  H o u s e  B i l l  589, b u t  a d d e d  a n  a m e n d m e n t  t o  t h e  

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

t h e  W a t a n a  D a m  p h a s e  o f  t h e  S u s i t n a  H y d r o e l e c t r i c  P r o j e c t .

H B  589, a u t h o r e d  b y  t h e  S h e f f i e l d  a d m i n i s t r a t i o n ,  

p r o p o s e d  to r e p e a l  t h e  s o - c a l l e d  " s u s i t n a  e q u i t y  c l a u s e "  as 

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

p r o j e c t s  u n d e r  t h e  d i r e c t i o n  o f  t h e  A l a s k a  P o w e r  A u t h o r i t y .

Rep. J o h n  C o w d e r y ,  R - A n c h o r a g e ,  c h a i r m a n  o f  t h e  

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

e q u i t y  c l a u s e  u n t i l  c o n s t r u c t i o n  o f  t h e  W a t a n a  D a m  is e n s u r e d  

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

" T h i s  is a m e s s a g e  to t h e  a d m i n i s t r a t i o n  t h a t  S u s i t n a  

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

t o  s a l v a g e  t h e  f o u r  d a m  p o o l "  s a i d  C o w d e r y .  T h e  

r e p r e s e n t a t i v e  f r o m  s o u t h  A n c h o r a g e  n o t e d  'this is o n l y  t h e  

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

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

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

A l a s k a  a r e  r e s o l v e d " .



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

a p p r o p r i a t i n g  35 m i l l i o n  d o l l a r s  t o  h e l p  s t a b i l i z e  p o w e r  

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

g o  t o  t h e  R e s o u r c e s  C o m m i t t e e  w h e r e  f u r t h e r  w o r k  w i l l  b e  d o n e  

o n  t h e  s t a t e s  e n e r g y  p r o g r a m  a n d  t h e  p r o p o s e d  m a j o r  p r o j e c t s  

f u n d .
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"An act- re la t in q  to t i n  Alaska PowerHB 589:
Author ity ;  and prov id ing for  an e f fect ive  date."

My name is  George Matz. I am Special Assistant to Commissioner Richard A.. 
Lyon fo r  the Department of Commerce and Ei aomic Development. I am repre­
senting Commissioner Lyon who regrets that he is  not able to attend th is  
hearing because of previous commitments in Washington, D.C.

There are four points that I want to make in my testimony:

o F i r s t ,  HB 589 is essent ia l to the power sales agreements and the long­
term f inancing of  the "Four Dam Pool."

Second, the, long-term f inancing of the "Four Dam Pool" is  essentia l to 
the Energy Program fo r  Alaska.

Th ird ,  the power sales agreements now being negotiated by the Alaska 
Power Authority (APA) should be Cinancable.

Fourth, the Department of Commerce and Economic Development supports 
the terms and condit ions of the power sales agreements being negot i­
ated by the APA.

• • I •A )
*‘life.* {
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To elaborate on these po in ts ,  the Energy Program fo r  Alaska was conceived 
by the Leg is lature in 1981 when i t  enacted Chapter 118, SLA 1981 (SB 25). 
After near ly three years of gestat ion ,  we are about to witness i t s  b i r th  as 
an operating power supply system. However, nearly $200 m i l l i o n  of in ter im 
f inanc ing  must f i r s t  be converted tc long-term f inanc ing .  How the f in an­
cing occurs w i l l  determine the long-term health of the Energy Program fo r  
Alaska.

■vjt.

I f  revenue bonds are used for  long-term f inanc ing ,  the Energy Program fo r  
Alaska w i l l  have overcome some prenatal i l l n e s s  and can look forward to a 
healthy l i f e  with ever more a ttract ive  power rates . A lso , these i n i t i a l  
projects can expect to be the parents of a fam ily  of power pro jects that 
serve the e lec t r ic a l  needs of Alaska, 
nostic s k i l l s ,  we w i l l  prevent a recurrence 
experienced.

I f  long-term f inanc ing is  based on add it iona l  State appropr ia t ions ,  the 
Energy Program for Alaska w i l l  draw nourishment from other State needs. 
A lso ,  the program w i l l  not have demonstrated the a b i l i t y  to ex is t  without 
1C0% f in anc ia l  support from the State. This is  not a good precedent fo r  
propagating add it iona l  power projects .

Hopefu l ly ,  with our improved diag- 
ence of the problems previously

I A' ?
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the State would defau lt  on repayments o f  the in ter im f inanc ing .

          . . . . . . . . . .

I f  the Energy Program fo r  Alaska has ne ither revenue bond f inanc ing  nor 
State appropr ia t ion ,  i t  w i l l  be s t i l l b o r n .  In f in anc ia l  terms that means

As we approach the term of th is  gestat ion ,  we know that some assistance is
-term f inanc ing .  Our bond counsel andneeded.to assure completion of long 

underwriters warned us of some statutory problems that 
sa le of revenue bonds. A lso , the respective communi 
stated that the i r  p a r t ic ipa t ion  is  contingent on certai

U U l U U N U  L U U I I b L  I CHIU
l a t  could impede the 
i t i e s  and u t i l i t i e s  have



As a resu lt  o f th is  advice, the Governor has introduced HB 589 which includes 
the statutory changes required to meet the demands of both the bond buyer 
and the wholesale power buyer. The Administration considers each section 
o f  th is  b i l l  tc be essent ia l .

The h igh l i g h ts  of HB 589 are as fo l lows :

1. Section 1 repeals the ex is t in g  statutory requirement that industr ia  
r e t a i l  power rates can be no less than r e t a i l  power rates to residen­
t i a l  customers. This allows u t i l i t i e s  to o f f e r ,  i f  they w ish ,  lower 
rates to large volume customers.

2. Section 1 and 2 al lows the four projects that are part o f  the "Four 
Dam Pool" (Solomon Gulch, Swan Lake, Lake Tyee and Terror Lake) to be 
considered as one pro ject .  The s ign i f icance of th is  is  that the debt
service portion of the wholesale power rate fo r  each pro ject w i l l  be
un i f ie d  rather than pro ject-spec i f ic  as current ly  required by the 
statutes. Pro ject-specif ic a l loca t ion  of debt service results in  
h igher wholesale power rates for  projects which are more cost ly and/or
have unused capacity re la t iv e  to other projects in the poo l .  However,
new projects added to the Energy Program fo r  Alaska w i l l  have project- 
spec i f ic  rates.

3- Section 2 deletes the "Susitna clause" which otherwise would t r ig g e r  
substantia l wholesale power rate increases for  projects included in 
the Energy Program fo r  Alaska. The p o s s ib i l i t y  of th is  rate increase 
and the reduction that could occur in demand and revenues w i l l  have a 
decidedly negative effect on the rat ings and interest rates o f  revenue 
bonds used fo r  long-term f inancing of the "Four Dam Pool."

4. Section 2 includes a technical amendments which deletes "at the bus-
• bar" in  order to remove ambiguity.

5. Section 3 protects the "Four Dam Pool" from the add it ion of new pro­
jects to the Energy Program fo r  Alaska which could substan t ia l ly  
increase th e i r  wholesale power rate.

c . ‘V*

6. Section 4 removes reference to the "Susitna clause" from de f in i t ions  
that apply to the Energy Program fo r  Alaska.

7. Section 5, s im i l i a r  to Section 1, al lows u t i l i t i e s  to estab l ish  r e t a i l  
i n dus t r ia l  rates + K t  are less than res ident ia l  rates.

, } . *; • ! f v‘ ,

8. Section 6 provides an immediate e f fect ive  date. \

• ♦ 
HB 589 represents a tremendous amount of analys is and negot ia t ing .  A l l
communities or u t i l i t i e s  that are part o f  the "Four Dam Pool" have had 
extensive opportunity to partake in d ra f t ing  the concept and the language 
o f  th is  b i l l .  The Administration f i rm ly  bel ieves that HB 589 represents 
the best reso lut ion to a d i f f i c u l t  problem and the best approach for lever­
aging futher development of power projects in  Alaska.

•• ■ ' • •' ' v:
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FEBRUARY 29, 198^

TO :  JOHN

KEN 

*,'• 589

h ' V ■■OULD AMEND STATE STATUTES GOVERNING THE ALASKA 

POVVti. AU TH O R ITY .  IT WOULD COMBINE FOUR HYDROELECTRIC 

PROJECTS, LAKE TYEE ,  SWAN LAKE ,  SOLOMON GULCH , AND 

TERROR LAKE ,  INTO ONE POWER PROJECT WHICH WOULD BE 

REFERED TO AS THE IN IT IA L  PROJECT. THE LEGISLATION WOULD 

ALSO REPEAL THE HIGHLY CONTROVERSIAL "SUSITNA CLAUSE",  A 

STATUTE APPROVED BY THE LEGISLATURE TO ASSURE .H E  

CONSTRUCTION OF THE SUSITNA HYDROELECTRIC PROJECT.

WHILE I BELIEVE THIS B ILL HAS CONSIDERABLE MER IT ,  I AM 

OPPOSED TO THE REPEAL OF THE SUSITNA CLAUSE WITHOUT SOME 

SUBSTITUTE ASSURANCE THAT THE WATANA PHASE CP SUSITNA 

WILL BE CONSTRUCTED. IT MY INTENT IO N ,  AS CHA IRMAN ,  TO 

TAKE TESTIMONY TODAY ON HB 589, AND ,  I WOULD ASK THE 

MEMBERS OF THIS COMMITTEE TO CONSIDER THAT TESTIMONY AND 

PERHAPS A COMMITTEE SUBSTITUTE .



LEGISLATIVE BRIEFING 
LABOR AND COMMERCE COMMITTEES 

ENERGY PROGRAM FOR ALASKA

The Energy Program fo r  Alaska,  adooted by the Leg is lature in 1981, provides for 
State construction ,  ownership, and operation of power generating projects through­
out the State. Program objectives are achieved by provid ing f inanc ing through the 
Power Author ity fo r  the development of new power projects and the acqu is i t ion  of 
ex is t ing  pro jects .  The Energy Program includes a check and balance system fo r  
pro ject development and approva l ,  through which a pro ject 's  f e a s i b i l i t y  must be 
approved by the Leg is la ture before expenditures fo r  design and construction can 
begin .  Fol lowing l e g i s l a t i v e  approval and fund ing ,  the Power Authority designs 
and constructs the p ro jec t ,  which is  then owned by the State.

Unde?' the Energy Program fo r  Alaska, the Power Authority acquired the Solomon 
Gulch p ro jec t ,  then being constructed by Copper Val ley E lectr ic  Association. This 
pro ject serves Valdez and Glennal len . The Swan Lake p ro ject ,  then being developed 
by Ketchikan Publ ic U t i l i t i e s ,  was a lso acquired under th is  program. In add i t io n ,  
the Power Author ity assumed re spons ib i l i t y  fo r  developing and constructing the 
Tyee Lake project for  Wrangell and Petersburg, and the Terror Lake project near 
Kodiak.

These hydroelectr ic  projects are known as the Four Project PoolI, which has become 
the cornerstone of the Energy Program fo r  Alaska"! The Solomon Gulch project is  in 
commercial operat ion ;  the Tyee pro ject w i l l  soon be provid ing test power to 
Wrangell and Petersburg; Swan Lake is  provid ing test power to Ketchikan; and the 
Terror Lake project is  about 95 percent complete with power projected to be 
on-l ine in September 1984. With the completion of these pro jects ,  the ro le of the 
Power Authority in power generation,  transmission,  and the wholesale marketing of 
e lec t r ica l  energy is  s i g n i f i c a n t l y  expanding.

When the Leg is la ture  began appropr ia t ing funds in 1979 for  the construction of
hydroelectric pro jects ,  i t  was intended that these projects were to be f u l l y  
financed by the State. However, dec l in ing  State revenues resu’t ing  from a drop in 
internat iona l  o i l  prices has forced the abandonment, at least cor the foreseeable 
fu tu re ,  of f u l l  State funding of these pro jects .  Lower o i l  prices have also made
the short term cost of hydropower from new projects less advantageous, when
compared to the cost of diesel generated e l e c t r i c i t y ,  than i t  once waa expected to 
be. Power Authority economic and f in anc ia l  analyses have necessari ly assumed
conservative long term o i l  pr ice increases although experts consider the p o s s ib i l ­
i t y  of world o i l  supply interrupt ions could dramat ica l ly  revise current Power 
Author ity pro ject ions .

In the face of th': f inanc ia l  r e a l i t y  of dec l in ing  State revenue, the Leg is la ture  
amended the Energy Program fo r  Alaska with House B i l l  9 (HB 9) in 1982. The 
o r ig i n a l  l e g i s l a t i o n  had establ ished a s ing le  wholesale power rate fo r  a l l  Power 
Authority pro jects in the State. HB 9 changed th is  by estab l ish ing  a new rate 
sett ing mechanism based on pool ing the debt service of the py'ojects and provid ing 
that each project carry i ts  own operation and maintenance costs.

To meet the requirements of HB 9 and the needs of consumers in the communities 
served by the Four Project Pool as equ itab ly as poss ib le ,  the Power Authority has 
084/156
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proposed new power sales agreements with those communities served by the Four 
Project Pool. These agreements are the resu lt  of several months of negot iat ion 
and extensive coordination between the Power Author i ty ,  the u t i l i t i e s  to be served 
by the pro jects ,  f i n anc ia l  i n s t i t u t io n s ,  the Governor's O f f ice ,  and the l e g i s l a ­
t ive  leadersh ip .  Under the agreements, i n i t i a l  consumer rates fo r  the four
hydroelectr ic projects are designed so as not to exceed the cost of d ie se l­
generated power, and in the long-run, provide more favorable rates .  They should 
provide s i g n i f i c a n t  benefi ts to the communities served by the projects as wel l  as 
communities to be served by future projects that w i l l  be included in the program.

In order to implement the proposed power sales agreements, new l e g i s l a t i o n  is  
necessary. These l e g i s l a t i v e  changes are:

0 E l im inat ion of the energy fund requirement (commonly referred to as the
Susitna Clause) to reduce the potent ia l  future r is k  to the Four Project 
Pool communities

A l im i t a t io n  on the impact of new projects coming into the system on the 
debt requirement of the f i r s t  four projects

Authorization of the sale of power to in dus t r ia l  users at a separate
rate

0 C lass i f ic a t ion  of the f i r s t  four pro jects as one project in order to
issue revenue bonds as a s ing le  system

Approval and f inanc ing of a Rate S tab i l i z a t io n  Fund (with a tota l  State 
appropr iat ion of approximately $35 m i l l i o n )  to off-set the d i fference 
between the costs of hydropower and diesel generated e l e c t r i c i t y  during 
the ear ly  years of the pro jects .

Negotiations are s t i l l  in progress with the Five communities involved in the Four 
Project Pool. The Power Authority plans to present i t s  f i n a l  o f fe r  to the Board 
of Directors fo r  action on March 9, 1984. The communities have indicated that i t  
w i l l  take t h i r t y  to fo r ty- f ive  days longer fo r  them to r a t i f y  any agreement due to 
local ordinance requirements. Petersburg has indicated tb>t they w i l l  conduct a
local e lect ion on the matter on Apr i l  17, 1984.

084/156



Pouch Y, Stale Capitol 
Juneau, Alaska 99811 

(907) 465-3991

March 1C, 1983

MEMORANDUM

TO: Representative Jack McBride

FROM: Jack Kreinhedei
Research Staff

RE: History of Hydro Projects in E lect ion D is t r i c t  1 
Research Request 83-54

You requested that we summarize the development of hydro projects in 
Elect ion D is t r i c t  1, focusing on the Swan Lake, Lake Grace and Tyee 
Lake s i te s .  As you know, the Swan Lake and Tyee Lake projects are 
under construction by the Alaska Power Author i ty ,  wh i le  Lake Grace was 
considered as an a l te rna t ive  to the Swan Lake s i t e .

Ex is t ing  Hydro Projects in Ketchikan and Petersburg

The City of Ketchikan's e lec t r ic  u t i l i t y  generates about 45 percent of 
i t s  annual power production from three e x i s t i n g  hydro f a c i l i t i e s  at 
Ketchikan,  Beaver Fe1 I s ,  and Lake S i l v i s .  The generation capacity of 
these hydro un its is  4 ,200 ,  5 ,000,  and 2,100 k i low a t t s ,  respect ive ly .  
The f i r s t  generating un i t  at the Ketchikan s i te  was i n s t a l l e d  in  1938, 
with another un it  added in 1957. The f i r s t  Beaver Fa l l s  un it  was 
in s t a l le d  in  1946, with two more generators added in 1954. The Lake 
S i l v i s  p lant was i n s t a l l e d  in 1968.

Ketchikan's remaining power demand is  met by d iese l  generators with a 
tota l  capacity of about 18,300 k i low a t ts .  These d iese l  units w i l l  be 
re t i red  except fo r  standby generation purposes when the Swan Lake 
pro ject is  completed.

Petersburg generates about 50 percent of i t s  current power requirements 
from the Crystal Lake hydro p ro jec t .  This pro ject was o r i g i n a l l y  
developed in  1929, with a major expansion in 1955. The current genera­
t ion capacity of the Crystal Lake p lant i s  about 2,000 k i lowa t ts .

The City of Wrangel l present ly generates a l l  of i t s  e l e c t r i c i t y  from 
diesel p lants .
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Lake Grace

Lake Grace i s  located about 15 miles east of Swan Lake on the west 
~ide of Behm Canal . The proposed hydro p lant at Lake Grace would have 
been s ub s tan t ia l l y  la rge r  than Swan Lake in terms of power output and 
cost . The Lake Grace pro ject would provide 25,000 k i lowatts (KW) of 
capacity and 102 m i l l i o n  k i lowa t t  hours (KWH) of average annual energy, 
in  comparison to 18,000 KW of capacity and 85.4 m i l l i o n  KWH of energy 
fo r  the Swan Lake p ro jec t .

You expressed an in te res t  in how the decis ion was made by Ketchikan to 
proceed with development of the Swan Lake hydro s i t e ,  rather than the 
Lake Grace s i t e .  The p r inc ipa l  basis fo r  th is  dec is ion was an appraisal  
report prepared by R.W. Beck and Associates in June 1977 for Ketchikan
Publ ic  U t i l i t i e s .  This report evaluated the technical  and economic
f e a s i b i l i t y  and compared the cost of power fo r  hydro developments at 
Swan Lake, Lake Grace, and Mahoney Lake, which is  a smal ler s i t e .

The R.W* report found that although hydro development was feas ib le  
at each of the three s i t e s ,  Swan Lake was the most economic hydro 
a l t e rn a t i v e  which would e l im ina te  Ketchikan's re l iance on diesel  f u e l .  
The average 10-year cost of power for  the Swan Lake pro ject was 
estimated at 6.7 cents per KWH, compared to 7 .8 cents per KWH for the 
Lake Grace a l t e r n a t i v e .  The Mahoney Lake a l te rna t iv e  was competit ive 
with Swan Lake with a power cost of 6 .7 cents per KWH, but the Mahoney 
Lake s i te  would not generate enough power to replace a l l  of Ketchikan's 
d iesel generation .  A summary comparison of the three projects is
inc luded in  Appendix A, taken from the R.W. Beck report .

You a lso ind icated an in te res t  in  whether the U.S. Borax mineral 
development at Quartz H i l l  was considered in the evaluat ion of a l te rna­
t iv e  hydro pro jects fo r  Ketchikan. I t  appears that the power requ i re­
ments of the Borax development were not given s i g n i f i c a n t  cons iderat ion ,  
fo r  at least two reasons. When the Borax molybdenum discovery was 
f i r s t  announced in  1977, Borax planned to meet i t s  power needs by 
construct ing i t s  own hydro pro ject at Wilson Lake ( t h is  plan was 
l a t e r  dropped because of strong local oppos it ion ,  due in  large part to 
the h igh sport f i s h i n g  value of Wilson Lake) . In a d d i t i o n ,  the City 
of Ketchikan was p r im a r i l y  concerned with meeting the power needs of 
i t s  res idents ,  not of mining or other industr ies  outside of the c i t y .

R.W. Beck recommended that Lake Grace and Mahoney Lake be reevaluated 
as add i t io na l  hydroe lectr ic  developments when the power output from Swan 
Lake nears f u l l  u t i l i z a t i o n .  Lake Grace is  now w i th in  the l i i s ty  Fjords 
National Monument, which may make future development of th is  s i te  more 
d i f f i c u l t .  The Lake Grace area was withdrawn under federal land c l a s s i ­
f i c a t io n  at one time as a power pro ject s i t e ,  but is  unclear whether 
th is  withdrawal was superceded by the National Monument des ignat ion .
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Swan Lcke

The Alaska Power Authority prepared the fo l low in g  b r i e f  h istory of 
the Swan Lake p ro jec t ,  which is  expected to begin producing power 
by January or February of 1984.

The City of Ketchikan,  having made the decis ion to discontinue 
i ts  re l iance on the use of d iese l  e le c t r i c  generation to meet 
r i s i n g  energy demands, author ized the eng ineering f i rm  of R.VI. 
Beck in  September of 1977 to inves t iga te  the f e a s i b i l i t y  of 
deve lop ing ,  as a major hydroe lectr ic  generating resource, the 
Swan Lake Project which is  located approximately 22 miles 
northeast of Ketchikan near the northern end of Carro l l  In le t  
in the central port ion of Rev i l l a g igedo  Is la nd .

In June of 1978, R.W. Beck issued a f e a s i b i l i t y  report i n d ic a t­
ing that a hydroe lectr ic  pro ject which would demonstrate a 
benefi t/cost ra t io  of 1.25 could be constructed at Swan Lake 
at a tota l  investment cost of $80 ,924 ,000 . Subsequently, the 
City of Ketchikan, Ketchikan Publ ic  U t i l i t i e s  (KPU) authorized 
R.W. Beck to proceed with preparation of f i n a l  design of the 
p ro je c t .

The 1980 Leg is la tu re  through j o i n t  reso lu t ion  author ized the 
Alaska Power Authority to issue bonds up to the maximum amount 
of $120,000,000 for f inanc ing  the construction of the Swan Lake 
Pro ject .

Construction was i n i t i a t e d  b> KPU in  November of 1980. Funding 
for  pro ject design and i n i t i a l  construction was secured p r im a r i­
ly  through the proceeds or loans from the Power Author i ty 's  
Power Project Revolving Loan Fund.

On May 28, 1981, the Power Author ity loaned KPU $35,000,000 fo r  
construction from funds which had been ra ised through t; e sa le 
of General Ob l igat ion  Bonds.

On May 21, 1982, the Power Authori ty and KPU executed an
acqu is i t ion  agreement under which, in  return fo r  p rov id ing  
funds to complete pro ject construct ion ,  the Power Authority 
w i l l  receive t i t l e  to the pro ject and as operation of the 
pro ject [beg ins] w i l l  provide s u f f i c ie n t  power fo r  the City of 
Ketchikan's needs via a Power Sales Agreement.

The total  construction cost fo r  the Swan Lake pro ject is  now e s t i ­
mated at $93.5 m i l l i o n  in nominal d o l l a r s .  The target completion 
date is  Apr i l  1984; however, the construction work is  ahead of
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schedule and the project may be completed as ear ly  as January 1984. 
Swan Lake w i l l  have an in s t a l le d  generation capacity of 22.5 megawatts 
and an annual f i rm energy production of about 70 m i l l i o n  KWH. The 
pro ject is  expected to have about 50 percent u t i l i z a t i o n  in i t s  f i r s t  
years of operat ion ;  that i s ,  about 35 m i l l i o n  KWH of the 70 m i l l i o n  KWH 
a va i l a b le  w i l l  be used by Ketchikan Publ ic U t i l i t i e s .  The year in 
which the f u l l  capacity of Swan l.*ke w i l l  be consumed depends la rge ly  
on the rate of increase in future power demand, which is uncerta in .  
However, current Power Authority pro ject ions show the pro ject being 
f u l l y  u t i l i z e d  in about 2002.

Lake Tyee

I be l ieve  that you ha*e seen a copy of my memo on the Tyee project 
to Representative C locks in ,  dated February 11. Attached to that memo 
was a Tyee chronology prepared by the Power Authority which focused 
main ly on cost estimates.  This chronology is  a lso attached here as 
Appendix 2.

The Tyee pro ject was o r i g i n a l l y  proposed by the Thomas Bay Power 
Author i ty ,  a local Petersburg and Wrangel l group. This group was 
f i r s t  interested in the development of the Thomas Bay hydro s i t e ,  but 
a reconnaissance study by the Corps of Engineers ind icated that the 
smal ler  Tyee project was more feas ib le  and cost-effect ive .  Based on 
the Corps study, the Thomas Bay Power Author ity dropped the Thomas 
Bay s i te  in  favor of the Tyee p ro jec t .  When the Alaska Power Authority 
became operat ional  in  1978, an agreement was reached fo r  the Authority 
to take over the development of the pro ject and proceed with design and 
l ic ens in g  work.

The Alaska Power A u t ' i t y  prepared the fo l low ing  b r i e f  h is tory  of the 
Tyee p ro jec t .

On December 19, 1979, the Alaska Power Author ity submitted an a p p l i ­
cation to the Federal Energy Regulatory Commission (FERC) for  the 
construction of the Tyee Hydroelectric Project in the v i c i n i t y  of 
Wrangel l and Petersburg, Alaska.  Our engineers ,  R.W. Retherford 
Associates/International  Engineering Company (IEC0),  estimated the 
cost of the project at that t ime at $53,333,000, in c lud in g  an 
cl lowance for i n f l a t i o n  at the rate of seven percent per year during 
the construction per iod .  Procurement of long-lead-time turb ines 
began in July 1981, in  an t ic ipa t ion  of a FERC l icense .  FERC issued 
a l icense August 5 , 1981, and the award of several add it iona l  
procurement and one construction contract fol lowed almost immedi­
a te ly  thereaf te r .
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The power-on-line date is  scheduled for January 1984. The current 
estimate of the tota l  pro ject cost is  $124 m i l l i o n .  Ava i lab le  
funds inc lude $82 m i l l i o n  in State grants and $50 m i l l i o n  in inter im 
f in anc ing .

The powerhouse is  located in the Tongass National Forest, approx i­
mately 40 miles east-southeast of Wrange l l ,  Alaska. The project 
is  designed to develop the energy potent ia l of Tyee Lake--a natural 
lake at E levat ion 1396--convert i t  to e l e c t r i c i t y ,  and transmit 
the energy to the communities of- Wrangel l and Petersburg for 
d i s t r i b u t io n .

Tyee w i l l  have an i n i t i a l  generating capacity of 20 megawatts, expand­
able to 30 megawatts with the add it ion  of a th i r d  generating u n i t .  
The project w i l l  be able to oroduce about 110 m i l l i o n  KWH per year ,  
of which about 34 m i l l i o n  KW (31 percent) is  expected by the Power 
Authority to be sold to Peters urg and Wrangel l in the f i r s t  year of 
operat ion .  Based on the Powe. Author i ty 's  estimate of 2 .5 percent 
annual increase in  power demand, the power output from the Tyee project 
w i l l  not be f u l l y  u t i l i z e d  u n t i l  the year 2033.

I have a lso attached as Appendix C a memorandum by George Matz of the 
Off ice of Management and Budget which out l ines the h is tory  of the Tyee 
pro ject from the perspective of studies and approva ls .

I f  you have any questions or would l i k e  more spec i f ic  information on 
any of these hydroe lectr ic  p ro jec ts ,  please do not hesitate to contact 
me. A lso , I plan to complete a response to your research request 
on Swan Lake power rates (//83-89) by March 25. This ana lys is  w i l l  
compare pro jected power rates for the Swan Lake project with current 
power generation costs in  Ketchikan and discuss a l te rna t ives  for  re­
ducing Swan Lake ra tes ,  i f  necessary.
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100
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L e v e l  o n  

D a m

200

M u l t i -  

L e v e l  on 
A b u t m e n t

90 
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L a k e  T a p  and 
Va lve 
C h a m b e r

POWER CONDUIT

T u n n e l :
D i a m e t e r ,  F t .....................................  10 9
L e n g t h ,  F t ........................................  2 , 2 5 0  3 , 400

Q M a x i m u m ,  c f s  ................................. 1 , 1 6 0  920
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P O W E R H O U S E
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F r a n c i s  F r a n c i s

S p e e d ,  r p m  .........................................  ‘150 600 900
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D i s c h a r g e  at A v g .  H e a d ,  c f s  ................  1 , 0 1 4  8 5 5  /8
A v g .  T a i l w a t e r  E l e v a t i o n  ..................... 0 27 88
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APPENDIX 8

C 334 WEST 5th AVENUE • ANCHORAGE, ALASKA 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 o f  Estimated Total Costs

Dear Jack:

As per your request , fo l low in g  is  a b r i e f  summary on the sequence of 
events on the Tyee hydropower pro ject p r im a r i l y  r e la t i n g  to cost. The 
summary o f  Board actions was extracted from our corporate minutes. Most of 
the actions taken by the Board were based on advice from myself and my s t a f f .

Op December 19, 1979, the Alaska Power Author ity submitted a revised 
app l ic a t ion  to the Federal Energy Regulatory Commission (FERC) fo r  the 
construct ion o f  the Tyee Hydroelectr ic Project in the v i c i n i t y  o f  Wrangel l 
and Petersburg, Alaska. Our engineers ,  R.W. Retherford Assoc iates/ Inter­
national  Engineering Company (IECO) estimated the tota l  cost o f  the pro ject at 
that time a t  $39,590,000 (1980$'s ) .  With an al lowance fo r  i n f l a t i o n  and 
in te res t  dur ing construction the estimated tota l  cap ita l  investment at that 
time came to $53,333,000.

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

Ear ly  in  1981, the Power Author ity reta ined FBASC0 Serv ices , I n c . ,  to 
prepare an independent cost estimate. EBASC0 subsequently estimated the total  
pro ject cost at $96,693,000 (May 1981$' s ) .  Escalated to the midpoint of 
construct ion ,  th is  would represent a completed cost of approximately $11J 
m i l l i o n .  A fter  rev iewing the EBASC0 estimate , IECO conceded that i t s  pre­
vious estimates were low and IECO ra ised i t s  estimate to $81,069,000 (June 
1981$'s ) .  EBASC0 refuted th is  rev ised estimate.

Procurement of long-lead-time turb ines began in  July  1981 in  a n t i c i ­
pat ion o f  a FERC l icense .  The Board of Directors was rea l igned  by Statute 
in the l a t t e r  part o f  July  1981. The FERC issued a l icense on August 5,
1981 and the award o f  several add i t iona l  procurement and one construction 
contract fo l lowed almost immediately thereaf ter .

IECO continued to make monthly reports on the status o f  the p ro jec t ,  
inc lud ing  estimated tota l  pro ject costs. I t  i s  important to note that by 
the end o f  March 1982, IECO had increased i t s  p ro ject  estimate to $97,072,000,
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inc lud ing  engineering costs p r i o r  to construct ion .  In the March report the 
overhead transmission l i n e  was estimated to cost $12,840,000 plus a 
$6,000,000 contingency. Less than two months l a t e r ,  dur ing the b id opening 
for  that contract ,  IECO provided an eng ineer 's  estimate of $23,280,887.00-- 
an estimate that is  24 percent above any previous estimate , i n c lu d i r g  con­
tingency funds. The actual low b id was even h igher at $24,901,466.

S ta rt ing  with the IECO estimate from the March 1982, report ,  ad just ing  
fo r  the actual low bid on the transmission l i n e ,  and adding the estimated 
cost fo r  a proposed separate substation construction contract ,  the estimated 
tota l  pro ject cost was increased by IECO to $110,133,000 (May 1982). This 
did not inc lude approximately $5 m i l l i o n  fo r  owner provided insurance.
During the months that fo l lowed ,  the tota l  pro ject cost has decreased and 
increased, s l i g h t l y ,  as adjustments have been made fo r  actual bids on r e l a ­
t i v e l y  small procurement con t rac ts . .

In December 1982, and again in January 1983, senior s t a f f  o f  IECO and 
IECO' parent company, Morrison Knudson (M-K), met with representatives o f  the 
Power Author ity to discuss construct ion management of the p ro jec t ,  inc lud ing  
total  pro ject  costs. The la t e s t  in format ion from IECO is that the tota l  pro­
je c t  cost w i l l  not exceed $124,836,100. The Power Authori ty has asked the 
parent company, M-K, to completely review th is  estimate.  A report from the 
M-K s t a f f  is  ant ic ipated  the second week o f  March 1983.

A summary o f  Board act ions ,  as extracted from our corporate minutes, is  
as fo l lows :

October 4 ,  1978 Board receives report on Tyee Project in d ic a t in g  tha t ,  
according to the reconnaissance scudy by Robert W. Retherford Associates,  
(RWR) the Project looks favorab le  and that Thomas Bay Power Commission 
(TBPC) w i l l  soon enter in to  contract with RWR fo r  Federal Energy Regulatory 
Commission (FERC) work and that TBPC may request the Alaska Power Author ity 
to take over the p ro jec t .

November 18, 1978 APA Board voted to make $120,000 loan to TBPC for Tyee 
FERC work and th is  would supplement the $300,000 a v a i l a b le  from the Water 
Resources Revolving Loan Fund (WRRLF) in  order to cover the $475,000 contract 
with RWR.

June 21, 1979 Board makes a loan to TBPC o f  $60,000 fo r  Tyee Pro ject .  TBPC 
and Representative E.J . Haugen request the APA take over Tyee. The Board 
d irected s t a f f  to b r ing  in format ion back at next Board meeting fo r  Project 
take-over.

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

November 2, 1979 Board authorized Executive D irector to submit FERC l icense 
a pp l i c a t io n .  Also passed "stop-the-clock" reso lu t ion  needed for  bonding.

February 7, 1980 Board agreed to extend contract fo r  advanced Engineer ing
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and Design to IECO fo r  Tyee but i t  was l a t e r  decided with lega l  counci l to 
seek competit ive proposals .

A pr i l  18, 1980 Board selects IECO fo r  the Engineer ing and Design from among 
three proposals.

October 23, 1980 Board informed that costs have increased from $39,000,000 
to $51,000,000 and has IECO exp la in  to Board.

Apr i l  20, 1981 Board selects consultant panel as required by FERC.

May 14, 1981 Board awards Bids fo r  Turbines.

July 6 ,  1981 Board considered awarding contract fo r  Steel lowers and Conductors 
but defers "notice to proceed" u n t i l  a f te r  opening of major C iv i l  Contract 
so that the Board could get a better f i x  on the true cost of the Project.

August 18, 1981 FERC l icense has been received.  Bids for  C iv i l  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 e x i s t i n g  funds were i n s u f f i c i e n t  and that in ter im 
f inanc ing  would be necessary. Board deferred action un t i l  the next meeting.

September 10, 1981 Board awards C iv i l  Works contract to Southeast Harrison 
Western (SEHW) a f t e r  lengthy debate.

October 2, 1981 Board informed on lega l  actions aga inst Tyee construction 
contracts . Meed fo r  in te r im  f inanc ing  was discussed and ind icated a 
proposal would be presented to the Board in  December, 1981. Risk Management's 
des ire  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 was presented to the Scard. I t  was 
recommended that the Board appoint a subcommittee to review the f e a s i b i l i t y  
o f  the Tyee Project based on present knowledge o f  the costs. Commissioner^ 
Ward and Muel ler and Dr. Weeden were appointed to the subcommittee. The 
Board moved that f i n a l  f inanc ing  documents fo r  f inanc ing  be prepared. The 
economics o f  the Pro ject was reviewed.

January 22, 1982 Senator Dankworth and Representative Haugen addressed the 
Board and recommended proceeding with in te r im  f inanc ing .  Board authorized 
secur ing o f  $50,000,000 in  in te r im  f inanc ing .  Board awarded a contract fo r  
Underwater Cables.

May 25, 1982 The Board awarded the Overhead Transmission Line contingent 
upon the Leg is la tu re  not passing a piece of l e g i s l a t i o n  that was being 
considered but that subsequently was not passed. Thus, on June 3, 1982 the 
Executive Director informed the Board o f  in's in tent  to issue the award fo r  
Transmission Tower construction .
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October 22, 1982 The Board awarded contract for Transformers.

I t rust th is  information is o f assistance to you. I f  there is  any 
fu rther  information you need, please ca l l  on me.

S incere ly ,

Er ic P. Yould 
Executive Director

CC:
C. Conway 
Comm. D. Lyon
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George MatzT s u b j e c t

Division of Strategic Planning 
Office of Management and Budget

February 23, 1983

465-3573

T y e e  L a k e  P r o j e c t

C

There has been controversy recently regarding the Tyee Lake 
Project. The City of Petersburg has stated that the cost of 
power from the project is too expensive and they may not want to 
sign a power sales contract under the terms initially proposed by 
the Alaska Power Authority (APA). This situation has lead to an 
examination of other questions including the projects economic 
feasibility and the process by which this is determined. The 
purpose of this memo is to provide an historical perspective on 
the question of economic feasibility. The information in this 
memo should supplement rather than duplicate information in a 
February 9, 1983 memo from Eric Yould to Jack Kreinheder and a
February 11, 1983 memo from Jack Kreinheder to Representative
Dor. "locksin.

The feasibility study for the Tyee Lake Project was completed for 
the APA in December of 1979. The statute at this time (AS 
44.56.180) required the Office of the Governor to evaluate APA 
feasibility studies. Since the APA was in its infancy and the 
Tyee Lake Project was its first project to have completed a 
feasibility study, no formal review was undertaken.

In 1980, the Legislature passed an omnibus energy bill (Ch 83,
SLA 1980) which amended requirements for APA reconnaissance and 
feasibility studies. This bill also requires the Division of 
Budget and Management (now Office of Management and Budget.) to 
review these studies for statutory compliance and provide a 
recommendation to the Governor and the Legislature for feasi­
bility studies. However, certain projects, including the Tyee 
Lake Project, had been previously approved by the Legislature 
and were exempted from review by the Division of Budget and 
Management. House Joint Resolution No. 62, which had been 
approved by the Legislature earlier in the 1980 session, stated 
that the general design of the Tyee Lake Project was approved and 
that the APA could incur $70,000,000 in revenue bond indebtedness 
to finance the project.
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In 1981, the Legislature once again made significant amendments .
to the APA statutes (Ch 118, SLA 1981). One of the more signi- \
ficant amendments established a Power Development Fund to be 
used primarily for financing construction ^ f State owned power 
project/:. Restrictions were placed on the use of this fund.
One of these restrictions (AS 44.83.394) states that "the 
authority may not use money in the fund for a power project 
except in compliance with AS 44.83.177-44.83.187 and unless 
the authority determines that the project is economically 
feas ible."

Ch 90, SLA 1981 (which was the appropriation bill which 
accompanied Ch 113, SLA 1981) made appropriations to begin 
construction on three power projects. These projects, and the 
amount of their respective appropriations are Tyee Lake Project 
- $48,000,000, Swan Lake Project - $53,000,000, and the Terror 
Lake Project $81,500,000. Additional appropriations in the 
form of a loan, had previously been made to each of these 
projects. These loans we r t converted to grants by another 
bill Ch 91, SLA 1981.

Although each of these projects had completed feasibility studies 
and received legislative approval, AS 44.83.394 required a 
final review of the economic feasibilty of each project before 
the APA could make expenditures from the Power Development .
Fund. The statutes are not specific as to how the economic V
feasibility should be determined. The APA assumed that the 
feasibility assessment should be treated as an updated supplement 
to previous feasibility studies rather than repeat the entire 
process.

Apparently, the APA's first attempt at complying with AS 44.83.394 
was an August 13, 1981 memo from Robert Mohn, Director of
Engineering to the Record (see Attachment A). The information 
in this memo was presented to the August 18, 1981 meeting of
the APA Board of Directors to demonstrate that even with more 
recent and higher construction cost estimates, the Tyee Lake 
Project was economically feasible at the "most likely" load 
growth rates. Following this presentation, the Board was 
asked to approve the award of construction contracts which 
would obligate funds in the Power Development Fund. It should 
be noted that this was the first meeting of a newly appointed 
Board of Directors and not all.of the Board members were familiar 
with statutory requirements for power projects.

Ron Lehr, a Board member and Director of Budget and Management 
at that time, questioned some of the points used in the presen­
tation and requested backup information. This information was 
sent to Budget and Mangemer.t where staff found the information 
inadequate to make a determination regarding the economic
feasibility of the Tyee Lake Project. APA staff was informed 
of thi3 and responded in a September 10, 1981 letter with
copies of the calculations used for the August 13, 1981 memo.



Budget and Management staff reviewed these calculations, 
found some technical errors, and requested that corrections 
be made in the analysis. Apparently, the request led to a 
decision by the APA to provide a more complete and adequate 
explanation of the economic feasibility of the project. The 
product of this effort was a "Findings and Recommendations" 
report that was completed on December 2, 1981 and distributed
to the Board at its December meeting. This report fully 
explained the assumptions that were being used and provided 
enough details to review the economic feasibility of the 
project.

Although a review by Budget and Management of the "Findings 
and Recommendations" report was not required by statute, a 
review was undertaken for the benefit of Ron Lehr who's 
interest was both as a Board member and State Budget Director.
Ron "jehr distributed this review to the Board at its January,
1 9 82 meet ing.

The Budget and Management review (Attachment B) questioned 
several assumptions and calculations used in the "Findings 
and Recommendations" report. The conclusion of the review 
is that the Tyee Lake Project may not be economically feasible 
based on the "most likely" load forecast but should be eco­
nomically feasible if the actual load should exceed the 
"mu3 t likely" load forecast. Some of the more significant 
points brought out in the review are giver, below.

1) If and When - The economic feasibility analysis of a 
power project, particularly projects having a long life 
such as hydro power, should not only determine "if" the 
project is feasible but "when" is the most economic 
time to begin construction. A timing exercise of this 
nature was not done for the Tyee Lake Project even 
though such an exercise is most applicable to projects 
which have initial overcapacity, such as the Tyee Lake 
Project.

2) Reserve Capacity - Neither this economic analysis or cost 
of power calculation considered the cost of reserve 
capac ity.

3) Load Forecast - The base year for the load forecast was 
higher than actual data. Also, the load forecast assumed 
an increase in electric space heating even though fuel 
oil appears to be a less expensive alternative.

4) Alternative - A number of smaller and less remote hydro- 
electric alternatives were not given detailed considerat ion. 
U.S. Army Corps of Engineers data indicates that some
of these projects could have lower power costs than the 
Tyee Lake Project. Also, since all of the projects 
were smaller, overcapacity would not be a s ign i.f icant 
problem.



-4-

The load forecast in the most significant and perhaps the most 
uncertain parameter which applies to the economic feasibility 
of the Tyee Lake Project. Since the load forecasts were made 
a few years ago, we now have the benefit of hindsight to 
assess the accuracy of the first few years of the forecast.
This information is presented below based on the "most likely" 
forecast for the "Findings and Recommendations" report and 
the "expected" forecast for the Feasibility Study. The 
Feasibility Study used 1978 as the last year of actual data. 
Neither of these forecasts, as presented, subtract out approxi­
mately 11,700 MWh of annual generation from an existing 
hydroelectric facility near Petersburg.

c

Energ^ Sales (MWh) for Wrangell and Petersburg

Year Ac tual

1978 29,981
1979 29 , 087
1980 29,788
198 1 29 , 222
1982 30,989

Findings and 
Recommendations 

Report______

30,535 
31,726 
32,963

Feasibility
Study

29 ,98 1 
31,445 
32,990 
35,275 
37,710

In summary, commitments to the Tyee Lake Project have been 
slightly ahead of establishing a more rigorous process for 
assessing the economic feasibility of proposed APA projects 
Specifically:

(

1) the feasibility study for the project was completed 
before an independent review process was firmly established 
by the Legislature;

2) the Legislature approved the project without benefit of 
an independent cost analysis as now required by statute; 
and

3) construction contracts had been awarded before the "Findings 
and Recommendations" report had been completed and before 
the provisions of AS 44.83.394 has been met.

L



S t  a t  is o r  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  
( t U N R A U

F e b r u a r v  8 1 9 8 4

T h e  H o n o r a b l e  J a l m a r  K e r t ^ u l a  
A l a s k a  S t a t e  S e n a t e  

P o u c h  V
J u n e a u ,  A K  9 9 8 1 1  

D e a r  S e n a t o r  K e r t t u l a :

U n d e r  t h e  a u t h o r i t y  o f  ar t .  Il l ,  s e c .  1 8 ,  o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  a b i l l  r e l a t i n g  to t h e  
s a l e  o f  p o w e r  b y  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  b i l l  
a m e n d s  p o r t i o n s  o f  A S  4 4 . 8 3 . 3 9 8 ,  w h i c h  g o v e r n s  s a l e  o f  
p o w e r  f r o m  p r o i e c t s  i n  t h e  e n e r g y  p r o g r a m  f o r  A l a s k a .  T h e  
a m e n d m e n t s  ar^ n e c e s s a r y  b e f o r e  p o w e r  s a l e s  a g r e e m e n t s  c a n  
b e  s i g n e d  a n d  l o n g - t e r m  f i n a n c i n g  c a n  b e  p u t  i n  p l a c e  f o r  
t h e  L a k e  T y e e ,  S w a n  L a k e ,  S o l o m o n  G u l c h ,  a n d  T e r r o r  L a k e  
h y d r o e l e c t r i c  p r o j e c t s  —  t h e  " f o u r  d a m  p o o l . "

A  s e c t i o n - b y - s e c t i o n  a n a l y s i s  f o l l o w s .

S e c t i o n s  1 (by a m e n d i n g  A S  4 4 . 8 3 . 3 9 8 ( a ) )  a n d  5 (by r e p e a l ­
i n g  A S  4 4 . 8 3 . 3 9 8 ( d ) )  o f  t h e  b i l l  e l i m i n a t e  r e s t r i c t i o n s  o n  
i n d u s t r i a l  p o w e r  r a t e s  t h a t  m a y  b e  c h a r g e d  b y  u t i l i t i e s  
p u r c h a s i n g  p o w e r  from' p r o j e c t s  i n  t h e  e n e r g y  p r o g r a m  f o r  
A l a s k a .  T h e  s t a t u t e  .c u r r e n t l y  p r o h i b i t s  u t i l i t i e s  f r o m  
c h a r g i n g  a r e t a i l  p o w e r  r a t e  to i n d u s t r i a l  c o n s u m e r s  t h a t  

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

T h e  c h a n g e  a l l o w s  u t i l i t i e s  co o f f e r  a l o w e r  r ite to 

l a r g e - v o l u m e  c o n s u m e r s ,  o r  c o n s u m e r s  w h o  c u r r e n t l y  u s e  

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

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

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

contracts with industrial users with the length of the 
c o n t r a c t  l i m i t e d  s o  t h a t ,  w h e n  u s a g e  o f  p o w e r  f r o m  t h e  
h y d r o e l e c t r i c  f a c i l i t i e s  a p p r o a c h e s  c a p a c i t y ,  m o r e  p o w e r  
w i l l  b e  a v a i l a b l e  to r e s i d e n t i a l  c o n s u m e r s  a n d  t h e y  w i l l  
n o t  e n d  u p  s u b s i d i z i n g  i n d u s t r i a l  p o w e r  r a t e s .



- 2 -

S e c t i o n  1 a l s o  p r o v i d e s  f o r  t h e  c o m b i n a t i o n  of t h e  L a k e  

T y e e ,  S w a n  L a k e ,  S o l o m o n  G u l c h ,  a n d  T e r r o r  L a k e  h y d r o e l e c ­
t r i c  p r o j e c t s  i n t o  o n e  p o w e r  p r o j e c t  f o r  t h e  p u r p o s e s  of 

t h e  w h o l e s a l e  p o w e r  r a t e  c a l c u l a t i o n  in A S  4 4 . 8 3 . 3 9 8 -  
(b) (1) . T h i s  p o w e r  p r o j e c t  is r e f e r r e d  to as t h e  " i n i t i a l  
p r o j e c t . "

S e c t i o n  2 d e l e t e s  t h e  " S u s i t n a  c l a u s e "  i n  A S  4 4 . 8 3 . 3 9 8 -  
(b) (2) . R e p e a l  o f  t h i s  p r o v i s i o n  i s  d e s i r e d  b y  b o t h  the 
a u t h o r i t y  a n d  t h e  p u r c h a s i n g  u t i l i t i e s  b e c a u s e  o f  t h e  p o ­
t e n t i a l  e f f e c t  o n  r a t e s .  I t  i s  a l s c  v i e w e d  as c r u c i a l  to 
t h e  l o n g - t e r m  f i n a n c i n g  o f  t h e  i n i t i a l  p r o j e c t  a n d  f u t u r e  
p r o j e c t s  i n  t h e  e n e r g y  p r o g r a m  f o r  A l a s k a .  T h e  r a t i n g  
s e r v i c e s  a r e  r e l u c t a n t  t o  g i v e  a f a v o r a b l e  r a t i n g  to r e v e­
n u e  b o n d s  i s s u e d  w i t h  t h i s  p r o v i s i o n  i n  p l a c e  b e c a u s e  of 
t h e  p o s s i b i l i t y  t h a t  r a t e p a y e r s '  r a t e s  c o u l d  i n c r e a s e  s u b­
s t a n t i a l l y  i n  1 9 9 1 .  T h e  r a t e s  c o u l d  b e  h i g h  e n o u g h  to 
r e d u c e  d e m a n d  a n d  r e v e n u e s ,  t h u s  j e o p a r d i z i n g  t h e  a b i l i t y  
o f  t h e  u t i l i t i e s  to m e e t  t h e i r  p a y m e n t  o b l i g a t i o n s  u n d e r  
t h e  p o w e r  s a l e s  c o n t r a c t s .

S e c t i o n  2 a l s o  d e s c r i b e s  t h e  m e t h o d  f o r  d e t e r m i n i n g  the 
a m o u n t s  to b e  a l l o c a t e d  to e a c h  h y d r o e l e c t r i c  f a c i l i t y  in 
t h e  i n i t i a l  p r o j e c t .  U n d e r  t h i s  c o m b i n e d  s y s t e m  t h e  f a­
c i l i t i e s  s h a r e  t h e  d e b t  s e r v i c e  f o r  t h e  e n t i r e  p r o j e c t  a n d  
t h e r e  is a s i n g l e  c e n t s - p e r - k i l o w a t t - h o u r  r a t e  f o r  d e b t  

s e r v i c e  a p p l i c a b l e  t o  a l l  f o u r  h y d r o e l e c t r i c  f a c i l i t i e s  in 
t h e  i n i t i a l  p r o j e c t .  T h e  r a t e  f o r  c o s t s  o f  o p e r a t i o n s ,
m a i n t e n a n c e ,  e q u i p m e n t  r e p l a c e m e n t ,  s a f e t y  i n s p e c t i o n s ,  
a n d  i n v e s t i g a t i o n s  is d e t e r m i n e d  s e p a r a t e l y  f o r  e a c h  f a ­
c i l i t y .  T h e  r e s u l t  i s  a d i f f e r e n t  w h o l e s a l e  r a t e  f o r  e a c h  
f a c i l i t y  i n  t h e  i n i t i a l  p r o j e c t ,  b u t  a s h a r i n g  o f  d e b t  
s e r v i c e  w h i c h  s u b s t a n t i a l l y  r e d u c e s  t h e  w h o l e s a l e  r a t e  f o r  
p r o j e c t s  s u c h  a s  L a k e  T y e e .

S e c t i o n  3 a d d s  a s e n t e n c e  t o  A S  44. r j . 3 9 8  (e) t o w a l l o w  t h e  
p o w e r  a u t h o r i t y  t o  c o n t r a c t u a l l y  l i m i t  t h e  a m o u n t  o f  d e b t  
s e r v i c e  p a y a b l e  b y  p o w e r  p u r c h a s e r s  a s  a c o n s e q u e n c e  o f  
t h e  l a t e r  a d d i t i o n  o f  n e w  p r o j e c t s  t o  t h e  e n e r g y  p r o g r a m  
f o r  A l a s k a .

S e c t i o n  4 r e m o v e s  t h e  r e f e r e n c e  t o  t h e  " S u s i t n a  c l a u s e "  
f r o m  A S  4 4 . 8 3 . 3 9 8 ( g ) .

S e c t i o n  6 p r o v i d e s  f o r  a n  i m m e d i a t e  e f f e c t i v e  d a t e .

S i n c e r e l y

Bi:

G o v e r n o r



A l a s k a  P o w e r  A u t h o r i t y

C o m m i s s i o n e r :  D L y o n

E x e c u t i v e  D i r e c t o r :  L a r y  C r a w f o r d

B o a r d  m e e t i n g ,  22 F e b r u a r y  1 9 8 4

P o w e r  S a l e s  a g r e e m e n t s ;

1. C o p p e r  V a l l e y :  c l o s e  t o  a n  a g r e e m e n t .  J i m  B i l l i n g a m e ,
m a n a g e r  o f  u t i l i t i e s s t a t e s  t h a t  h e  s h o w s  s o m e  c o n c e r n  of 
c o n f r o n t i n g  h i s  p u b l i c  w i t h  a c o s t  n o t  s e e n  b e f o r e .  P r e s e n t l y  

G l e n n a l l e n  d i e s e l  g e n e r a t i o n  is .06 P K H  a n d  p r o p o s e d  A P A  p o w e r  
w i l l  b e  .07 PKW. T h i s  c o n s t i t u t e s  a 40% i n c r e a s e  t o  som e .  V a l d e z  
i s  a n  e m p h a t i c  NO! A v e r a g e  m o n t h l y  c o n s u m p t i o n  in G l e n n a l l e n
is 3 4 0  K W H  a n d  t r a n s l a t e s  t o  $ 9 0  p e r  m o n t h ,  w h i l e  V a l d e z  

is r u n n i n g  a n  a v e r a g e  m o n t h l y  b i l l  of 550 K W H  o r  $ 1 5 1 .  p e r  m o n t h .
A  4 0 %  i n c r e a s e  c a n  b e  d e v a s t a t i n g .

2. W r a n g e l l :  M a t t  C o l e  ( p o s i t i o n  u n k n o w n )  w i l l  b e  t a k i n g  p o w e r
s a l e s  a g r e e m e n t  to c i t y  c o u n c i l  T h u r s d a y  n i g h t  (Feb 23rd) f o r  
c o n s i d e r a t i o n .  H e  s a y s  d i s c u s s i o n  ( i n f o r m a l )  w i t h  c o u n c i l  
m e m b e r s  a p p e a r s  g o o d  a n d  c o n t r a c t  m a y  b e  f o r t h c o m i n g .

3. K o d i a k :  D a v i d  N e e s e ,  M g r  o f  M u n i - p o w e r .  M u n i c i p a l i t y  h a s  a g r e e d
t o  p u r c h a s e  p o w e r  f r o m  A P A .  T w o  s u g g e s t i o n s :  p o s s i b l e  l o a n s  t o

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

4. K e t c h i k a n :  R i c k  - ? — . m g r  of u t i l i t i e s  s a y s  it l o o k s  v e r y

g o o d ,  c o n t r a c t  in t h e  m a k i n g  w i t h  q u e s t i o n s  as to w o r d i n g

o f  l e g a l  d o c u m e n t s .

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

M a n a g e m e n t  s t u d y  ( s t a t u s  r e p o r t )  p r e s e n t e d  b y  R o g e r  M c M a n n u s  of 
M e a d  c o n s u l t a n t s  for F Y  84, F Y  85, F Y  86.

P r e s e n t l y  A P A  e m p l o y e s  69 p e r s o n s

E x e c u t i v e  D e p t ------------------ 4

P l a n n i n g  ------------------------ 9
P r o j e c t s ------------------------ 18
O p e r a t i o n s  --------------------- 7
F i n a n c e - A d m i n i s t r a t i o n  ----31

A P A  is a s k i n g  for an i m m e d i a t e  i n c r e a s e  o f  16,' 17 m o r e  F Y  85, a n d  
a n  a d d i t i o n a l  9 for FY 86 to t o t a l  1 1 1  p e r s o n s .

19 8 4  S u s i t n a  c o n t i n g e n c y  fun d :  3 . 1 8  M i l l i o n  d o l l a r s
D r i l l i n g  r e q u e s t  ( w a n t a n a  dam) 1 . 9  m i l l i o n ,  if a p p r o v e d  t h i s

w i l l  l e a v e  in the c o n t i n g e n c y  f u n d  1 . 2 8  m i l l i o n .

C o m p e t i t i v e  b i d d i n g  on W a t a n a  D a m  d r i l l i n g  w i l l  be l e t  27 F e b  84 
w i t h  ^ w a r d i n g  of c o n t r a c t  s o m e t i m e  in m i d  A p r i l  84.
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State must appropriate $5 b i l l i o n  to the Power Development Fund by 
1991 in  order to prevent t r ig ge r in g  of a requirement that there be 
a 10 percent rate of return on power pro ject investments.
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Repeal of the "Susitna Clause" w i l l  remove the ob l iga t ion  that the 
State must appropriate $5 b i l l i o n  to the Power Development Fund by 
1991 in  order to prevent t r ig ge r in g  of a requirement that there be 
a 10 percent rate of return on power project investments.



A l a s k a  P o w e r  A u t h o r i t y

C o m m i s s i o n e r :  D L y o n

E x e c u t i v e  D i r e c t o r :  L a r y  C r a w f o r d

B o a r d  m e e t i n g ,  22 F e b r u a r y  1 1 8 4

P o w e r  S a l e s  a g r e e m e n t s ;

1. C o p p e r  V a l l e y :  c l o s e  t o  a n  a g r e e m e n t .  J i m  B i l l i n g a m e ,
m a n a g e r  o f  u t i l i t i e s s t a t e s  t h a t  h e  s h o w s  s o m e  c o n c e r n  of 

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

G l e n n a l l e n  d i e s e l  g e n e r a t i o n  is .06 P K H  a n d  p r o p o s e d  A P A  p o w e r  
w i l l  b e  .07 PKW. T h i s  c o n s t i t u t e s  a 40% i n c r e a s e  t o  s o m e .  V a l d e z  
is a n  e m p h a t i c  NO! A v e r a g e  m o n t h l y  c o n s u m p t i o n  i n  G l e n n a l l e n

is 3 4 0  K W H  a n d  t r a n s l a t e s  t o  $ 9 0  p e r  m o n t h ,  w h i l e  V a l d e z  

is r u n n i n g  a n  a v e r a g e  m o n t h l y  b i l l  of 550 K W H  o r  $ 1 5 1 .  p e r  m o n t h .
A  40% i n c r e a s e  c a n  b e  d e v a s t a t i n g .

2. W r a n g e l l :  M a t t  C o l e  ( p o s i t i o n  u n k n o w n )  w i l l  b e  t a k i n g  p o w e r
s a l e s  a g r e e m e n t  t o  c i t y  c o u n c i l  T h u r s d a y  n i g h t  (Feb 23rd) f o r  
c o n s i d e r a t i o n .  H e  s a y s  d i s c u s s i o n  ( i n f o r m a l )  w i t h  c o u n c i l  
m e m b e r s  a p p e a r s  g o o d  a n d  c o n t r a c t  m a y  b e  f o r t h c o m i n g .

3. K o d i a k :  D a v i d  N e e s e ,  M g r  of M u n i - p o w e r .  M u n i c i p a l i t y  h a s  a g r e e d
t o  p u r c h a s e  p o w e r  f r o m  A P A .  T w o  s u g g e s t i o n s :  p o s s i b l e  l o a n s  t o

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

4. K e t c h i k a n :  R i c k  - ? — . m g r  of u t i l i t i e s  s a y s  i t  l o o k s  v e r y

g o o d ,  c o n t r a c t  i n  t h e  m a k i n g  w i t h  q u e s t i o n s  as to w o r d i n g

o f  l e g a l  d o c u m e n t s .

5. P e t e r s b u r g :  NOV

M a n a g e m e n t  s t u d y  . s t a t u s  r e p o r t )  p r e s e n t e d  b y  R o g e r  M c M a n n u s  of 
M e a d  c o n s u l t a n t s  f o r  F Y  84, F Y  85, F Y  86.

P r e s e n t l y  A P A  e m p l o y e s  69 p e r s o n s

E x e c u t i v e  D e p t ------------------ 4

P l a n n i n g  ------------------------  9
P r o j e c t s -------------------------18
O p e r a t i o n s -----------------------7 11 i j i
F i n a n c e - A d m i n i s t r a t i o n  31 'JjJ*''

A P A  is a s k i n g  f o r  an i m m e d i a t e  i n c r e a s e  o f  16, 17 m o r e  F Y  85, a n d  
a n  a d d i t i o n a l  9 f o r  F Y  86 to t o t a l  111 p e r s o n s .

1 9 8 4  S u s i t n a  c o n t i n g e n c y  f u n d :  3 . 1 8  M i l l i o n  d o l l a r s
D r i l l i n g  r e q u e s t  ( w a n t a n a  dam) 1.9 m i l l i o n ,  if a p p r o v e d  t h i s

w i l l  l e a v e  in t h e  c o n t i n g e n c y  f u n d  1 . 2 8  m i l l i o n .

C o m p e t i t i v e  b i d d i n g  o n  W a t a n a  D a m  d r i l l i n g  w i l l  b e  l e t  27 F e b  84 
w i t h  a w a r d i n g  o f  c o n t r a c t  s o m e t i m e  in m i d  A p r i l  84.



S t a t u  o  r  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  

i l U N T . A U

F e b r u a r y  8 , 1 9 8 4

T h e  H o n o r a b l e  J a l m a r  K e r t t u l a  
A l a s k a  S t a t e  S e n a t e  

P o u c h  V
J u n e a u ,  A K  9 9 8 1 1  

D e a r  S e n a t o r  K e r t t u l a :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  se c .  18, o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  a b i l l  r e l a t i n g  to t h e  
s a l e  o f  p o w e r  b y  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  b i l l  
a m e n d s  p o r t i o n s  o f  A S  4 4 . 8 3 . 3 9 8 ,  w h i c h  g o v e r n s  s a l e  o f  
p o w e r  f r o m  p r o j e c t s  i n  t h e  e n e r g y  p r o g r a m  f o r  A l a s k a .  T h e  
a m e n d m e n t s  a r e  n e c e s s a r y  b e f o r e  p o w e r  s a l e s  a g r e e m e n t s  c a n  
b e  s i g n e d  a n d  l o n g - t e r m  f i n a n c i n g  c a n  b e  p u t  i n  p l a c e  f o r  
t h e  L a k e  T y e e ,  S w a n  L a k e ,  S o l o m o n  G u l c h ,  a n d  T e r r o r  L a k e  
h y d r o e l e c t r i c  p r o j e c t s  —  t h e  " f o u r  d a m  p o o l . "

A  s e c t i o n - b y - s e c t i o n  a n a l y s i s  f o l l o w s .

S e c t i o n s  1 (by a m e n d i n g  A S  4 4 . 8 3 . 3 9 8 ( a ) )  a n d  5 (by r e p e a l ­
i n g  A S  4 4 . 8 3 . 3 9 8 ( d ) )  o f  t h e  b i l l  e l i m i n a t e  r e s t r i c t i o n s  o n  
i n d u s t r i a l  p o w e r  r a t e s  t h a t  m a y  b e  c h a r g e d  b y  u t i l i t i e s  
p u r c h a s i n g  p o w e r  from' p r o j e c t s  i n  t h e  e n e r g y  p r o g r a m  f o r  
A l a s k a .  T h e  s t a t u t e  , c u r r e n t l y  p r o h i b i t s  u t i l i t i e s  f r o m  
c h a r g i n g  a r e t a i l  p o w e r  r a t e  to i n d u s t r i a l  c o n s u m e r s  t h a t  

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

T h e  c h a n g e  a l l o w s  u t i l i t i e s  t o  o f f e r  a l o w e r  r a t e  to 

l a r g e - v o l u m e  c o n s u m e r s ,  o r  c o n s u m e r s  w h o  c u r r e n t l y  u s e  

t h e i r  o w n  g e n e r a t i o n  s o u r c e s ,  w h i c h  s h o u l d  r e d u c e  t h e  

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

c u s s e d  w i t h  t h e  u t i l i t i e s  t h e  u ; e  o f  f i x e d - t e r m  s u p p l y  

contracts with industrial users with the length ox the 
c o n t r a c t  l i m i t e d  s o  t h a t ,  w h e n  u s a g e  o f  p o w e r  f r o m  t h e  
h y d r o e l e c t r i c  f a c i l i t i e s  a p p r o a c h e s  c a p a c i t y ,  m o r e  p o w e r  
wil.l b e  a v a i l a b l e  t o  r e s i d e n t i a l  c o n s u m e r s  a n d  t h e y  w i l l  
n o t  e n d  u p  s u b s i d i z i n g  i n d u s t r i a l  p o w e r  r a t e s .
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S e c t i o n  1 a l s o  p r o v i d e s  f o r  t h e  c o m b i n a t i o n  o f  t h e  L a k e  

T y e e ,  S w a n  L a k e ,  S o l o m o n  G u l c h ,  a n d  T e r r o r  L a k e  h y d r o e l e c ­
t r i c  p r o j e c t s  i n t o  o n e  p o w e r  p r o j e c t  f o r  t h e  p u r p o s e s  o f  

t h e  w h o l e s a l e  p o w e r  r a t e  c a l c u l a t i o n  in A S  4 4 . 8 3 . 3 9 8 -  
(b) (1) , T h i s  p o w e r  p r o j e c t  is r e f e r r e d  to a s  t h e  " i n i t i a l  

p r o j e c t . "

S e c t i o n  2 d e l e t e s  t h e  " S u s i t n a  c l a u s e "  in A S  4 4 . 8 3 . 3 9 8 -  
(b) (2) . R e p e a l  o f  t h i s  p r o v i s i o n  is d e s i r e d  b y  b o t h  the 
a u t h o r i t y  a n d  t h e  p u r c h a s i n g  u t i l i t i e s  b e c a u s e  o f  t h e  p o ­
t e n t i a l  e f f e c t  o n  r a t e s .  I t  i s  a l s o  v i e w e d  as c r u c i a l  to 
t h e  l o n g - t e r m  f i n a n c i n g  o f  t h e  i n i t i a l  p r o j e c t  a n d  f u t u r e  
p r o j e c t s  i n  t h e  e n e r g y  p r o g r a m  f o r  A l a s k a .  T h e  r a t i n g  
s e r v i c e s  a r e  r e l u c t a n t  t o  g i v e  a f a v o r a b l e  r a t i n g  to r e v e ­
n u e  b o n d s  i s s u e d  w i t h  t h i s  p r o v i s i o n  i n  p l a c e  b e c a u s e  o f  
t h e  p o s s i b i l i t y  t h a t  r a t e p a y e r s '  r a t e s  c o u l d  i n c r e a s e  s u b­
s t a n t i a l l y  i n  1 9 9 1 .  T h e  r a t e s  c o u l d  be h i g h  e n o u g h  to 
r e d u c e  d e m a n d  a n d  r e v e n u e s ,  t h u s  j e o p a r d i z i n g  t h e  a b i l i t y  
of the u t i l i t i e s  to m e e t  t h e i r  p a y m e n t  o b l i g a t i o n s  u n d e r  
t h e  p o w e r  s a l e s  c o n t r a c t s .

S e c t i o n  2 a l s o  d e s c r i b e s  t h e  m e t h o d  f o r  d e t e r m i n i n g  t h e  
a m o u n t s  to b e  a l l o c a t e d  to e a c h  h y d r o e l e c t r i c  f a c i l i t y  in 
t h e  i n i t i a l  p r o j e c t .  U n d e r  t h i s  c o m b i n e d  s y s t e m  t h e  f a­
c i l i t i e s  s h a r e  t h e  d e b t  s e r v i c e  f o r  t h e  e n t i r e  p r o j e c t  a n d  
t h e r e  is a s i n g l e  c e n t s - p e r - k i l o w a t t - h o u r  r a t e  f o r  d e b t  
s e r v i c e  a p p l i c a b l e  t o  a l l  f o u r  h y d r o e l e c t r i c  f a c i l i t i e s  in 
the i n i t i a l  p r o j e c t .  T h e  r a t e  f o r  c o s t s  o f  o p e r a t i o n s ,  
m a i n t e n a n c e ,  e q u i p m e n t  r e p l a c e m e n t ,  '=»fety i n s p e c t i o n s ,  
a n d  i n v e s t i g a t i o n s  is d e t e r m i n e d  sc; y f o r  e a c h  f a­
c i l i t y .  T h e  r e s u l t  i s  a d i f f e r e n t  win. ?. 2 r a t e  f o r  e a c h
f a c i l i t y  i n  t h e  i n i t i a l  p r o j e c t ,  b u t  ' . h a r i n g  o f  d e b t
s e r v i c e  w h i c h  s u b s t a n t i a l l y  r e d u c e s  t h e  . l e s a l o  r a t e  f o r

p r o j e c t s  s u c h  a s  L a k e  T y e e .

S e c t i o n  3 a d d s  a s e n t e n c e  t o  A S  44 . 8 3 . 3 9 8  (e) to"'allow the 
p o w e r  a u t h o r i t y  to c o n t r a c t u a l l y  l i m i t  t h e  a m o u n t  o f  d e b t  
s e r v i c e  p a y a b l e  b y  p o w e r  p u r c h a s e r s  a s  a c o n s e q u e n c e  o f  
t h e  l a t e r  a d d i t i o n  o f  n e w  p r o j e c t s  to t h e  e n e r g y  p r o g r a m  

f o r  A l a s k a .

S e c t i o n  4 r e m o v e s  t h e  r e f e r e n c e  t o  t h e  " S u s i t n a  c l a u s e "

f r o m  A S  4 4 . 8 3 . 3 9 8 ( g ) .

S e c t i o n  6 p r o v i d e s  f o r  a n  i m m e d i a t e  e f f e c t i v e  d a t e .

S i n c e r e l y ,

Bi!

G o v e r n o r
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