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No dcclilon li more
difficult (or > public offi-
cUl than one that may hit
Eroult In their pocket*
uoka. Such the cere
with the Cook Inlet royeltjr
lu> drclilon you've been
rradlni ebout recently.

There'! more then mon-
ey it Hake here. There'l
tlio | fundament!) quel-
tlon ol (ilmrti lor Alai-
kim everywhere. Including
the people of Anchorage
and the Southcentral area.

Alitkani Ilvine on the
ihorn of Cook Inlet enjoy
plentiful. Ineapenilve natu-
ral eai (or home heating
and power (mention. A
food iharc of that gas Is
produced (rom fields
owned by all ol the people
ol Alaska and leased to
private Industry lor devel-
opment, Just as the (lant
Prudhoe Bay Held Is.

For years, the price locel
public and private utilities
paid (or thla (as has re-
mained very low, under
long-term contracts be-
tween the utilities and the
(ta producers. And except
(or the than duo the slate
as landowner, those prices
tvlll continue to stay low
until the contract! expire
In 1988, 1992 and 1994.
We're all thanklul (or that.

While Industry Is produc-
ing Cook Inlet (as used by
thousands of Alaakaoa Id
the Southcentral area, a
portion of that (is la
owned by all Alaskans.
Thai smaller ownership
share, called a royalty,
equals 11 3 percent o( the
(as (rom these (lelds. The
Hate reserved this 11.3 per-
cent as the public's share

whan the leases were
awarded.
II'a this royalty gas —;

less than 3 percent'of all
gaa uicd for home healing
or power In the Anchorage
tree — that la at Issue Ina

pricing decision | an-
nounced In mid-March.
That declilor which look
affect April ,. seeks lo

ceplure Ibe prevailing mar-
ket value for this publicly
owned (is, a vilui islib-
lishul by iiln conlncti
for elhir gas produced In
Cook Inlet.
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cubic fret, compared to lhe
21 to 81 cents the public has j

b»»n sensing on tie gai £
undar lhe long-term eon--
trade. Tha mull

March pricing

could bring an txlrs 37

prevailing market----
value Is 32.03 per thousand J vusting hundreds of '‘'mll-n.J

of the «“Some of.
decision *- haa been directed fInt to 's’,
‘The

million
treaiu
On
does this
your utility
The '
rates
percent
cordIn(
Enslar a
trie. For
serviced
approximately
watt-houn a
total monthly
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month. For an Enslar cus-
tomer who consumes

la the same beln( pursued
on the public's behutf on a
wide variety of fronts, both
In court and out. Last year,
for example, the Phillips
Petroleum Co. paid the
state 376 million In addl-

tlonal royalties for publicly -
!

owned (as from five Cook
Inlet leases, following an
agreement between the
company and the state on

i

how to value royally (as.',*!

That agreement did not re-

j ‘1
suit In higher Anchorage &|
area vltllly bills because mkYj
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tha (as Is not used by local «JW where Tesiaem ! often pey"i y.* the’ mgrowing'demand’ for

consumers, but the princl- '-
pie Is the same.

Likewise, the
volved In several
seeking to establish
ate values for oil and (ta
on the North Slope. Bil-
lions of dollars are at stake
In this ongoing effort lo

"obtain for.the people what !
R la their due-— a maximum/!

henefit for lhelrresources.

| fully appreciate the de-.-

lire lo keep consumer gas

and electricity prices as'.field has worked with the J.
« leglilature to appropriate’
-*t«@9230 million during

low aa possible. This can-
not be done, however, by
hidden aubaldles to South-
central coniumsrj through
| dliregsrd ol tha itilt'i
oil UiO gaalininglawi "
ahd contracts.

lions of. dollars .to earure

lhe energy needa of allj;-,.
Includ-1V*aalei contracts, and the
In lhe Rallbelt, '<r"curing of lInancing.
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, ke uhyodoo-, prog pedt  mesar”,
'‘Home/,
to pursue the-Susllne hyc"s
«dro project Toward those'-v.'
t:* ends and more, Gov. Shef- >

t quarter of their annual In-

cel Intertle between An-
chorage and Felrbanki,
plans to begin construction
next year lo the Bradley

.ihd"Is 'continuing ..

this -
aesilnn to a power develop-
ment lur.d,

the jovsmor told i,

ilaliwldi eohlllinct on ll< m 1
CT.0pment That reguilteamennd
*j//may not always be popu

tarnatlVi inafgyr lalt

aflordabte. dependable

LM Y mmmmmemmeeennnan
f coal- flred plants,.the Susit-
“'nt and Bradley, Lake dams,
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' lies. More likely. It will be

.“ome combination olmetb-.,
eon-, "

Including .better

ods,
“aervellon.” .

To help flnance that af-'
fordable,
*. gy (ulure (or Alaska, as

well as lake care of all our
:» other needa, the depart-

memt off Natunall Raisauceti
It required by law to max-
Imlii tha pioplt'a return
eon nllural mource devil-

nol build Suiltna, depend-*.;( Jar, but It la a wilt one for
Ing on the future price ofourstilt and our future.

oil,-agreement on powerV

L
"But ,1-believe
jolng to-have

tomrlhing'that will IttIMII
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* 1 Cethav annkka la Alaali
we'ra/,;d Cemmlialoner ol Nalvral R»-
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dependable enen-"

or alternative energy

.our statewide energy pro-

*«the Anchorace area

Energy decisions
hurting Anchorage
BY VIRQINIA COLLINS " < yion Four-Dam Pool lor m

Southeast, Kodiak, Vatder.*
and Ctennallcn; a much-Y/
needed 371 million annual f

I( there Is equity In

gram. you won't (Ind It In appropriation lor power';"
Anchorage. cost assistance In rural,-'
From 1977 through 1983 Alaska and a 3130 million .j

Ballbelt transmission line
Intcrile that will enable the

Fairbanks/Interior area to ",

re-
ceived only one-(Ifth of the
91.63 billion appropriated

*lor state energy projects avail Itself of low cost,
and subsidy programs, In-  natural (as-generated pow-'
cluding Susltna, yet An-'" er (rom Anchorage.

choroge metropolitan area It Is true that Anchorage ..
residents make up over i..area residents currently en-/t.
one-half of the state's popu- m. Joy reasonable power rates ,
litlon! In other words, for: ; relative to rural communl-/"'
every energy dollar appro- lies; nonetheless these rates »
prioled over the last nine e»> are due to Increase dramot- V
years, 20 cents was car-. Ically within a few short
marked for Anchorage and years._ The stile's decision
80 cents for the remainder to assess higher royalty
of the slate. taxes which will be passed.1
Now the ltate has Imple-\ on to Anchorage area utlll- "
menled a new policy which .. ly consumers raises funda-!"',
will have the effect of a, menial questions about (he
‘hidden stale lax on Anchor-' (almess ol subsidising en-t
age and Southcentral area : ergy costs for one-hall of ',

utility customers. The rj- ; the slate's population
mulatlve Impact ol thla while simultaneously lax-,.
policy will Increase electric Ing the other half; In effect
utility and gas bills by’ creating lwo classes of cltl-'
more than 31 million an- ; sens, the subsidised and (he '
nually or more than 330 J de-subsldlsed.
million over lhe next to This Issue Is greater In ‘s
years. scope than the question of ;.
On April 13, 1963, the whether or not the stale
Department of Natural Re- should assess higher royal-
sources began assessing ties on Cook Inlet natural
higher royally values on . gas.
Cook Inlet natural gas It The Alaska Constitution

sells to producers. The roy- * requires that "The legisla-
*My price Increase will he y ture shall provide for (he
passed on to Chugach Elec- utilisation, development
trie and Enslar customers and conservation of all nat-
comprising approximately e« ural resources belong to the J
250,000 residents through- - stale ... /or Ihe maximum '
oul the Mat-Su Valley, An- benefit ot Its people.” It Is,:
chorage and Kenal PenlIn- r therefore. Ihe legislature's .-v
lull. conslllullonal responslbill- i

In defensa of Its ded- ', ly todetermine if (hel
elon, the department of V state'spolicy lo assessd
Natural Resources would «* higherroyslllai for Cooki
hava us believe that It Is -r Inlet gat meets the test of,;

statutorily obligated to Im- providing for lhe "maxi-1*
plemenl this new policy on-u mum benefit" of all Alas-1'!
filgigrounds Ihal this action '*  kan cttisens, rural aod sir- t'l
would "assure full and pro- _ ban alike.

per royally collection for Clearly, lhal la not the*
the benefit of all the cltl- * case (or Ihe 230.0(0 people ,

rena of Alaska." -f-- who live In our state's larg- «?
In a nutshell, this new ' est urban area — Anchor-

state policy Implies lhal * age.

the cltlsena ol Anchorage -« The Issue of "fairness'

In the Implementation of
our aisle's energy policy, j

and Southcentral Alaska

do nol qualify to partlcl- *
pate fully In tha benafiti -1 will not fads away. Il we

accorded to other cllliani ' (all to addresi Il now, II,,,
of tha itata - namely, low will coma back lo hsunt ui .1
«r utility ratal than would -“! snolhar day and will gal-f-{
bi possible without stale -1 vanlse public opinion ol *{
asslslance. V: every utility ratepayer In t

The state haa clearly ea- Alaska.
tabllshed Its commitment ‘I
to energy aubaldlein
throughout moat olher*" O virgln]i Colllna, a Rapu |t-
arras ol tha state In aan, ||p|attn|t Md[]‘n
effort to reduce lhe etealai NalaH]_ﬂ d

Ing coiti ot power, exam
pics Include ta*c «rnn —it

Rlplaltnlatllal.
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POUCH V
JUNEAU, ALASKA 99811
(907) 465-4941

H ouse Special Committee on Oil and Gas

HCR 29

Alaska has an extensive array of energy programs, though
these programs are often in conflict with one another due to
lack of an overriding energy policy. This lack of policy has
resulted in regional disputes toward energy costs and the develop—
ment of energy projects, disincentives toward energy conservation,
conflicting direction being given to the administration, and
cutbacks in programs providing subsidies on a needs basis.

Recognizing that the implementation of specific energy
programs 1is not a substitute for an energy policy, HCR 29 1is
designed to provide for the development of a policy that will
address energy issues 0ll a broad, statewide basis. Only through
such a policy will it be possible for the state to maximize
development of its thermal resources, maximize revenues based
on these resources, promote lower energy costs to individuals and
the state, and allow for the proper planning of major energy
projects.

HCR 29 1is not directed toward the expansion or curtailment
of specific energy programs, but toward development of a policy
that will allow all present and proposed programs to be viewed
within an overall context. We have been made painfully aware
in recent months of the state"s dependence on energy-based revenues,
and of the pivotal nature of energy prices on Alaska®s economy.
HCR 29 would lend direction toward utilizing energy resources
and energy-program expenditures for the best interests of the people
of the state of Alaska.



Alaska’s Energy Policy:
Power to the People at Any Cost

by Neil Davis

INTRODUCTION |

The State of Alaska is in the energy
business in a big way. More than 90 per-
cent of state government's income is from
petroleum resources-possessions owned
collectively by the people of Alaska/This
income is large, especially for a state hav-
ing a population of only half a million

people, and it allows the state government
to spend heavily. The fiscal year 1985
state budget plans for an expenditure of
33.89 billion, the equivalent of $18,600
per average Alaskan household.1

In 1985 Alaska will spend roughly S600
million, for transportation and public
facilities and another S550 million for
education. The next largest expenditure —
ranking above government administration
itself and above health and social services
—is for providing energy and energy sub-
sidies to Alaskans. Alaska will spend
approximately S480 million on energy-
related matters in fiscal year 1985. This is

because Alaska's state government has es-

Refinery at North Pole, Alaska.

tablished itself as the key provider for the
state's energy needs.

An examination of the FY 1985 budget
indicates a planned expenditure for the
state's energy business asshown in Table 1.
Striking features of this table are the high
expenditure for hydropower and the low
expenditure for research. No for-profit
enterprise with operating and capital bud-
gets the size of Alaska's would consider
spending such a small portion of its total
outlay for research. Exxon, for example,
spent 6 percent of its total 311 billion
budget in 1981 for research, and a tenth
of that was for "basic" research/ Yet, in
1985 Alaska will spend only about two-

Neil Davis, Professor Emeritus of Geophysics at the University of Alaska-Fairbanks, received B.S. and Ph.D. degrees in geophysics
from the UAF and an M.S. degree from the California Institute of Technology. His latest book is Energy/Alaska (University of
Alaska Press, 1984) from which the above photo is taken.

The Northern Engineer, Vol. 16, No. 3

31



One important component of the energy policy ...

is the

concept that all Alaskans should share equally in the
cost ofenergy and that all should have plenty ofenergy

to use.

tenths of a percent of its energy-related
outlay on what might be considered re-
search.

Even if one includes the entire budget
allocated to the Alaska Department of
Natural inv?n-

Resources for "resource

tory/geological investigations™ as if it
were intended for research on energy re-
sources—which of course it is not—then
the portion for research is still less than
1.5 percent. Alaska's energy policy does
not include more than token investment
for research directed toward developing
the state's vast energy resources3 or
toward analyzing state government's self-
chosen role of providing energy to the

people of the state.

ALASKA'S ENERGY POLICY

If Alaska's energy policy has little
room for the generation of new knowledge
and for technical innovation, what is the

policy, and what does it include? Does
Alaska even have an explicit energy poli-
cy? The evidence is that it does have an
evolving energy policy, although one
might not be able to locate a statement of
what that policy consists of at any mo-
ment in its evolution.

Something that sounds like the makings
of a policy is the legislation that requires
the Alaska Department of Commerce mnd
Economic Development, with the assist-
ance of the Alaska Power Authority, tc
prepare annually a new report on the
"Long Term Energy Plan for Alaska."4
The various authors of the reports on the
Long Term Energy Plan do not claim that
the plan is a statement of policy or that it
is even atool for developing policy.5 Yet
the reports contain statements giving im-
plicit indications of the state's energy pol-
icy. Such statements, in addition to the
body of enacted law, do suggest what the
state's energy policy is.

Table 1. Alaska FY 1985 Budget for Energy

Item

Hydropower
Energy Subsidies

Interties: Anchorage - Fairbanks plus Seward

Rural Electrification

Administration

Energy Conservation

Alternative Energy

Research (0.2%)
Fisheries impacts of hydropower
Coal resources
Geothermal resources

(University of Alaska Coal l.ab: 0.180)

Total
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Amount (in millions of dollars)

396.621
25.653
25.082
14.295
13.766
2.434
1.195

0.415
0.400
0.100

S480 million
(12.3% of state budget)

The record of legislative actions over
the past six years, as outlined in Table 2,
hints at the nature of Alaska's energy poli-
cy and its fast evolution. The state's ac-
tions over the years do express an evolving
policy, even if that policy is not explicitly
stated.

The starting point for development of
Alaska's energy policy was the major in-
crease in worldwide petroleum costs that
occurred during the 1970s. High petrole-
um prices and Alaska's status as a major
petroleum exporter together gave the
state money to spend. Those high prices
also caused the state's political leaders to
have genuine concern over the cost of
energy to Alaskans, particularly those in
rural areas.

The flurry of energy legislation in 1978
established a policy that said, in essence:
Alaska will use its energy resources and
the money derived from them to attempt
to hold down or even reduce energy costs
for urban Alaskans, and also to elevate
rural standards of living by providing
lower-cost energy there. The poiicy includ-
ed components based upon a faith in the
concept of increasingly greater petroleum
prices in the future, faith in technology
(i.e., creation of the Division of Energy
and Power Development and the Alaska
Council on Science and Technology), and
faith in the idea that anything can be ac-
complished by showering it with money
(establishment of the Alaska Gas Pipeline
Authority).

Most important, the policy stated that
it shall be the role of Alaska's state govern-
ment to enter the business of providing
electrical energy to the state's citizens
(establishment of the Alaska Power Au-
thority). Why not? The federal
ment did the same thing many years ago

govern-
with its Rural Electrification Administra-
tion and Tennessee Valley Authority.

An element of the state leadership rec-

The Northern Engineer, Vol. 16, No. 3



Alaska's energy policy does not include more than
token investmentfor research directed toward
developing the state’s vast energy resources.

ognized that perhaps the centralization
represented by the major role awarded to
:he Alaska Power Authority might not be
j satisfactory answer for everyone. One
result was legislation forming the Alaska
Energy Center, a public corporation in-
tended to do everything for everyone, but
which resulted-because of its quick ter-
mination-only in an embarrassing waste
of time and money.

The years 1979 through 1983 saw
changes that honed Alaska's energy policy

into its present form. The recognizable
forces affecting the evolution of policy
include one that politicians find difficult
to resist: the demand for jobs that large
energy projects promise.5

Another strong force is the persistent
faith in rising energy costs, an almost blind
trust that inflated costs of fossil fuels will
level all apparent fiscal mountains into
highly negotiable foothills that future A-
laskans can tread across with ease. Best to

put out of mind the possibility that petro-

Table 2. Energy Legislation Implying an Energy Policy

1978 —Alaska Power Authority established.

—Division of Energy and Power Development created.
- Alaska Gas Pipeline Authority established.
-Alaska Council on Science and Technology established.

1980 - Alaska Energy Center established.

1981 - Alaska Energy Center abolished.

—Energy Program for Alaska enacted.

1982 - Alaska Power Authority powers broadened.

1983 - Alaska Council on Science and Technology abolished.

—Division of Energy and Power Development abolished.

- Susitna blackmail clause (consumer balloon payments) postponed until July

1991.

1984 - Susitna blackmail clause repealed.

Fiscal restraints removed from Alaska Power Authority, so that its projects

no longer need be economical or return full investment to the state.

Power Development Revolving Fund established in the Department of

Commerce and Economic Development to pay differences between

actual costs and income from Alaska Power Authority projects.
- Intertie appropriations made forS25million (Seward; Anchorage-Fairbanks).

- Lake Tyee, Swan Lake, Solomon Gulch, and Terror Lake hydro projects

combined for purpose of rate determinations.

- Bradley Lake hydro project authorized for construction at a cost of S300

million in July 1983 dollars.

—Susitna-Watana hydro project authorized for construction at a cost of S3.75

billion in January 1983 dollars.

—Unconstitutional forward appropriations for

1. "power cost equalization™ —S21.7 million annually,

2. Bradley Lake "rate stabilization,"” etc. —S50 million annually, and

3. Susitna-Watana "rate stabilization,” etc. —S200 million annually.

The Northern Engineer, Vol. 16, No. 3

leum prices may stay constant or even de-
cline further. If that happens, a typical
Alaskan fall sets in: the money tree sheds
its fruit and leaves quickly; a hard winter
follows soon behind.

Another strong, growing force is state
government itself. The fiscal year 1985
budget adds 1772 new positions to aug-
ment the approximately 17,000 people
already employed by the state.1Even if
they are not employed by the state, most
Alaskans expect the state to provide bene-
fits that go beyond the basic services
government had provided a few decades
ago. Alaskans now expect state govern-
ment to provide jobs, housing loans, wel-
fare payments, economic assistance to
farmers and businessmen, and subsidies of
all sorts. That state government should also
provide energy only seems natural in an
era when the public expects so much of
government.

These and other forces influenced the
refinements of Alaska's energy policy
from 1979 to 1983. If one thinks that
state government's actions during this
period indicate an evolving policy rather
than merely a battling between different
political elements of the leadership, then
the nature of the evolution is clear.

The elimination of such bodies as the
Division of Energy and Power Develop-
ment and the Alaska Council on Science
and Technology indicates a trend toward
centralization of authority and decision
making and also a move away from the be-
lief that technical innovation and the de-
velopment of new knowledge should be
important components of Alaska's energy
policy.

Along with a trend toward centraliza-
tion, the evolving policy has focussed on
the development of large power projects,
primarily hydropower. The policy looks
away from small, local energy projects
that collectively might depend upon a
variety of energy sources and that might
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require application of new or improved
technologies.

One important component of the
energy policy that has not changed is the
concept that all Aiaskans should share
equally in the cost of energy and that all
should have plenty of energy to use. The
Energy Program for Alaska is accomplish-
ing these goals by means of direct subsidies
to consumers outside the Anchorage and
Fairbanks areas and by means of the re-
quired sharing of power project costs ex-
pressed in the "Susitna blackmail clause”
—primarily intended to force future legis-
latures to invest in large power projects.
The repeal of this clause in 1984 and its
replacement legislation actually did not
signal a change in the policy that all A-
laskans should share equally in the costs
of power projects administered by the
Alaska Power Authority. However, the
new legislation did remove from the power
authority the previous requirement that
its ptojects should pay for themselves.

Prior to 1984, the Alaska Statutes rc-
ouired the Alaska Power Authority to set
rate structures that would return the
state's investment in total. But now, if the
authority builds a project that produces
power at a cost higher than an alternative
source of energy, the authority is allowed
to set rates equal to that dictated by the
cheaper alternate source. All Alaskans will
share equally in the cost of the resulting
shortfalls through the Power Development
Revolving Fund—which isto be filled with
money owned equally by all citizens.

SUMMARY

In summary, Alaska certainly does have
an energy policy. It has some fixed ele-
ments and some that are evolving. Based
upon the actions that express it, Alaska's
energy policy seems to be composed of

the following elements:

« Derive all possible income from export
of energy. Foster, if necessary, new exports
by providing financial assistance using
money owned by the state's citizens. As-
sume an increase in fossil fuel prices of a

few percent each year.

« Provide electrical and thermal energy
to the state's citizens, since it is assumed
that such.a task is a proper function of
state government. Also, subsidize fossil

fuel costs in rural areas.
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* Centralize decision making within state
government and emphasize large power
projects together with an interconnected
intertie network. Use power projects to
promote emoloyment and regional grow'h.
Assume that all technical problems can be
solved during construction phases, using a
base of pre-existing knowledge.

« Do not require that power projects in
themselves be the cheapest means of
power generation in each area of the state.

Use a common pool of money owned by
the state's citizens, now and in the future,
to make up cost differences.

« Do not emphasize use of the variety of
energy resources available in Alaska or of
technical innovation and development of
new knowledge—to do so has no current
fiscal advantage.

| submit that the state's current energy
policy is not in the long-term best interests
of Alaska. Regardless of whether one ap-
proves of rapid growth, the policy proba-
bly is quite successful in promoting growth

—as long as excess funds are available
from energy exports. However, the policy
makes too much use of subsidy and mini-
mizes technological development that will
be needed in future years. We are, in fact,
already wasting money that would be bet-
ter spent trying to diversify our use of
Alaska's copious energy resources.

Our policy places too much emphasis
on centralization, both in energy supply
and decision-making authority. The issues
are complex and difficult to comprehend,
at best. Partly for that reason, and partly
because of the centralization within gov-
ernment, Alaska's energy policy can be
conducted by too few people with too lit-
tle scrutiny.

Perhaps the most serious defect is the
lack of fiscal restraint in the policy that
now exists in 1984. Previously, the Alaska
statutes required that energy sold from
projects be priced to match their costs,
vear by year. The removal of that strin-
gent requirement decreases the pressure
on planners to make energy projects cost-
effective—as long as the oil money holds
out, we have nn immediate sanction to
punish poor planning or costly mistakes.
We are, in effect, putting our problems
off to the future. As rich as Alaska is now,
one would think that we ought to be able
to solve our problems as we encounter
them, instead of foisting them off on our
children.
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NAKNEK ELECTRIC ASSOCIATION, INC.

POST OFFICE BOX 118 « NAKNEK. ALASKA 99633 « PHONE (907) 246-4261

, 1985

Rep. Davis

Labor and Commerce
Pouch V

State Capitol
Juneau, AK 99811

RE: ENERGY EQUALIZATION PERPETUATION CONCERNS

Everyone reads, listens, observes and interprets differently. The best
of intentions can be construed to make "black white."

This 1 may be doing by the following comments. However, 1 should like
to set forth and offer comments and suggestions relacing to "power cost
equalization.”

Recognition of high electric energy costs in given areas of Alaska 1is
acknowledged and should be addressed.

Too, it is realized people "by and large" live where they do, because
of a willingness and awareness Chat it may cost more, and accept such
as a way of life.

Consequently, considerable disparity exists, but Alaskans do have a
good buy 1in their base electrical requiremento with the application

of energy equalization. As an example, from the March 25 addition of
U.S. News and World Report (copy attached), average residential cost
per KWH in New York City was listed as 16.174ell Here in Naknek, Alaska
our average residential consumption is 454 KWH per month at a tariff
rate of $120.59, or 26.56c per KWH, and a credit for power cost equal—
ization of 15.73c per KWH, or net of 10"Y83t(lper KWH "oue-e>f~pockety
expensjif" a lesser cost than New York "City By 5 .~34"*"and"“rn?ar~thir~same
asTiliicago costs per KWH. My chief concern of equalization is three—
fold; the state of Alaska capital budget, perpetuation of the fund,

and placing equalization in the hands of legislative intent.

The seeding of the fund will dwindle, and at some point in time exhaust
itself. This will cause considerable unrest among rural people that
have become accustomed to the stipend, thereby causing hardship 1in some
cases, questions of the utilities, legislators and Board of Directors.
It will be hard to explain the removal and decline of the equalization
fund, once established for their benefit.
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7he following observations misht vei! serve .4 thought for revision
poss ibil ities of PCE legislation .aid L.tv.

Ac 1V8i's end, the Alaska Fewer Authority disbursed in excessof
8.5 million dollars for some 77.5 million "I it on average 11,1.5c
per KUTi. After scanning the rural eVctric borrowers national stat—
istical report of Alaskan systmis, 1 ratio of 5071 appears reasonable
for distribution of residential agai st >11 consumer clussificat®uns.
It appears assumable that fifty percent of equalization could pe
eliminated bv making only residential consumers eligible tor energy
equalization.t

I do not know Che capital budget for PCE, However, it ppoars th.it
about five million dollars will be required to s. ,i.-fy only residen—
tial consumers while Che inclusion >f ail ocher classes could possibly
bring che figure co Cen million dollars. Therefore, let us assume the
program would be funded with Cen million dollars /ear as long as
possible; thus leaving a surplus or five mill ion after satisfying the
residential requirements to be trustee until such time the crust would
generate 1in earningschat amount needed for ?CE payment; of che
future, and require no furtherfunding.

Taking che position chat oniv residential consumers he eligible for
PCE 1is based upon the nature of business today. Take the commerical
account for example. Each areentitled to take from their 1income

the expense of doing business; therefore, in reality, electrical

costs are a deduction for the commercial account. Too, the commercial
account will add the cost of electrical costs to the retail item or
items for sale; or in che case of a service, it will be included in

the service fee indirectlv. Therefore, no need 1is truly generated
for PCE in the. commericai class cf consumer. Lot us lock now upon
the governmental usage of electricity, by funding such accounts,

it is merely pushing funds from one tax pocket to tr.o other, and
providing a budget surplus for the agency, whether it Xxe federal ,
state or local governmental entities.

Only the residencal consumer has r.0o means of regaining excessive
energy costs and truly should be the only recipients cf PCE funding.

It probably is not politically wise to remove commercial accounts from
PCE, however, every justification necessary lies in the fact that
expense is a tax deductible item, and therefore, should be eliminated

from allocation.

These thoughts have been in mind foe sometime, and 1| hope might light
the spark for seme revision of PuE.

Thank you for you: .ime and consTierations.

Sincerely,

rrar.xe
General Manager
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How our rates compare m aw fya

Chugach consumers enjoy some of the
lowest electric rates in the nation, thanks

in part to a long-term supply of inexpen- 0S29.44Q Portland
sive natural gas used to generate power.

Outside: Residential electric bills at 750 KWH*

L . . E2SS50.81SJ chugach
Statistics compiled by the National

Association of Regulatory Utility Com- EESS57.66E££3391 Houston
missioners show that consumers in New

York City pay $107.19 for 750 kilowatt SSeSQSI1S78.14C2SSSHH Honolulu
hours (kKWh) of electricity, more than dou-

ble the S50.81 charged by Chugach. mrimT«mfn«riimiJ>y6.70y5 5B 8 B H M San Diego
Residents of Tampa Fla., pay S60.74 for IS107.19E73232522359 New York

750 kilowatt hours while those who live in
Philadelphia pay S73.08.

In Alaska**

Chugach’s rates have remained suprisingiy £23548.99 [ 3 Anchorage (ML&P)
constant over the past 30 years, although

electrical usage has soared. The average 1558.69(22523 Homer

residential usage in 1984 was 805.4 kWh

per month. 1S66.29 Palmer

HSSS"91S84.25 FBBgBJggEa Fairbanks

UBS 8s124.19 E55 Kodiak

*As of Feb. |. 1984 Source: National Association of Regulatory Utility Commissioners
"As of March |, 1985 Source: Alaska Public Utilities Commission



Alaska's

gl

Context

An Informal Tour
of a Modern Maze

by Arlon Tussing

WORLD ENERGY FUTURES

How one looks at Alaska's energy policy choices depends mainly on
one's perceptions c' what world energy markets will look like over the next
10 to 20 years. Some of the perceptions that stood behind the State's poli-
cies during the late 1970s and the early 1980s now need to be reassessed.
Specifically, we should look again at the notion that we face a long-term
tightening of energy markets worldwide, and that oil prices (and, hence, the
value of Alaska's fossil fuel resources) will continue to increase without letup.
It is time to reexamine the belief that Alaska can look forward to brighten-
ing prospects for energy-related export ventures which could, in turn, sustain
economic growth in the state.

Arlon R. Tussing is professor o f economics at the University o f Alaska's Institute
of Social and Economic Research. Anchorage, and president of ARTA, Inc., Seattle,
Tussing Is well known for his impressive record in the pastfew years for controversial
but accurate forecasts in the energy pricing market. He is co-author of "Tha Natural
Gas Industry: Evolution, Structure, and Economics."
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This belief rests on a fundamentally flawed picture of the
world energy outlook and Alaska’s energy-related opportunities.
It reflects, at best, a myopic view of the events of the 1970s. The
last few years showed that lasting and worsening energy traumas
are not inevitable, at least in the short term. And a look at the
cycles and trends of energy prices over the preceding hundred
years calls into question doomsday rhetoric for the long term,
as well.

History shows us that oil prices, in particular, are violently
cyclical, at least without an overwhelming regulatory presence like
that of the Texas Railroad Commission between 1935 and 1972.
Oil is a commodity and, like soybeans or copper, its price fluctu-
ates annually and over longer periods. If we look at 130 years of
crude-oil prices in the United States, we find no long-term trend;
that is, the overall pattern is pretty flat - with an average some-
where on the order of S14 a barrel in today's prices. But we also
find dramatic short-term fluctuations: prices have moved up or
down an average of about 20 percent per year.

Perhaps the most important lesson to be gleaned from these
historical statistics is that there is no confident basis upon which
to forecast oil prices in the year 1990, 1995, or 2000. It is not
inconceivable that prices will again reach down to the levels

prevailing before 1972 - less than S10 per barrel in today's
dollars —or that spot prices could for a nonce reach S50 or more.
The important point is that even if, as | suspect, S15 is about the
"right" price for the long run, S15 is not a stable "equilibrium*"
that provides a basis for long-term business or public planning.

In the years before 1973, the energy establishment -sumed,

perhaps unconsciously, that there was such an equilibrium be-

These sections of pipe were being moved from storage yards at
Fairbanks, Valdez and Prudhoe Bay to intermediate storage sites

20

cause the Texas Railroad Commission had been stabilizing domes-
tic (and, with the help of the Seven Sisters, global) oil prices for
decades. From 1935 to 1972, the average annual change, up or
down, in U.S. constant-dollar crude-oil prices was only about 4
percent. The Commission wielded such power because Texas
producers controlled and contained the bulk of the world's
discretionary oil-producing capacity. Texas authorities could
increase production enough to cover any surge in demand result-
ing from a world-wide economic boom; they could also slow down
production to prevent a petroleum glut and consequent price
crashes.

As a result, we were blessed with 35 to 40 years of stable oil
prices. In a sense, it was a fool's paradise that gave rise to the
conviction that there was indeed a long-term equilibrium price
of oil. Stability led to complacency, and the world shifted almost
totally to dependence on oil for its industrial, electrical-generation,
and transportation fuels. During the 1960s, for example, Japan's
oil consumption expanded at a compound rate of 18 percent per
year. Even in Europe, a7 percent compound growth rate prevailed.

Reality obtruded in the early 1970s, however, when Texas
(and Louisiana) ran out of the spare producing capacity that
allowed state conservation authorities to use their power over
production rates to prevent the Middle Eastern crises of 1954,
1957, and 1967 from causing more than a ripple in prices. The
disturbances of 1973-74 touched off a consumer panic.which
produced a
nations of the Middle East then voluntarily and
reduced their production (without any urging or direction from

run-up of spot-market prices. The oil-producing
individually

OPEC) and reduced their exports to a degree that sustained prices
at the spot-market levels reached at the peak of the panic. The
initial price run-up had so inflated their revenues that they didn't

along the 800-mile trans-Alaska pipeline route. (All pipelir

photographs courtesy of Alyeska Pipeline Service Company.)
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know what to do with it all. During this period, even Alaska's
government leaders suspected that the era of rising oil prices
meant that oil left in the ground would yield a higher and more
secure return than any conceivable investment founded on today's
cash proceeds from oil production.

A similar progression of events unfolded in 1979. This time,
however, the market panic that arose from the Iranian Revolution
was not even a response to an actual cutoff in supplies. The supply
shrinkage happened only after prices went up, and the cutback
was engineered in Saudi Arabia - not in Iran. This second oil*
price shock pushed prices to a level that was seif-defeating. The
oil states had now largely priced oil out of the world's industrial
fuel markets.

At any price above S20 in today's dollars, there is no market
for oil as an industrial bulk fuel or for the generation of electri-
city, wherever coal or natural gas is available. Coal from new mines
in North America shipped through new terminals in new ships can
be burned in new plants with scrubbers or other technology suffi-
cient to meet the tightest environmental standards, at any tidewater
site in the world, and still undercut S20 oil. lhe nearly unlimited
availability of coal in the long run therefore ultimately sets a
price cap on oil somewhere below S20 a barrel.

By the same token, as long as oil is priced anywhere above
S20 per barrel, industries throughout the world will continue to
reduce their consumption of oil in favor of coal (or natural gas,
or other energy resources with favorable local economics). The
world, after all, has no need for any specific energy commodity.
All that civilization requires are the calories for light heat, and
motive power, and simple hydrocarbon molecules to serve as the
building blocks for making more complex organic chemicals. For
each of these used, established technology offers several candidates,
and liquid petroleum will remain the fuel or feedstock of choice
in each one of them only where and forso long as it is the cheapest.

The price run-ups of the 1970s were thus not the product of
terminal resource depletion, but only artifacts of a too-long
suppressed commodity cycle. Such cycles are inevitable, however,
because fuel-use decisions are incorporated in long-lived capital
goods, like transportation equipment, buildings, industrial pro-
cesses, and appliances. Periods of short supply give way to buyers'
markets and vice vena because neither production nor demand
can react instantaneously to changed circumstances, but they do
unfailingly react. ,nd, because of the delay and uncertainty of the
reaction, they tend to overreact.

The reactions and overreactions to the market conditions of
the 1970s still have plenty of momentum. Even today's economic
recovery does not bode well for oil producers and other energy
purveyors struggling with a glutted market. Revival carries with
it some short-term consumption gains, but it means mainly a more
rapid replacement of fuel-inefficient vehicles, buildings, industrial
machinery, and appliances by durables designed in a high-price,

energy-conscious environment.

WPPSS AND
OTHER PUBLIC ENERGY PROBLEMS

A number of oublic power agencies that made long-term in-
vestments based on the faulty wisdom of the immediate past now
find themselves in deep trouble. The public power agencies of

Th» Northirrt Engin**r, Vol. 16, No. 7.

western North America, for example, embarked on a very large
construction program because they anticipated higher and higher
alternative fuel prices and because they assumed that electricity
demand was largely insensitive to price. The Washington Public
Power Supply System (WPPSS) invested in a nuclear future. Pri-
vate utilities and public oower agencies in several Western states
invested in expensive coal-fired plants, while British Columbia's
public power agency pushed forward a massive scheme for hydro-
power development.

These agencies are now finding, however, that the power
simply is not needed in their own districts. Worse yet, nobody
else needs it either, at least at prices proportional to the debt
service they incurred in construction. High prices have depressed
demand, and even higher prices for incomplete and abandoned
plants could provoke a dangerous "death spiral,” in which utili-
ties attempt to charge higher per-unit prices asdemand falls, which
exacerbates their sales losses.

A nuclear plant, for example, has an enormous embedded
fixed cost. But once it is built, its operating costs are trivial.
What this means is that in a supply surplus, the utility and its reg-
ular consumers benefit from sales to marginal and off-system cus-
tomers, so long as they pay anything at all in excess of variable
operating costs. The same is true - even more so — with a hydro
project like Susitna whose fixed costs per kilowatt of capacity
are greater, and its operating costs per kilowatt-hour of sales even
less, than is the case for nuclear generating stations. [

Consider these events: British Columbia Hydro, facing a
huge surplus of power it cannot sell within the province at a price
that will recover its costs, has executed a long-term sales contract
with the Los Angeles Department of Water and Power. The city
will use the imported power to displace oil-or gas-fired generation.
Meanwhile, Bonneville Power Administration has been offering
its surplus hydropower to California utilities for what it perceives
to be their "avoided cost" for fossil-fuel generation — about 4.5
cents per kilowatt-hour - even though fixed-cost amortization
for the WPPSS plants may run about 12 cents. BC Hydro offers
its hydro surplus for less than 3 cents, however, whereupon the
administrator of Bonneville (sounding like one of the villainous
private-power magnates of yore) says: "Our transmission lines are
not common carriers and we have no obligation to carry power
for others to the detriment of our own marketing program.”

Now what does BC Hydro do? It goes shopping around the
State of Washington, reminding those utilities who are tied to
the Bonneville system that Bonneville is going to jack up their
rates to cover the costs of the recently completed and soon-to-
be abandoned nuclear plants. 8C Hydro then offers to sell power
discount off

to these utilities in the future for a substantial

whatever price Bonneville charges. Ironically, BC could sell to
some of Bonneville's regular customers in the Northwest with-
out obtaining access to Bonneville's lines. Seattle City Light,
for example, has transmission lines extending to the Canadian
border; this utility would probably be delighted, moreover, to
"wheel" British Columbia Power for the Snohomish PUD, various
aluminum companies, and other customers that are now captives
of Bonneville. Bonneville's latest attempt to avoid a cutthroat
battle over the California market has been to propose itself as

leader of a cartel of potential suppliers.
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This situation arises because Northwest utilities and public
power agencies are all troubled by excess capacity bearing high
fixed costs. 9ut at least they do have options for wooing export
sales. Susitna wouldn't even have this safety valve.

The parable of today's Northwest power surplus also illus-
trates the general state of world energy markets. Everywhere we
turn, inter- and intra-fuel competition is more intense than at any
other time in living memory, and the potential for price-cutting
wars exists in many quarters. Oil markets have yet to succumb to
panic and disorder on the way down (as they twice did during the
1970s on the way up), but every OPEC country without excep-
tion has a growing budget deficit. Some of them are very poor,
and their leaders have to cope with tremendous domestic problems
and unrest. Once a price war breaks out, they will exhibit little
discipline in cleaving to the production and price mandates that
OPEC may issue.

OUTLOOK FOR
THE YUKON-PACIFIC PLAN

The present and continuing surplus in world oil markets has
implications for Alaska's export energy dreams. The Yukon-Pacific
plan for exporting North Slope gas is based on the notion that the
Japanese and Koreans will surely wish to purchase Alaska's g3s
(transported through a high-cost pipeline) even though utilities in
the Lower 48 do not. Project promoters point to the quest in the
Orient for energy diversity and for reduced dependence on Middle
Eastern energy sources. Even if this remains a major goal. Japan
and Korea are still looking for diversity at the lowest possible
price relative to Persian Gulf oil.

And therein lies the glitch. Future oil prices are wholly un-
certain and, as | mentioned earlier, a price rout is not inconceiv-
able sometime in the near future. Investors today, whether they
be North American or East Asian, will not touch any new oil-
displacement project that could not survive acontinued downward
drift in oil prices for maybe another ten years. No one is going
to risk S20 to S30 billion on an LNG export project whose cost
recovery demands stable or even upward-trending oil prices.

Worse yet, Middle Eastern oil is no longer the strategic com-
petitor to international LNG schemes. Huge surpluses of flared or
shut-in gas are available to Pacific Rim markets from tidewater
locations that do not need an all-Alaska pipeline, or its counter-
part in Canada. It is gas-to-gas competition that will henceforward
determine the export value of North American LNG. The value to
Japan of anew LNG supply may in some sense be worth the price
of the crude-oil imports it displaces, but the huge global inventory
of undeveloped gas reserves means that a Japanese company
would be foolish to promise that much. Is it reasonable, in other
words, to expect Japanese or Koreans to offer a price for Alaska
gas sufficient to cover a S30 billion pipeline when gas is still
being flared in the coastal oil fields of Mexico, Saudi Arabia, and
Indonesia, and while the USSR, Malaysia, China, and a host of
other countries have discovered but unexploited coastal reserves
of "non-associated" gas? J

CHOICES FOR ALASKA

What is going on outside of Alaska does indeed affect energy
choices in this state. Anyone who thinks that a very expensive.



capital-intensive hydropower project is justified by the expecta-
tion of further increases in the price of fossil fuels, and that
Alaska's natural gas and coal are more valuable as expons than as
domestic fuels, is taking the risk of replacing the lowest-price
thermal energy in North America with about the highest-cost
large-scale electrical generation anywhere in the world.

Alaska's economic prospects are already shaky because of the
state's utter dependence on its oil exports. There is risk of further
crippling the state with huge capital investments, like Susitna,
that may not be able to pay for themselves. Repeating on a larger
scale the hydro project problems in southeast Alaska is really
asking for trouble. If oil prices five years from now are inherently
unpredictable, however,'and long-lived megaprojects like Susitna
unacceptably risky, how can a community plan its own energy
future?

Foremost, the choice of energy alternatives must be tied to
the life cycle of the equipment in question. Diesel generators and
combustion turbines have an advantage over highly capital-in-
tensive projects like most hydro or nuclear power plants because
a utility can write off the equipment in a relatively short time.
The bulk of the cost of power generation with such initially low-
priced installations is fuel. Thus, if demand is less than anticipated,
the utility can shut down the generators (thereby saving fuel costs)
without suffering high recurring fixed costs for debt service. If
oil proves to be an unattractive fuel source in some future year,
diesel generators or turbines can be mothballed or even retired
with comparatively little financial trauma. Conversely, if power
demand grows faster than expected, the utility can buy such oil-
or gas-fired equipment practically "off the shelf" and have it
installed in a matter of months.

The argument for many high-cost energy-supply ventures
rests on the proposition that they will pay for themselves in 20,
30, or 50 years, even if they are uneconomic at the beginning. It
should be obvious, however, that projections of energy "needs,"
fuel costs, and technical options extending more than 20 years
are merely convenient fictions, and they should have little credi-
bility as the basis for today's investment decisions. A utility or a
public entity considering laying out a lot of money on a big
central-station generating plant on the basis of a 20 to 50 year
cost-benefit calculus should, at minimum, look at the "downside™"
risks. It should not, for example, launch big hydro or nuclear
programs unless facility construction is justified by the lowest
reasonable power-demand and oil-price forecasts. One element
continually missing from the Power Authority's Susitna assess-
ments is, however, a clear explanation of the consequences for
Railbelt ratepayers, the State's fiscal position, and Alaska's econ-
omy if the demand and fuel-price projections of its carefully
selected forecasters turn out to be wrong.

One effective way around the dangers of backing the wrong
horse in power generation is to have a variety of generating tech-
nologies. Ideally, utilities should use a different technology for
their base-load generation from the ones they use for peaking or
reserve capacity. Small communities, obviously, have fewer
opportunities for diversification. In the Railbelt, nevertheless,
a mix of technologies is certainly attainable —although the likely
price and availability of natural gas in the region may well argue
for aconcentration in gas power over the planning horizon.
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NATURAL GAS AND
ALASKA ENERGY DEMAND

Not everybody agrees with the Acres, Battelle, and Kentco
reports that rejected natural gas as a fuel for the Railbelt on the
theory that its price in Alaska will be tied to a rising oil-import
price in Japan. The export market is probably not the decisive
element, whether or not that market for gas grows. Right now,
the proved reserves of gas in Cook Inlet are equal to something on
the order of 70 years of Anchorage-based demand at today's
level, and at least 20 years if the gas-consuming industrial plants
on the Kenai and the present LNG export facility are included.
That's a lot of energy security by anyone's standards. Neverthe-
less, there is little likelihood that today's proved reserves contain
all that will ever become accessible to Southcentral Alaska. As
long as reserves represent more than 10 or 15 years of future pro-
duction. it just doesn't pay the oil companies to search for gas or

Aerial view of Devil Canyon. (Photograph by Eric Yould.)
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to drill up known prospects that are not yet considered proved
reserves.

In any case, enough gas has already been discovered to serve
Anchorage basin gas-utility demand and Raiibelt electrical demand
at lower cost than Susitna power, at least through the rest of the
century. In a sense, this outlook enables Railbelt citizens and
their utilities to put off the need to choose among high-capital
cost options. Cook Inlet gas will be there at an acceptable cost for
as long as it's worth thinking about.

Years ahead, when and if Cook Inlet gas is truly nearing de-
pletion, there will be plenty of time to look at alternatives, in-
cluding coal, medium-size hydro projects like Bradley Lake and
perhaps even megaprojects like Susitna, Cook Inlet tidal power or
a new, less troublesome generation of nuclear plants. But now is
not the time to consider them as realistic planning alternatives or
to spend tens of millions of dollars each year in the engineering,
promotional, or research and development efforts on options that
may not even be in the running when something new is really
needed. When the gas begins to run short, the Railbelt will have
plenty of warning, and you can bet that technological options
are going to be a lot more varied and sophisticated 10 or 15
years in the future than they are today.

COST OVERRUNS

In addition to the darger of long-lasting supply and price
commitments attendant to high-cost, capital-intensive energy
projects, these ventures pose notorious dangers of cost overruns
during the construction period. Cost overruns can triple or quad-
ruple project costs. They are, of course, a management problem
and they are subject to the swings of inflation and interest rates.
But there is a far more insidious problem; the forces and rationales
within the community that press for these megaprojects are indif-
ferent to costs. More precisely, the demand within Southeastern
Alaska for state-funded hydro projects was based more on the
short-term payroll effects than on future energy needs. And
because of this, there is a tendency for the boomer factions in
Alaska's public life to act as if the bigger and more expensive
the project, the better it will be for the state.

The big thrust for Susitna indeed arises not so much because
there is a respectable case for it as an investment in Alaska's
distant future, but rather because it involves enormous spending
in lue near term. The more costly it is, the more jobs it would
"create,” and the more popular it becomes with everyone who
perceives it will be built with somebody else's money. Susitna
is the most popular project in the neighborhood precisely because
it is the biggest. In this context, the forces that select these proj-
ects can be expected to undermine any will on the part of a com-
munity's political system to control costs. It would be incon-
ceivable, in light of the principal motivation for building the proj-
ect, that the Power Authority would he allowed to hold costs
down by hiring Korean construction firms to build Susitna with
Pakistani (or even non-union American) labor.

Consider the Four-Dam Power Pool in Southeast Alaska.
Every stupid disaster connected with that project was warned a
gainst by outside consultants, by skeptical legislators, and even
by Power Authority staff. The projects were too big, they were
goldplated, they were incompetently managed, and they were

built without power-sales commitments or long-term financing.
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Even those legislators from the affected communities, who under-
stood the problems, nevertheless voted to approve them, because it
was clear that the communities to be served by the dams would
bear none of the costs of overbuilding. Anyone who looked
thoughtfully at those programs (and there were many) knew that
they were overbuilt and that the cost of power, if it was market-
able, would exceed what a smaller project could have yielded, and
would in fact exceed the costs of diesel alternatives. The Power
Authority went ahead anyway with the explicit or tacit consent
of both branches of state government because the true thrust of
the program was to spend construction dollars. The Power Au-
thority thus let itself get into the position of trying to do well
what shouldn't have been done in the first place.

Alaskans will
industry as long as it is sustained largely by federal appropria-
tions, big oil companies, or a seemingly bottomless state treasury,

naturally regard construction as a "basic"

and wherever the members of the impacted community are not
clearly responsible (through taxes, utility rates, or bonded indebt-
edness) for the costs of overcapacity, gold plating or pyramid
building. In Alaska's present political mood, checks and balances
are both weak and unpopular. It would be too bad, however, if
the only effective check on construction boondoggles turns out
to be a deep economic slump, accompanied by a
wave of defaults on state-sponsored ventures.
Let me conclude with a half-upbeat note.
No longer are huge costs overruns in-
evitable or even likely on every big
project.
In the 1970s, macroeconomic
conditions doomed large
construction projects
everywhere to cost
overruns. General
inflation was
accelerating,
and interest
rates were

moving in

\

track.
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Ouring that period, labor rates for construction ran ahead of infla-
tion. Environmental, safety, and other technical regulation was
becoming more complex and demanding.

therefore,

Everybody, chronically under-

estimated "as-built" costs, construction
times, and interim financing costs.
tight

and the collapse of unrealistic expectations

Now, money, surplus capacity,
about future energy prices have given us a
construction-services
bids are

in under the owner's engineering

global and national
market (outside Alaska anyway),
coming
estimates and projects are coming in under

budget and on time. The era of inevitable

massive cost overruns and delays is over,

along with the energy crisis and the boom

and shortage periods of the 1970s. 8ut this

outlook may not carry much hope for .
unneeded or ill-timed projects. Cost over- I
runs can be expected to continue for public

projects in Alasxa as long as there is no will

to control costs, as long as state funds .

treated as

are if they belong to

nobody, and as long as those who

.make the 00-anead Hpricinn rinn”-

bear the responsibility for nl- -
,timate costs. Cost overruns

will be the norm as long

as state-funded projects,

and particularly hydro
projects, are advocated

largely as public works
programs to keep the
construction industry in
business and growing. ¢
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INTRODUCTION

Energy Options 85 was a three day conference held on March 8-11, 1985 at

the Egan Convention Center 1in Anchorage. The conference consisted of a
two day general conference for the public, followed by a single
professional day. Its energy trade show received 2000 visitors over the
three day period to the substantial satisfaction of 40 exhibitors. Over
400 participants attended 94 sessions on the technical, program and
policy aspects of conservation and renewable energy. Sixty speakers
from Alaska, Canada, and the lower 48 shed light on the major

accomplishments 1in this field that can contribute to Alaska®s energy
picture.

For example, Jan Hamrin of the Independent Power Producers Association
reported that California now has 1,050 MW of independently produced
energy on line and generating electricity in tha California grid.
That"3 a 525k increase since 1981. A total of 6.000 MW are on contract,
with 60k of these 1in co-generation, wasta-to-energy and biomass.

Canada and Scandinavia have demonstrated that climatically appropriate
research and development have produced impressive results 1in arctic

energy technologies. Tha Swedes have produced quality housing that
typically consumes 50k of the energy of Alaskan homes. Our neighbors,
the Canadians, have researched, demonstrated and commercialized
superinsulated homes in a period of 7 years. Confidence in this
tachnology 1is so high that the Canadian government now offers a S3,000
rebate toward the construction of a superinsulated home. As a result of
these research efforts, 3uperinsulation is now being demonstrated 1in
Montana and 1in an aggressive 500 unit program by Bonneville Power
Authority. Denmark, at the same latitude as Ketchikan, has 1invested

profitably in producing the best marine quality wind generator in the
world.

By identifyin- conservation and energy management 93 a supply option,
utilities nationwide ."ave moderated growth, reduced load or stabalized
rates as needed. The City of Tacoma has recently adopted a stringent
building code for their climate, <R 19 walls, R 38 ceilings and triple
pane windows) because 1t3 cost at 1.9c per KwH 1is substantially lass
than the cost to produce new electrical resources. Pacific Gas and
Electric (PGE) has a better buy in it3 residential audit program at 3.1c
per kwh, commercial energy investment rebates at .7c per KwH and

appliance efficiency rebates at 2.5c per KwH, than their marginal cost
of electricity at 8.7c per KwH. Fully 40k of PGE"s 10 year 1load forcast
is projected to be met through conservation and load management. Closer
to home, a recent roevaluation of Chugach Electric Association®s
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raaidential load forcast found that a 30* shortfall 1in projected demand
could be largely attributed to iIncraaaaa iIn appliance efficiency.

Energy management haa emerged aa a important economic development

strategy. The California Energy Commiaajon reports that the corporate
energy tax credit in that state is responsible for creating 21,000 job3
and 31.1 billion in economic development. The coat to tha atata waa
3120 million 1in reduced taxes. Private sector interest 1in Alaskan

energy production waa clearly in evidence at Energy Options 85.

THE ECONOMIC CLIMATE FOR CONSERVATION AND RENEWABLES

Conference participants recognized that the advances in Northern
technology achieved by Sweden, Denmark, Canada, and California can be
equalled in Alaska. They noted that in spite of high energy costs and
abundant energy resources, the positive atmosphere that has made for
significant development of those technologies 1in other countries seems
to be absent iIn Alaska. Three examples illustrate the point:

« It 1is ironic that the Railbelt, which haa the largest 1load
center in the state, has not explored load management,
cogeneration, conservation or supply alternatives similar to
the California experience. Tha cost3 for investing iIn these

technologies is typically less than Southcentral marginal
anargy ccst3.

» The longest term benefit to Southcentral Alaska would be 1in
managing Cook Inlet gas reserves to achieve i1t3 maximum ¥Ffuel
potential, yet combustion efficiency for Southcentral

electric utilities 13 commonly under 30*.

» Investment tax credits, energy tax credits, and other- state
incentives could attract investors to take an interest 1in
bu3h waste heat recovery, yet the state has assumed virtually
100* of the funding of this activity.

Several elements must be present to foster a positive atmosphere for a
diversified energy supply based on local resources. They are:
* positive government programs that focus on resource

assessment, research and development and financial 1incentives
for investment.

* certainty 1in the economic climate based on stable, positive
regulatory and administrative environment.
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a highly compatative and technically competent and
diversified energy industry.

* a utility systenm or grid that has not overbuilt its
electrical generation capacity.

The majority of participants at Energy Options 85 support a realignment
of 3tate enregy policy that would attempt to balance equity with 1long

term sustainability. This integrated approach to energy programming
would be based on restoration of incentives for energy investment,
well-planned research and development, and efficient housing. Rural
Alaskans still face high energy costs and the larger context of the cash
poor rural economy. They can best be served by an effort to move

conservation and renewable technologies into the market place or supply
system while the state still has money to bridge high cost3 with
subsidies. The following sections outline progranm elements to achieve
this goal.

THE ENERGY PROGRAM FOR ALASKA: A REALIGNMENT
Energy Efficient Housing

Building construction efficiency was a major focus of Energy Options 85.
Emphasis continued on presenting to over 2000 builders and homeowners
current and available energy efficient technology. In a panel
discussion on efficient construction, builders noted that although the
heating season in Alaska 1is two to four times 33 severe as as the lower
48, the majority of homes built in Alaska are built to lower 48
standards. The consensus among builders was that the general public
still 1is unaware of the cost benefit of energy conservation in comfort
and dollar savings. Although moat people are familiar with conservation
techniques, they do not have the tools to quanitfy the costs of
installation and the benefits of reduced fuel bills. Scores of
privately built energy efficient Alaskan houses have not been monitored
for performance.

Documentation cft household energy use reveals that the cost of home
heating exceeds electrical cost in rural Alaska by as much as a factor
of five. The quality of new construction i3 largely dependent upon HUD,
an agency that has difficulty in responding to local priorities. While
funding seriously curtails the possible investment by HUD 1in energy
efficiency, the shortfall 1is often paid many times over 1in Low Income

Energy Assisstance payments. Furthermore, rural homes are reknown for
cold floors and drafts that jeopardize the health of children and
elders. Sweden, on the other hand, has defined energy as a housing
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problem and initiated a series of Incentives that have achieved a
comfortable housing 3tock that is fully 50* more efficient than its
Alaskan counterpart. It is in housing that the most significant gains
in energy savings and health benefits can be made. Two promising new
developments within the housing industry took shape this year.

* The Energy Morgage Valuation Program. gives an energy rating
to homes to inform the purchaser of the energy efficiency of
the structure. Home buyers are able to qualify at a higher

debt to income ratio to purchase energy efficient homes
because their higher monthly morgage payment will be offset

by lower fuel bills. This program, developed by the Western
Resources Institute, has been approved by both Fannie Mae and
the Freddie Mac. The Morgage Valuation program can stimulate

the market for energy efficient homes by 1increasing the
number of income qualified homebuyers and by covering the
higher cost needed for many energy efficient features. An Ad
Hoc committee of the building industry, partially funded by
DCRA Office of Energy Programs, has gained support from tha
building and financial communities. The support expressed by
Governor Sheffield for Morgage Valuation during Energy
Options 85 will strengthen the program and help to secure the
capital necessary to implement the program.

« Lighting and Thermal Efficiencv Standards: after a four year
delay, the DCRA has and made notable progress toward
developing Lighting and Thermal Standards for Alaska. A 17
member statewide advisory board has met to review existing
standards from other states. It has developed up-to-date
costs for the construction of energy measures and fuel for 15
regions of the state. The committee expects to have regional
residential standards 1in place by the end of 1985.. The
quality of the Efficiency Standards effort has left the
conference participants optimistic about 1its outcome.

To compliment, these two initiatives, additional actions are suggested:

* evaluate existing Alaskan energy efficient housing for
thermal performance, air quality, construction techniques,
cost of construction, ect.

» set up a committee like the Lighting and Thermal Standards
Committee to specifically investigate the real costs and
benefits of superinsulation and energy efficient design.
Benefits go beyond simple fuel savings to include comfort,
daylighting, etc.. One large commercial Ffacility reported a
15k decline 1in absenteeism upon moving 1it3 employees into a
structure designed for energy efficiency and daylighting.
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Tha 1increase in productivity more than compensated for the
increased cost for the energy features.

» incorporate the findings of the Superinsulation Committee
into a carefully planned research and development program,

(see below)

* Disseminate findings to lay and professional communities.

Restoring the Economic Climate for Conservation and Renewal Energy

In session after session conference participants stressed that the
continuing energy subsidies in Alaska provide no long range solution to

high energy co3t3;and that our current energy technology is
inappropriate to the actic and sub-arctic climate. They noted that
state projects and budgets are electricity centered, sidestepping the

larger problems and opportunities of space heating and transportation.
Energy businessmen and women substantiated that the current subsidies
have dramatically depressed the market for conservation and renewable

energy technologies. Rural utilities, who have found their most
reliable customer in the State of Alaska, have no incentive to reduce
operating costs. Rather, there are indications that subsidies are

actually encouraging consumption, 1increasing dependence, and, therefore,
the requirement for state subsidies.

Beyond these fundamental problems 1is the recognition that the system of
subsidies probably cannot survive the reality of declining revenues and
will have to change. The result of the change is unknown and somewhat
secondary to the reality that private investors can not responsibly
consider business ventures in a climate of such economic uncertainty.

With these parameters in mind, Alask
realigned in tha following ways:

S Energy Progranm could be

* Develop a standard for evaluating the cumulative costs and
benefits of energy subsidies. Set up long term strategies to
achieve increased efficiency and the lowest cost,
unsubsidized energy option. (The 1985 Energy Plan takes a

first step in this direction, but even this accomplishment
becomes valueless, unless the Plan becomes the basis for
state energy budgeting.)

* Give (greater funding and planning authority to regions and
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communities to achieve a better match for climate and program

delivery. Concentrate on communities and regions that are
motivated and have demonstrated sufficient planning and
administrative support to succeed. Let these first efforts
serve as a demonstration for communities and regions
currently dealing with non-energy priorities. Build success 1
Require that utilities participating in the power cost
equalization program maintain or increase operating
efficiency. Assist PCE utilities to accurately record costs

and improve plant efficiency.

Provide 1incentives for utilities to reduce production coats
and for consumers to increase end-use efficiency.

Encourage utilities to provide information and load
management programs for their ratepayers.

Establish a corporate energy tax credit for private sector
investments in wind, geothermal, coal, solar, biomass,
waata-heat recovery and building energy management.

Research and Development

Equally important to a positive economic climate 1is confidence in the

technology and resource evaluation. Past State efforts in renewable
energy have typically been demonstration projects that had never
undergone applied research or modification for Alaska. Siting was
sometimes based more on political reasons than than on the quality of
the energy resource. Compounded by understaffed project management and
a systematic lack of monitoring, many projects have yielded
disappointing results. Consequently, the value of renewable energy

technologies has come into question.

As a young state, much of the available energy resource data is too
tentative for resource development. Alaska needs to assess and perform
a production quality inventory on ail its energy resources from high
efficiency housing to completion of the peat inventory. A production
quality inventory would allow communities and private 1investors to
evaluate their energy options with greater confidence.

The resource assessment should be complemented with a planned,
systematic research and development program to determine the best energy
technologies for Alaska. Projects should build cn one another and
rigorously promote only successful technologies. In 1985, the State of
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Ala3ka will spend S480 million on energy related natters, ranking above
state administation and health and social services 1in expenditures.
Thi3 makes Alaska the 3ixth largest energy corporation in the Uu.S.
Exxon and other energy corporations allocate X of their budgets for

research and development. Yet Alaska®s 1985 energy R and D budget was
L2* of the total. Moreover, the state can better utilize research
talent on hand. The energy expertise that the university and in private

industry 1is substantial.

Energy cost3 continue to undermine Alaska“s competative position in

producing goods and services, thereby effecting the strength and
diversity of the Alaska economy . Political leadership and vision 1is
required to develop viable options. By improving its energy and
investment efficiency, Alaska stands to benefit from innovations that
increase the value of its royalty resources, or diminish the demand for
General Fund transfers. Therefore, the State should embark on on
incentive rasearch program which addresses real problems directed toward
controlling and conserving energy use. Such a program would:
* adequately fund the Division of Geological and Geophysical
Survey, and other agencies as appropriate, to assess and
inventory energy resources to include wind, geothermal, peat,

biomass, and coal.

* plan an integrated and targeted R and D program. Standardize
reporting procedures for data from research.

* Track research activities in other Northern countries. Where
possible cooperate on research projects to maximize funding
and reduce redundancy. Coordinate with the federal Arctic

Research program.

» Target a allocation of 2X 0X energy related funds to research
and development.

Information Dissemination

A problem that is voiced year after year at the energy conference 1is the
lack of specific technical information on Alaskan applications of energy
technologies. This year builders and designers agreed that the general
public is still unaware of what energy conservation can mean to them 1in
terms of comfort and dollar savings. Utilities can provide for the
information needs of many of their ratepayers. Professional groups,

community leaders, and industry associations need well organized,
targeted energy information to perform their jobs. The energy resource
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and demand issue is easily as complex as the land issue has been for

Alaska. Substantial progress was made in land issues only after a
determined effort was made to coordinate the players and comprehensively
record and disseminate information. Therefore:

Make a primary objective of disseminating information 1in the
most usable and consistent forms possible.

* Coordiate with utilities, professional organizations, and
local governments for dissemination.

SOURCEBOOK
The Energy Options 85 Sourcebook and Proceedings chronicals in depth the
technical accomplishments and policy perspectives presented at this

year®s conference. Copies can be ordered from CARE, 1Inc., P.O. Box
4-1464, Anchorage, AK 99509 for S 15.
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EXECUTIVE SUMMARY

COMPASS NORTH:
Setting a direction for the future

Alaska 1is "unique"™ 1in so many ways that Alaskans take the
word for granted. In this state "unique"™ is a cliche;
unique 1in size, unique 1in beauty, unique 1in resources.

What 1is only beginning to be understood is that Alaska 1is
also unique in its economic structure. It is this
uniqueness that will decide its future.

Alaska 1is an "owner state™. It owns 28% of its land base,
which includes the largest discovered oil field 1in North
America. The revenues from this Tfield give the state

government control over the largest pool of capital in the
economy .

Land and capital are ingredients of ownership. They are the
basis of power. The State of Alaska, as the owner of more
than 100 million acres of Uland and billions of dollars in
resource wealth, has power.

In a democratic society, all governments have obligations to
the people. 1In Alaska the government has an obligation of
ownership that 1is above and beyond that of a traditional
state government. It has an obligation as an owner to help
sustain the economy - to wuse 1its land and capital to
preserve and enhance the private enterprise systen.

This 1is a new frontier in public obligation. Never before
has a state government been so wealthy 1in relation to 1its
citizens. Never before has a state government controlled so
much of 1its land and capital assets.

This new frontier means Alaskans must pioneer a new concept
of state government, a government that uses its power 1in
partnership with the private sector to create new
opportunity and new wealth.

Alaska®s obligation of ownership is more than an interesting

hypothesis: the state 1is on a time line. Every available
public and private forecast depicts a vrapid decline in
Prudhoe Bay oil revenues 1in the 1990°s. The state"s economy

is almost totally dependent on these revenues.



If Alaska is not a responsible owner, 1if the state govern—
ment does not stop dissipating 1its capital base on current
operations, the result may be similar to that of a failed
company: unemployment, bankruptcy, and social hardship.

There will be many Alaskans who do not believe the state has

any obligations as an owner. They will believe that all
state revenues should be treated alike and "spent” on public
services. They will believe that all state land should oe

preserved from further development.

The 1irony and tragedy for Alaska, should this thinking

prevail, is that without a strong, growing economy, the
government will not be able to provide public services or
protect the environment. The private sector will not be

able to generate jobs and income.
What must be done to meet the obligations of ownership?

Alaskans and our leaders must begin to think like owners -
to make our ownership work for us.

Alaskans must begin to think about revenue as owners:

Traditional government leaders ask: How much do we have to
spend?
Leaders of Alaska as an owner state must ask: What 1is our

income? What are our assets? Can we sustain the current
level of spending into the future? Where should we invest
to get the greatest return on our money?

e THE STATE®"S OWNERSHIP REVENUES ARE CAPITAL ASSETS THAT
MUST BE MANAGED TO CREATE NEW WEALTH.

As an owner the state receives revenues that are separate

from taxes. These are royalties, rentals, and bonuses from
the lease and sale of its resources. This capital should be
treated as a powerful renewable resource, a means -of

creating new wealth.



But right now only 25% of these ownership revenues must be
invested in the Permanent Fund. The rest are being spent on
the current operation of government. The state must stop
dissipating this capital base.

a ALASKA®"S OWNERSHIP REVENUES SHOULD BE DIVIDED EQUALLY
BETWEEN THE PERMANENT FUND AND A NEW CAPITAL INVESTMENT
FUND.

It is likely that the Permanent Fund will be a "safety net",
a means of sustaining government service as Prudhoe Bay
revenues decline. The Capital Investment Fund would be the
means of encouraging new development. It could finance
revenue producing, regionally important projects that add to
the long term economic health of the state.

e THE FUTURE OF THE PERMANENT FUND IS TOO IMPORTANT AN
ASSET TO BE LEFT TO ™"DECISION BY DEFAULT™. THE
LEGISLATURE SHOULD ENACT LEGISLATION WHICH ESTABLISHES
LONG TERM GOALS FOR THE FUND.

e TO ENSURE A "SOFT LANDING™ FROM THE DECLINE OF PRUDHOE
BAY REVENUES, CURRENT SPENDING MUST BE REDUCED TO LEVELS
THAT CAN BE SUSTAINED IN THE FUTURE.

e MISUSE OF WEALTH IS A GREAT DANGER IN AN OWNER STATE.
THE STATE GOVERNMENT MUST REFRAIN FROM USING ITS WEALTH
TO USURP LOCAL DECISIONS OR DISPLACE LOCAL RESPONSI —
BILITY.

The legislature has taken over the role of local government
by direct appropriation and other political distribution
practices that bypass or dictate to local communities.

Revenue sharing must follow the Constitutional mandate of
"maximum local self government".

State revenue sharing should be accomplished through a
single formula based on equitable distribution. Except for
emergencies, no funds should be allocated outside such
formula. The emphasis must be on Jlocal decision making
and local responsibility.



Alaskans must begin to think about land as owners:

Traditional government leaders ask: Are we doing a balanced
job regulating between private land owners?

Leaders of an owner state must ask: What are our resource
assets worth? Is there enough development underway to
maintain our economy and continue growth? Are we helping
the private sector promote responsible development?

e ALASKA®"S STATEHOOD LANDS AND RESOURCES SHOULD BE MANAGED
AS CAPITAL ASSETS. PUBLIC POLICY MUST BE REFOCUSED, AS
A MATTER OF HIGHEST PRIORITY, TO REFLECT THE STATE"S
DEPENDENCE ON NATURAL RESOURCE DEVELOPMENT.

Resource development is Alaska®™s only option for a continued
economic base.

The plain fact is, if there 1is no further natural resource
development, the state will be bankrupt.

Public leadership must distinguish between ritualistic
environmentalism and areas of true ecological concern.
After years of government decisions weighted in favor of

"no development” today"s leadership must vredirect public
policy toward action consistent with the mandate of Alaska“s
Constitution: "to encourage the settlement of 1its 1land and

the development of 1its resources by making them available
for maximum use consistent with the public interest."”

e THE LEGISLATURE, AS CUSTODIAN FOR STATE LANDS, SHOULD
DEVELOP A COMPREHENSIVE POLICY THAT RECOGNIZES THE
STATE"S RELIANCE ON RESOURCE DEVELOPMENT AND DIRECTS
MANAGEMENT OF THESE RESOURCES AS CAPITAL ASSETS.

e THE GOVERNOR SHOULD FORGE THE RESOURCE DEVELOPMENT
STRATEGY NECESSARY TO ENACT LEGISLATIVE POLICY.

The leadership must work together to meld Alaska®™s need for
development with concern for the environment by formulating
an overall state resource development strategy. The



emphasis should be on technically sound, efficient
permitting; stable tax policies; and balanced multiple use
management by state agencies.

o TI-E obligation of ownership includes encouraging new
REVENUE SOURCES. THE STATE SHOULD DETERMINE ITS ROLE AS
AN INVESTOR IN THE DEVELOPMENT OF ALASKA®S RESOURCES.

It can be good public policy to 1invest state funds in
resource development projects, but the state must decide the
limits and goals of 1its investment vrole. At a minimum,
project investment should be economically feasible and be
able to return to the state a cash flow having a present
value greater than the state®s investment.

To meet these obligations of ownership Alaska®"s elected
leaders must wuse the full power of their Constitutional
authority and responsibility.

Public policy will decide the future of the owner state, and
it is Alaska"s elected 1leaders who decide public policy.
Alaska needs decisive leadership now, leadership that
understands the obligations of ownership and has the courage
to make the politically hard decisions necessary to meet
that obligation.

No other state constitution grants more authority to the
governor than dees Alaska“"s. No other state <constitution
implies more public trust in its legislative representatives
than does Alaska“s.

It is these elected leaders who must meet the obligation of
ownership by preserving Alaska®s capital assets.

It is these elected leaders who must meet the obligation of
ownership by advocating responsible resource development.

If our leadership fails 1in this pioneering effort we could
well end up with socialism - a government that uses its land
and capital to feed its own growth.

The challenge for Alaskans 1is to develop economic and social
strategies that use public ownership as a catalyst to
develop a strong free enterprise system.
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Energy Assessment

Alaska’s production of energy far exceeds in-State needs due to the massive crude oil and natural
gas resources available in the State. Limited refinery capacity necessitates the import of some
refined petroleum products despite the excess production. Alaskans have the nation’s largest
average energy consumption level and this consumption occurs through a variety of commercially
proven and alternative energy technologies. (How consumption and production balance in Alaska
is the subject of this section.)

Consumption

Alaskans consumed 411 trillion Btu's of energy in 1982, continuing an increasing consumption
trend that has prevailed since statehood in 1959. in 1982, Alaska consumed 1.15 billion gallons of
petroleum, 238 billion cubic feet of natural gas, 672 million pounds of coal, 2.3 billion kilowatt
hours of electricity. In total, Alaska ranked first in consumption compared to all other states in
the nation, and per capita consumption of 926 million Btu's was three times the national per
capita average of 305 million Btu’s. Alaska’s increasing consumption of 5 percent per year since
statehood closely parallels the overall economic growxh of 3 to 5 percent.

Fossil fuels are the main source of energy in Alaska today. Diesel engines are the principal
source of electric generation for most of Alaska's rural villages and many of its smaller cities,
having a nameplate capacity of 265.5 MW. Alaskan coal-fired steam plants have a nameplate
capacity of 87.0 MW with all of this capacity located in the Fairbanks area. Combustion turbines
using natural gas are another source of power in Alaska, with total nameplate capacity of 901.6
MW. Peat, also considered a fossil fuel, has potential as a heat source.

Renewable energy resources are gaining greater usage in Alaska. Both utility sized and smaller
privately owned microhydroelectric projects are on line. (Combined with fossil fuel production, a
total of 2.4 billion kilowatt hours of electricity was produced for consumption in 1982.) Wind
generators are becoming more popular and there are presently more than 150 wind generators
statewide. Photovoltaic systems are being used in low wattage, remote uses such as fish-counting
equipment, communication equipment and railroad crossings as well as to supplement other
sources of intermittent power such as wind generators. Wood consumption and the use of
biomass products to supplement heat and power sources are also used. Biomass consumption is
unquantified for Alaska, but wood consumption for heating exceeds 50,000 cords annually.
Geothermal energy generation is becoming more important, but like biomass, is not clearly
documented in. Alaska.

Production

Alaskan energy production continued to expand in 1984. On a daily basis, in-State refineries pro-
duced approximately 4.4 million gallons of refined liquid petroleum products and over 1.6 million
barrels of crude oil flowed from the North Slope to Valdez. On the Kenai Peninsula, 1984 saw 1.0
million tons of ammonia and urea and 1.0 million tons of liquified natural gas produced from
Cook Inlet natural gas. Coal production from the railbelt was 800,000 short tons. Renewable
energy sources also provided power for Alaska in 1984, as hydroelectric capacity reached 217 MW
and alternative energy projects in the form of wind and geothermal began approaching a point of
commercialization at select Alaskan sites.
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Consumption of Energy by Sector and Fuel Type for Alaska

(Trillions of Btu s)

Statehood
1960

Residential Total

Coal

Natural Gas
Petroleum?2
Electricity3

Commercial Total

Coal

Natural Gas
Petroleum?2
Electricity3

Industrial Total

Coal

Natural Gas
Petroleum2
Electricity3

Transportation Total

Coal

Natural Gas
Petroleum2
Electricity3

All Sectors Combined Total

2

3 Electric sales and electric energy losses due to transmission generation.

*

Coal
Natural Gas
Petroleum?2
Electricity3

8.1

0.4
0.2
5.2
2.3

7.5

0.8
0.0
5.2
15

17.2

5.0
1.9
9.5
0.8

27.6

60.3

6.3
2.0
47.4
4.6

1982
34.3

0.0
8.1
7.0
19.2

345

0.0
16.9
4.8
12.8

138.7

0.0
102.4
22.9
134

89.4

0.0
01
89.3

297.1

4.7
157.3
129.4

5.7

1981

331

0.0
81
5.4
19.6

31.9

0.0
16.6
4.4
10.9

109.2

0.0
70.1
23.2
15.9

1011

0.0
0.3
100.7
0.1

275.2

5.6
125.1
138.4

6.1

Chart 4

1980
38.8

0.0
10.8
6.8
21.2

41.2

0.0
24.9
4.8
115

266.9

5.9
208.4
36.3
16.3

102.4

0.0
0.3
102.0
0.1

411.4

5.9
244.4
155.2

5.9

Information from U.S. Department of Energy, State Energy Data Report, Consumption Estimates

1960-1982.
Includes Distillate Fuel, Kerosene, and LPG.

Less than 0.1
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Chart 5
Alaska’s 23 Energy Regions
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State of Alaska Cnuncni Sea
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15. Kodiak
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17. Skagway-Yakutat-Angoon

18. Haines

19. Juneau. Bering Sea
20. Sitka

21. Wrangell-Petersburg

22. Prince of Wales-Outer Ketchikan
23. Ketchikan
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Oil & Gas

Oil and gas are Alaska’s primary energy resources. Total petroleum production in Alaska since the
turn of the century has been over 4.3 billion barrels of oil (one barrel equals approximately 42
gallons) and over 7.9 trillion cubic feet of natural gas. Estimated reserves of 9 billion barrels c
oil and 39.9 trillion cubic feet of natural gas are known.

Competitive leasing is the method used to provide temporary access to below-ground petroleum
reserves, with leased tracts spread from the Gulf of Alaska to the Beaufort Sea on federal and

State lands. The story of oil exploration and subsequent leasing have formed Alaska's present oil
and gas picture.

The State has held 43 competitive lease sales since 1959, leasing 7.7 million acres of State-owned
land. A otal of 1,479 leases covering 4.6 million acres are currently active. The State of Alaska
plans to hold an additional 16 sales through the year 1989. In addition, the Federal Government
will conduct 11 lease sales on the Outer Continental Shelf (OCS) through 1987, including areas in
Cook Inlet, the Gulf of Alaska, St. George Basin, the Diapir Field (Beaufort Sea), areas near
Kodiak Island and in areas near the Shumagin Islands.

Exploratory activities are occurring in Cook Inlet, the Beaufort Sea, St. George Basin, Navarin
Basin and on the North Slope. Marginally economic fields, such as the Kuparuk and Lisburne for-
mations, are beginning to be produced due to their close proximity to the super-giant field,



Prudhoe Bay. Additionally, development plans are being formulated for the Endicott formation
located east of Prudhoe Bay, and a at Seal Island in the Beaufort Sea west of Prudhoe Bay.

Alaskan petroleum supplies come largely from oil flowing through the Trans-Alaska pipeline (TAPS)
from Prudhoe Bay and from oil and gas production in Cook Inlet. Crude oil and natural gas are
refined for in-State consumption and export. TAPS provides 1.6 million barrels of crude oil per day.
Alaskan refineries process 124,100 barrels of refined petroleum products and 230 million cublic
feet of natural gas per day. Annually, 11 million tons of ammonia and 1.0 million tons of urea are
also produced from natural gas.

______________ R Chart 6

Alaska’'s Known Oil and Gas Provinces

Coal

Alaska’s coal resources are plentiful and widespread, providing long-term development potential
for export and in-State use. Coal deposits range from Cook Inlet to the North Slope and offer a
vast exploitable resource. Alaska produced 336,000 short tons of coal in 1982. Alaska’s measured
coal reserves are approximately 6.3 billion short tons (one short ton equals 2,000 pounds) with
hypothetical reserves of 5.6 billion short tons. (See Chart | for location of Alaska's known coal
resources.)

Only one coal mine was active in 1983-84 and there was a low level of exploratory drilling. In 1985,
this activity will increase. Potentially, Diamond Shamrock will develop a 12-million-ton per year
coal production facility in the Beluga area, the Usibelli mine at Healy will increase production,
Usibelli coal will be shipped via the Alaska railroad to Seward for export to South Korea. Recently



Chart 7

Alaska's Known Coal and Peat Resources
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Potential for fuel-grade peat deposits
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leased acreage in the Matanuska area will be developed, and a S2 million appropriation by the
Alaska State Legislature will fund a feasibility study of a Cape Beaufort coal mining facility.

Peat

Alaska has only a small portion of the known world supplies of usable peat. Peatlands with fuel
grade potential cover 4.4 million acres of Alaska. With a minimum deposit thickness of five feet,
these peat deposits will yield approximately 880 million tons of moisture-free, fuel grade peat.

Peat assessment is now focused at Dillingham as part of the Bristol Bay Native Association Peat
Harvesting Project at Roger's Creek and Houston areas in the Susitna Valley and on the Kenai
Peninsula. Horticultural peat is mined from four pits in the Fairbanks area and at two locations in
Willow. Production during 1983 is estimated at 15,000 cubic yards (See Chart 7 for location of
Alaska’s known peat resources.)

Hydroelectric Power

Alaska has more undeveloped hydroelectric potential than any other state in the U.S. In the 1960's,
the U.S. Bureau of Reclamation investigated thousands of potential hydroelectric sites throughout
Alaska; 252 sites have been identified with a potential for a hydroelectric project of 2,500 KW or
more. Alaskan hydroelectric projects on line today have a nameplate capacity of 197.7 MW, with
an additional 20.0 MW just coming on line with the completion of the Terror Lake project. These
projects will generate 1.04 million MWh of electricity annually (See Chart 8 for Alaska’s Major

Hydro Installations.)
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Wind

Wind power, suitable for generation of energy in the form of electricity, heat or mechanical power,
occurs mainly in Alaskan coastal areas and mountain passes. Favorable wind conditions tend to
prevail in the winter months when most communities experience their peak electrical demand
and, of course, peak heating demand.

There are over 150 wind generators erected in Alaska today. They are distributed across all
regions of Alaska, and have peak power capacities ranging in size from less than 0.5 kW to over
10 kW. Several potential sites with expected good wind potential are being monitored today in
select Alaskan locations.

Geothermal

Alaska's geothermal resources occur in over 100 surface manifestations including hot springs,
fumaroles, mud pots and wells. Over 11 million acres in the State have significant geologic
evidence for geothermal energy development. To date, the quantity of power produced from
geothermal has been limited.

The use of hot springs in Alaska for health and recreational purposes is well documented in the
historic record. Commercial baths and spas have been developed at numerous sites in southeast

and northcentral Alaska. At least six of these establishments have also used low-temperature
geothermal fluids for other direct uses such as space heating in lodges, cabins, and greenhouses.

— — Chart 8

Alaska’s Major Hydroelectric Installations and Geothermal Resources
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The State of Alaska has conducted three geothermal drilling programs since 1979. These were at
Pilgrim Hot Springs on the Seward Peninsula, Summer Bay on Unalaska Island, and Makusnin
Volcano on Unalaska Island. These each had reservoir temperatures ranging from 122° to 380°F.

In addition to the State projects, the U.S. Department of Navy has been investigating the possi-
bility of developing geothermal resources for electrical generation on Adak Island. The Navy is
planning a geothermal exploration program for 1985. (See Chart 8 for Geothermal Resources of
Alaska.)

Solar

Solar energy has good potential for use as an additional source of energy in Alaska. Varying
levels of daylight experienced in Alaska actually permit 230 hours more sunlight in Alaska than at
the equator each year. Solar energy can be used in one of four forms: passive heating, active
heating, photovoltaics, and daylighting; and although the actual experience with solar energy in
Alaska is limited, solar may be a valuable energy resource. The amount of solar use is not well
documented.

Tidal

The ebb and flow of the tide produces kinetic energy which can be harnessed to produce elec-
tricity if there is sufficient tidal range. The principal tidal resource in Alaska is Cook Inlet which
has the second highest tides in the world. Cook Inlet is a major, tidal estuary which is approxi-
mately 180 miles long and ranges in width from approximately 80 miles near its mouth to approxi-
mately 20 miles at the confluence of the Knik and Turnagain Arms. Some 16 sites have potential
for a tidal power plant. However, the density of the kinetic energy in tidal currents is relatively low
and harnessing this energy source is capital intensive. To date, no substantial contribution to
power generation has come from this resource.

Biomass ¢ Wood

Alaska has tremendous biomass potential, particularly from forestry product waste material.

In 1983, 262 million board feet of logs were harvested, resulting in production of 146 million board
feet of lumber, 240,000 short tons of pulp, and 7,000 short tons of chips. (Additionally, Native cor-
porations exported 233 million board feet of logs.) This production of lumber and pulp comes
from Alaska’s 240 sawmills which have a total production capacity of 532 million board feet. This
production could provide a sizable amount of biomass for power generation.

Wood is used for space heating in many parts of Alaska. Firewood removal from National Forest
Service lands in Alaska from October 1982 to September 1983 totalled 11,226 cords of wood and
State lands provided an additional 38,890 cords of wood; for a total energy equivalent of 860
billion Btu’s. About 40 percent of that consumption was in Fairbanks, 40 percent in all Southeast,
and the balance spread statewide (see Chart 9 for Alaska’s Timber Resources).

Conservation

Energy saved through conservation is one method to provide more energy service from a given
level of power, and represents one of the more accessible energy resources available in Alaska.
Conservation includes improvements brought about through increasing thermal efficiencies in
buildings, power generation efficiencies for electrical production, increased miles per gallon in
transportation, and changes in consumer attitudes on energy use. Thus, conservation offers po-
tential benefits through more comfortable living accommodations with lower life-cycle costs and
reduced levels of energy spending. Like many energy resources used in the home cr extracted for
personal consumption, the exact levels of energy saved are not quantified.

In Alaska, conservation reaches all aspects of the consuming public. Building insulation leads the
list in providing maximum energy savings for minimum investment. Other simple forms include in-
sulation of hot water heaters, installation of flow restrictors in hot water faucets, and elimination
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____________ Chart 9

Alaska Timber Resources

Aictic Ocean

of dripping faucets. On a larger scale is the use of properly sized, newer and more efficient diesel
generators for electricity generation, and the use of waste heat from the generator jacket and flue
gas emissions to heat nearby buildings.

Alaskans are separated by great distances, and have worked to improve economies in transporta-
tion and communication. Transportation efficiencies have been brought about through widening,
paving, and generally upgrading road surfaces and through carpooling and mass transit programs
in Anchorage and Fairbanks. Travel by air and sea have realized greater efficiencies through
engine modifications, adjusted travel scheduling, and increased design efficiencies. Communica-
tion improvements through the electronic media have reduced the need for travel as well.



State Energy Programs

The State of Alaska continues to give high priority to domestic and export energy issues. Virtually
every State agency has some direct or indirect involvement in energy. Several departments have
direct responsibility for implementing energy projects or programs. The involvement of the State
agencies tends to be based on peripheral concerns, such as environmental permitting.
State agencies with direct responsibility for energy programs are:

1 Department of Commerce and Economic Development (DCED)

» Office of Energy (OE)—Energy planning, alternative energy development, marketing of
fossil fuels.

¢ Division of Investments— Energy loan programs.

« Office of Minerals Development—Assists in developing contacts and encouraging
mineral development in-State.

« Alaska Power Authority (APA)—Planning and development of district heating and elec-
trical systems.

» Alaska Public Utilities Commission (APUC)—Regulation of electric and gas utilities and
pipeline carriers.

« Oil and Gas Conservation Commission—Regulates oil and gas production.
2. Department of Community and Regional Affairs (DCRA)

» Division of Community Development (DCD)—Weatherization program, public information
efforts, community planning.

 Municipal and Regional Assistance Division (MARAD)—Community grant and bulk fuel
loan administration.

3. Department of Health and ‘'ocial Services (DHS3)
» Division of Public Assistance—Low Income Housing Energy Assistance Program.
4. Department of Natural Resources (DNR)

» Division of Geological and Geophysical Surveys— Investigates oil, gas, coal and geother-
mal resources.

« Division of Oil and Gas— Manages oil, gas and geothermal leasing programs, royalty oil
sales, and issues permits for exploration and development plans.

« Division of Mining—Manages coal leasing programs.
5. Department of Transportation and Public Facilities (DOTPF)

» Research Section—Energy conservation in public facilities.
6. Department of Administration (DOA)

» Direct grants administration of legislative appropriations to unincorporated communities.
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University of Alaska (UA)

» Energy Extension Service—Provide information on energy conservation and conduct
alternative technology research.

* Institute of Water Resources—Energy education and research.

» Geophysical Institute—Mineral exploration.

Department of Revenue (DOR)

« Research Section—State revenue forecasting.

Department of Military and Veterans Affairs (DMVA)

« Division of Emergency Services— Civil defense and natural disaster emergency planning.
Office of the Governor (GOV)

« Office of Management and Budget (OMB)—State budgeting.
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Chart 10

Agency Responsibilities by Energy Functional Areas « 1984

Functional Area

Energy Conservation

Conservation Education .
Energy Grants

Institutional
Conservation

Largescale
Electrification

Rural Electric Loans

Rural Technical
Assistance

Smallscale
Electrification

Thermal and Light

Standards * *
Utility Loans .
Waste Heat °
Weatherization . .

Energy Subsidies

Power Cost Assistance

Power Cost Equalization

LIHEAP

Audit Grants *

Residential Weatheriza-
tion Loans

Alternative Technology
Loans
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(Continued)

Functional Area

Electric Systems

Bulk Fuel Loans
Bulk Storage Grants
Legislative Grants

Alternative Energy

Demonstration Projects
Information

Alaska Energy Center
Projects

Research
Grants and Loans
Utility Regulations

Leasing and Marketing

Royalty Program

Oil and Gas Leasing
Coal Leasing
Geothermal Leasing

Resource Marketing



Summary and Conclusions

Alaska’s Energy Plan — 1985 gives direction to the economic and financial objectives of Governor
Sheffield’s energy development policy, supporting orderly, prudent resource development which
currently or potentially contributes in a substantial way to the economic vitality of the State. By
placing emphasis on the short-term strategies of State agencies having direct responsibility for
energy programs and using an interagency workgroup to write the plan, State agencies have more
effectively coordinated informational needs and decision-making procedures. Alaska's Energy Plan
— 1985 provides both a snapshot of State energy programs and energy use today, and a
mechanism for developing Administration policy on Alaska energy issues in the future.

In the short term, the State will continue to place a major emphasis on energy through the
programs administered by some 20 different State agencies. The bulk of those programs is
conducted by the Department of Commerce and Economic Development, the Department of
Community and Regional Affairs, and the Department of Natural Resources. State energy pro-
grams provide aid to private development of Alaska’s natural resources through direct subsidies in
the form of loans and grants, and through the pursuit of specific demonstration and power
development projects.

State subsidies are the backbone of the rural energy program. The Power Cost Equalization
program provides funding to rural utilities to reduce consumer electrical costs. Heating costs will
be reduced by the construction of bulk fuel storage facilities, through grants and loans for
improvements to electrical generation and transmission faciiities, by development of waste heat
recycling facilities, and through low-interest loans and grants for conservation improvements.
Weatherization continues to be provided to low-income households, and conservation education
programs are widely used. The State also administers over S11 million in federal funds to help
low-income Alaskans pay for their energy requirements..

Power development projects and demonstration projects for alternative technologies are either
contemplated, under construction, or in place. The Rural Electrification Revolving Loan Fund
permits rural utilities to extend electrical services, and the Power Project Loan Fund develops new
ones. Reconnaissance and feasibility studies precede State participation in these endeavors.
Alternative energy projects for wind, solar, peat, bioenergy, woodstoves and geothermal are in
place. Future activities are being funded with loan programs and through direct State develop-
ment efforts. Those efforts also include oil, gas, coal, and geothermal leasing of State lands.

Alaska’s long-term energy future has been projected in many economic models. One such model,
by A. D. Little in 1983, projects a real growth in the economy of 2-3 percent per year, and a
population increase of 3-4 percent through the year 2000. Pacific Rim nations are expected to
need increased levjis of natural gas and oil by 1995. Given Alaska’s ability to provide those fuels,
additional employment opportunities attached to increased Alaskan production for these Pacific
Rim markets can be expected to begin around 1990.

Certain projects will continue to play a dominant role in determining Alaska’s energy future. An
FY '85 loan appropriation of $210 million was made to the Four Dam Pool (Ketchikan, Wrangell,
Petersburg, Kodiak and Valdez) hydroelectric projects, $100 million to the Susitna hydroelectric
program, $50 million to the Bradley Lake Dam, and $21.7 million for rural Power Cost Equalization.
1984 saw the acquisition of the Alaska Railroad by the State which will begin hauling coal from
Usibelli Coal Mine, near Fairbanks, to Seward for shipment to Korea and the issuance of coal
leases in the Palmer area.

Long-term electrical power source(s) for the Railbelt — where three-quarters of Alaskans live — is
a question still waiting to be answered. Alternatives to the Susitna hydroelectric project appear to
be mine-mouth coal (Beluga), or gas-fired turbines supplied from either Cook Inlet or North Slope
natural gas, or a combination of these. The Governor's Council on Railbelt Electricity (G-CORE),
formed in 1984 with representatives of local utilities, is attempting to address the questions of the
price of Susitna power to Railbelt consumers and which alternative(s), if any, might be preferable.
The State will look to the electrical utilities to indicate which power source(s) should be promoted
for the Railbelt.



Either a tidewater (TAGS) or cross-Canada (ANGTS) pipeline may bring North Slope natural gas to
foreign and domestic markets within the next decade. It is possible, with 40 trillion cubic feet of
gas on the North Slope, that liquefied natural gas (LNG) could be shipped to the Pacific Rim
nations and natural gas piped to the South-48, concurrently. At the moment, natural gas prices
make either venture appear uneconomic. In 1985, Atlantic Richfield Company is expected to begin
a pre-feasibility study of the Japanese market for Alaskan LNG. Companion studies of Korean
and Taiwanese markets are anticipated.

Funding for Alaska’s energy programs will largely be determined by available revenues. On the
positive side, removal of federal prohibitions may provide additional revenue to the State.
Presently, federal legislation prohibits the export of Alaska oil. As a result, approximately 800,000
barrels of Alaska crude are now being shipped each day to the Gulf Coast on US. flag vessels at
a cost of over $5.00 per barrel. By shipping to Japan, even in US. flag vessels, a substantial cost
per barrel savings, perhaps as great as $3.00 per barrel, would be experienced. On the negative
side, declines in petroleum revenues from reduced North Slope production after 1990, decreasing
world oil prices in the near future, and changes to the level of oil consumption worldwide may
potentially reduce State revenues. Development of Alaska’s energy programs and overall economic
growth may directly depend on the revenues dictated by these actions.

What energy policy should the State embrace? Expectations for reduced State revenues and
Alaska's continual growth must work hand in hand, which means applying today’s revenues to
assure a quality Alaska tomorrow. To do so requires Alaska’s energy policy to be founded on the
premise that all Alaskans can be assured an adequate supply of acceptable quality energy at a
fair price within the financing limits of the State. Extracted resources must provide optimum
benefits without leaving the State with energy shortfalls. Alaska must use today’s revenues to pro-
tect Alaska from future energy “shocks."

Major energy projects must be weighed against less costly options, and potential in-State and
export revenue generating capabilities must be quantified. Large projects that require energy must
reflect a balance between Alaska's needs for revenue generation and personal needs of State
residents. These same nonenergy projects must be analyzed for potential power generation
opportunities, such as incorporating tidal power generation with a road crossing of Cook Inlet, for
example. Rural Alaska power should be made more accessible, reliable, and less costly through
the use of interties, alternative technologies, and more efficient use of cogeneration capabilities
where they exist. Generally, Alaska must plan a stepped approach to assuring quality power, a
growing economy, and adequate life-cycle cost of every large project undertaken.

Aggressive pursuit of short-term projects with long-term benefits must start today. Weatherization
is a proven method to lower power costs and assure a warm, comfortable home and should be
provided in line with developing statewide thermal and lighting standards. Conservation must be a
byword. Knowing how and where to conserve is a primary step, and education is the key to
successful implementation. In schools, and at the consumer levels, Alaskans must have their
energy consciousness raised to a point that efficiency is expected. Reducing consumption
through efficiencies without degradating accustomed lifestyles, must be a key objective. Reduc-
tions to State energy subsidies would benefit from such savings as well. Generally, active pursuit
of programs and projects that are relatively low cost yet widespread over rural and urban areas
will net considerable energy savings now and in the long run. Ultimately, Alaskans will determine
where the State goes on economic expansion and energy development.
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SUMMARY

History of Rural Energy

o A fuel-based lifestyle in many rural Alaska villages began with
the introduction of” outboard motors and snowmobiles. Government
sf[])onsored housing created a demand for heating oil beginning in
the 1960s. Also, the spread of electricity” in the "1960s " and
tlg;gs(sgégbbl)shed the need for diesel fuel fo run power genera-

 The early. government housing was often poorly constructed and
creates significant energy burdens for the homéowners even. t,oda}/.
ngge\év)er ousing has improved and is more energy efficient,

* The increase in State grants for village electrification in the
1970s coincided with the increase in State oil revenues. 3y the
mid-1970s, many of the larger rural communities were electrified
to some degree, but about 85 vill gles were still without a cen-
tralized power utility (pages 10-11).

» As fuel demand increased, villages began to experience fuel
shortages in the 1970s because “of inadequate bulk storage,
Although 81 villages (about 31 percent of the rural wllaqes)
have received Stdte grants over the ?ast five years, problems
still remain in other”villages (pages 11-12).

* The ener%y outlook in rural Alaska is not particularly promis-
ing, as declining oil revenues will likely shrink State assist-
ance through the numerous pro?_rams. Furtiermore, federal energy
funds may decrease under deficit reduction efforts.  However
declining world oi] prices and increased competition in rural
fuel markets (particularly. in Western Alaska) should alleviate
concerns about” the potential for spiraling fural energy costs
over at least the next few years (page 13).

Government Energy Programs in the 1970s and 1980s.

* The federal home ener% assistance program reaches about 20,000
of the estimated 38000 eligible "holseholds in Alaska. The
cash pa¥ments covered roughly” 17 to 29 percent of the fuel ex-
penses tor the typical ryral” household in some coastal western
villages and interjor villages. Because Alaska participants
In the energy assistance program are increasing six t0 ten
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tralized power utility (pages 1

« As fuel demand increased, villages began to experience fuel
shortages in the 1970s because of inadequate bulk Storage.
Although 81 villages (about 31 percent of the rural vrllagies
have received State grants over the ?ast five years, problems
still remain in other“villages (pages 11-

* The energy outlook .in rural Alaska is not particularly promis-
ing, as declining oil revenues will likely shrink State assist-
ance through the numerous pro?rams Furthermore, federal energy
funds may decrease under deficit reductjon efforts. However
declining world oi] prices and increased competition in rural
fuel markets (particularly. in Western Alaska) should alleviate
concerns about the potential for s rraIrng rural energy r”sts
over at least the next tew years (pag 3).

Government Energy Programs in the 1970s and 1980s.

« The federal home ener% assistance program reaches about 20,000
fthe estimated 38,000 elrgrble households In Alaska. ' The
cash ments covere roughly to 29 percent of the fuel ex-
enses or the typical rural househ Id in some coastal western
vr lages and rnterror villages.  Because Alaska participants
In the energy assistance program are increasing six to te.
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percent annually, it is likely t'iat the average ener
will decrease in future yearS in order to extend b
more households (pages 15-16).

About 5 percent, or 7,900 houses, of all housing statewide has
received low-income weatherization assistance under the federal
and State programs. However, there are roughly 100 communitjes,
primarily small and isolated, which have reCeived no weatheriza-
tion assistance during the seven years of government programs,
In addition, given thé substandard ‘condition 0f much of the rural
housing, it iS uncertain whether these programs are weatherizing
houses “which should actually be replaced (pages 16-17).

gy payment
enefi

erits 1o

Unlike many other states which were focusing serious attention
on conserving energy, Alaska's energy agenda be?,lnnmg in the
mid-1970s was primarily to develop néw hydroelectiic power sites
and to promote and extend electric power ‘statewide. State offi-
cials were guided by a policy of redistributing the petroleum
rleYSol%r)ce wealth in energy projects throughout the state (pages

Many of the State rural energ¥ programs have emphasized power
production and delivery.  State loans and  grants. to rural
utilities for diesel generation systems flourished in the Ilate
1970s and the 1980s. “Numerous alfernative energY demonstration
projects were begun in the late 1970s in hopes “that they would
eventually provide . replacements for rural diesel ~genération.
As oil gr;ces continued to rise, the State established g power
rate subsidy (Power Cost Assistance) in 1980 as an iInterim
measure unfil ‘long-term alternative ener%y solutions could be
found for high rural power costs (pages 13-21).

Space heating costs have been the most critical energy burden
facing rural “households, In 1979, Native households spént three
times” as much on fuel oil for space heatln% as on electric bills.
Even today, households in coastal Western Alaska spend 40 percent
of their total ener?y_ dollars on heating oil, in comparison with
13 percent on electricity. In order to reduce rural Alaskans'
vulnerability to high heating costs, a State Energy Policy Com
mittee recommended in 1979 that the State sup lement the federal
weatherization program. _ Belatedly, the State began a modest
weatherization program _in 1983 as federal fundS diminished
under the Reagan Administration (pages 22-23).

Disenchantment with the general lack of syccess with alternative
energy Drojects and the perception of disorganization lead to
the demise of the Division of Energy and Power Development in
1983 (page 24).
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As results from alternative energy projects and village recon-
naissance studies became known, ‘many people began t0 realize
that there ~were not realistic  alteérnatives to diesel power
generation in most rural communities (page 24).

With massive State loans for the "Four Cam Pool" and appropria-
tions for Susitna and Bradley Lake hydro projects under consid-
eration during the 1984 session, some rural’ legislators raised
the question of equity in energy assistance for rural Alaskans.
The rural power rate sub5|da/ was_ significantly increased. under
a revised program, Power Cost Equalization. ~ Rural utilities
can now aPpIy for ‘a State subsidy which reduces power costs to
8.51{:/kwh Tor” 750 kwh monthly usage by each customer (page 25).

Unlike previous statewide energy plans, which were prepared by
consultants and merely cataloglied energy resources and uses,
the Stafe's 1985 long-term ener?y report presents energy goals
and options for action. Many of” the options identified thiough
this interagency effort require additional funds and few appear
in the Goveérnor's FY 86 budget request (pages 25-26).

A recent report from the Advisory Committee on Statewide . Power
Production Costs recommends that” the Alaska Power Authority be
restructured into a marketlnP agency which would purchase power
from all utilities and resell’ the power at an average cost. .Un-
der this proposal, the APA would also manage. future capital
additions 'to a statewide _power system, including the Susitna
hydro_ project.  The committee _reﬁort recommends “annual appro-
priations of $350 million for eight years which would cover the
costs of rate equalization and Stabilization but not the costs
of capital additions statewide (page 27).

Energy Programs Lack Rational Policy

The State of Alaska has never formallg_ adopted an energy policy
as the basis for_ener?y program expenditures _totaling as” much as
$1.7 billion durlnq hie laSt nine years. The enefgy . programs
have been implemented without first:” 1) accurately . eflnlnq the
energy .problems to be solved; 2) carefully articulating goals to
be achieved through pro%ram expenditures; and 3) thoughtfully
deriving a formuld for the distribution of State program bene-
fits based on rational and fair distribution principles. Cowse-
quent!}/, rural energy programs in Alaska exhibit «& serious
equity in the distribution of program benefits add services.
Furthermore, several rural = energy programs tend to be self-
defeating or counterproductive (pages 29-30).
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 In large part, the failure of Alaska's rural energy policy can

What's

be attiibuted to an underlying motive of "sharing” the wealth"
of State revenues accrued through Prudhoe Bay oil “royalties and
taxation. The desire to "share the wealth" expressed by both
administrations and legislatures during the last nine Years,
has often been the moSt potent factor “affecting the design of
State energy programs. Rational energy policy has fallen Victim
to concerns” over achieving a balance ~between appropriations
to rural versus urban areas of the State. In addition, a number
of rural energy programs have been spawned out of the capital
budget process instéad of carefull;g following the three-step
procedure described above (pages 30-33).

Wrong With The State's Energy Programs?

The focus of State energy programs has been largely restricted
to addressing a single €nergy” need--electric power.. At least
$720 million™ has been exRen_de In meeting urban electric require-
ments through_ State. empnasis on major hydroelectric developments
and eIec&rlc interties.  For rural Alaskans, an annual appropria-
tion of $21.7 million has recently been elarmarked for electric
power subsidies via the Power Cost Equalization program, -
Prommately, 93 million has been appropriated as {Jrants and
oans to Vvillages for the development of electric “generation
and distribution systems. Nearly $27 million has been’ expended
in search of alternate sources of energy to be used in the gen-
eration of electric power, including hydroelectric, geothermal,
coal and natural gas resources.  Almost $24 million has been
invested in research and pilot projects relating to wind energy,
wood gasification, —solar™ energy,” single-wire ground return,
biomaSs and waste heat recovery technology in~an effort to
provide alternate methods of generating and distributing elec-
tricity in the Bush (page 35).

lronically, electric. energy constitutes a small portion of the
overall energy requirements of many rural communities. In a
number of cases, the ener?y value of electricity makes up.less
than 5 percent of the totdl energy requirements of individual
villagers. In contrast, often ovér half of residential ener%y
requifements relates to space heating fuel, while most of the
remaining energy. use pertains to transportation fuels. Conse-
equently, even " if State energy Programs prove successful in
providirig rural communities wiffi atfordable electric power, only
zzpas&aSIISEr%%§|on of rural energy needs will have been addressed

Ener?y program benefits and services have been distributed among
rural” communities in an inequitable .manner. Generally speaking;
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the better organized rural communities have garnered the lion's
share of the "benefits offered by State programs. yprcaII)(
those communities which have received elecirification grants
have also heen relatively successful in obtaining bulk™ fuel
grants and [oans, waste heat recovery grants and electric power
rate subsidies. In this "survival of “the fittest" approach to
distributing State . energy program services, and benefits,  as
many as 70 Tural villages have been largely ignored under exist-
Ing” State energy policy (pages 35-39).

Conventional energy polrcy Is often based on the goals of energy
conservation and energy Self-sufficiency. (partrcularlK a reduc-
tion in oil dependency). The centerpiece of Alaska's rural
energy policy -Power Cost Equalization—encourages the consump-
tion"of electricity and deepens the dependency “of rural Alaska
on oil. The goals of energy conservation and rndependence from
oil are being” undermined by Power Cost Equalization subsidies
which cause Tural consumers to react to artificially low elec-
tric power prices (3,5 cents/kwh) instead of learning to live
with the real cost of electric power (often over 50 cents/kwh).
Moregver, since almost all electric power in the Bush is pro-
duced by diesel generators and rural electric power consumption
IS incréasing every year, rural Alaska is becoming more (not
less) dependent on’ ofl and the goal of energy self-sufficiency
is falling farther from reach (pages 39 48).

deyond the techpical flaws in State rural energy golrcy, several
misconceptions have clouded the true nature of rural energy
problem.” Put simply, the "rural energy problem" IS a conse-
quence of the high” cost of living in rural Alaska and the fow
average cash income.  Anything . purchased with cash in rural
Alaska is generally more expensive than the same item bou ht in
urban communities,” including energy, . grocery. |tems cot rng
boats and motors. Due to ‘the scarcity of “jobs which provide
income and because, the. subsistence economy is a cashless econom
rural residents will likely remain cash poor br( urban standards
Consequently, the "rural energy problem" will only be solved
either when opPortunrtres present themselves for rural Alaskans
to secure substantial increases in cash income, or if the State
%overnme)nt Is prepared to support perpetual energy subsidies

page 4

The real ene problem for rural Alaskans IS not one of find-
g subsidize ener sources but one of ?eneratrn sources of
InCome wrth wh rc rPurc ase. enerr% rrce and

enable local overn ents to rm1p nt terr ovrn decisions
a out meetrn% th err ener needs. e coro lary to this_miscon-
ception s te mistaken notron that ' IS the enemy” in rural
Alaska. The fact remains that oil has been, and will likely

-7-
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continue to be, the least costly energy option for many remote
communities (pages 43-50).

Alternative Plans of Action

The recent budget trimming activity at the federal level, coupled with
forecasts of declining State reventes caused bY_mI price declines over
the short term and Prudhoe 3ay production declines over the Ion? term,
lends urgency to the matter of addressing the energy problems of rural
Alaskans. onsequentlr, our proposals for action i this area call for
?ng(& e‘i“c departure from the status quo. These action plan options
o dismantling existing rural energy programs in favor of a direct
"wealth distribution” Elan to be “implemented through State reve-

nue sharing (pages 51-92

* Paring back present energy programs to include only those which
suppaort conventional energ¥ olicy goals while greatly expand-
ing the scope and funding 0F the rémaining programs. The surviv-
ing programs would be the federal Low InCome Home Energy Assist-
ance Program and the Weatherization Assistance Program {page 52).

» Phasing out current energy programs while subsidizing the devel-
opment of regional energy resources. (such as coal” in Western
Alaska). The goal of this proposal is to attack the root cause
of the” "rural ‘energy problem"—the lack of a solid and self-
sustaining cash economy in rural Alaska (pages 52-54).
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