


T 0 T ®(F ALASKA
¥131 LSSI8LATME

LEGISLATIVE AFFARS /GBKY
LEGISLATIVE REFERENCE LIBRARY

May, 1986

Copies of minutes listed below were originally included
in this file. The minutes are available on the STAIRS
date base CM 14. In order to save space copies of
minutes have not been left: in the files.

Jeanie Henry

SENATE RESOURCES COMMITTEE
/

WUCH Ve« STATECAM{OI
JUNEAU, AIASKAt9t 11

W-44].J800



A laska |4egEmaﬂHe
ARLISS STURGULEWSKI, Chairman

BETTYE FAHRENKAMP, Vice Chairman
JACK COGHILL

DICK ELIASON

VIC FISCHER

RICK HALFORD

FFEDZHAROFF

POUCH V
JUNEAU, ALASKA. 99811
(907) 465-4907

Senate
Committee on &efourcesf
VEMORANDUM April 23, 1985
TO: A1l Members _
Senate Resources Committee
FROM: Staff.

Senate "Resources Committee

RE: CS HB 219 (Finance) . "An Act relatln? to the applicability of the
Alaska Public Utilities Commission Act to cerfain electric utilitie's; power
development loans; and the energy program for Alaska'

CS HB 219 (Finance) would establish a set IF criteria which must be
followed in the negotiations for repayment of the $196 million loan made
Iast year to, the Power Development Révolving Loan Fund for the four dam
Originally HB 219 called for specific terms and interest rates.

|s aP roach wds found unsatisfactory in the House and a_committee
substitute was adopted in the House Finance Committee, ~CS HB 219 (Finance)
now allows the parties involved to reach agreement within a framework of
)gggserglnldconndg;lsons CS HB 219 (Finance) passed the House by a vote of 33

A memorandum from Representative John Sund, to the Senate Resources
Ctotmmhntge detailing the progress of the bill and a bill analysis is
attache

The fiscal note is zero.

Attachments: 1. fiscal note _
Rep. Sund's memo with attachments



MEMORAND Im April 23, 1985

TO: All Members ,
Senate Resources Committee

FROM:  Staff _
Senate Resources Committee
RE: CS, HB 219 (Finance) . "An Act relating. to the applicability of the

Alaska Public Utilities Commission Act to certain electric utilities; power
development loans; and the energy program for Alaska."

CS HB 219 (Finance) would establish a set of criteria which must be followed
in the negotiations for repayment of the $196 million loan made last year
to the Power Development Revolving Loan Fund for the four dam pool.
Originally HB 219 called for specific*r-»tco- 0% interest™and— This
approach was found unsatisfactoryahd & committee substitute was adopted in
the House Finance Committee. CS HB 219 (Finance) now allows the parties
involved to reach agreement within a framework of general conditions. 6> -
PA-56-6-0 Trhsr trovs<- HMN C~ iz yeNs 0 V rwayy.

A memorandum from Representative John Sund to the Senate Resources
Committee detailing the progress of the bill and a bill analysis is
attached.

The fiscal note is zero.

Attachments: 1. fiscal note
2. Rep. Sund's memo with attachments
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MEMORANDUM

TO: Sen. Arliss Sturgulewski, Chair,
Senate Resources Committee

FROM:  Pep. John SurraAv

RE: HB 219 "An adt relating to the applicability of the Alaska Public
Utilities Commission Act to certain electric utilities; power
development loans; and the energy program for Alaska."

The purpose of this bill is to resolve the problems holding up
four-dam-pool power sales agreements and to provide for payback of the
$196 million appropriation made last year to complete the hydroelectric
projects. The Alaska Power Authority and the six communities served by
the four dams have been negotiating power sales agreements for 2\ years
without success. The goal 1is a long-term power sales agreement that
provides affordable electricity for the communities and a maximum return
on the state ¥ investment.

$210 million was appropriated last year; $196 million has been spent to
complete the dams and pay off short-term construction financing issued by
the APA. This appropriation was structured as a loan from the Department
of Commerce and Economic Development to the APA to be paid off through
power sales from the project. AS 44.33.620 sets terms for the loan.

As in existing law, the Finance Committee Substitute does not set in law
exact terms for the loan, nor does it set power rates. These are left
open for further negotiation. The bill provides specific guidelines for
resolving the issue unuer a plan developed by Gordon Harrison of the APA
board.

The APA and the six communities report recent significant progress in
power sales agreement negotiations; the plan they are now working with
requires the passage of CSHB 219 (Fin). Action is required this session
to permit sales agreements which will capture additional loads for the
under-utilized hydroelectric capacity.

The bill is supported by both the APA and the four-dam-pool communities.
Bob Heath, Executive Director of the APA and representatives of the
communities are expected to testify before the Resources Committee.



Sectional analysis:

Section 1:

Sections 1 and 5, propose a change in law to allow two communities to get
together for joint operation of a dam. The main purpose 1is to allow the
Thomas Bay Power Authority to operate the Tyee Dam. Tyee serves two
communities (Wrangell and Petersburg); Current law requires one or the
other to operate the dam. This section corrects that by adding "electric
operating entities established as an instrumentality of two or more
public utilities owned and operated by a political subdivision of the
state”" to the APUC statutes. Like the communities, the "joint operating
entity” would not be subject to APUC regulation.

Section 2:
This section amends the loan terms for the Power Development Revolving

Loan Fund (AS 44.33.620). This fund was created last session and the
statutory loan terms give little direction f.o the APA. The added
language sets clear guidelines for the agencies to work with. Deleted is
the requirement that the loan terms be set considering market rates of

interest.
Section 3 adds a definition: "initial project” means the four dams.

Section 4 adds a provision for power sales contract rate reopeners. This
protects the state in times of inflation when the power sales rate could
not provide sufficient loan repayment in real terms and protects the
communities should the price of alternate power generation drop
significantly. An important provision is added allowing an agreed
schedule of wholesale power rates to be included in the contracts. This
allows a contract to be reached through negotiation which will provide
for certainty in power rates as needed by utility planners. This also
will provide for a greater return to the state in debt service from the

project.

Section 5 adds joint operating entities to the definition of "qualified
utilities" which may purchase power from the APA. (See explanation of
Section 1)



Community

Copper Valley
-Glenallen
-Valdez

Kodiak

Wrangell

Petersburg

Ketchikan

Community
Copper Valley
-Glenallen
-Valdez
Kodiak
Wrangell

Petersburg

Ketchikan

*/

generation,

g 200 kwh/month

APA
0&M

4.59

4.59

2.26

23.
21.

19.

19.

13.

14.

RETAIL RATES

(cents per kwh)

20.1
16.0

18.1

16.3

11.7

10.8

COMPONENTS OF THE RATES

(cents per kwh)

ApA
Debt Service

2.64

2.64

case of Ketchikan and Petersburg.)

g 500 kwh/month

*/
Other-

13.4

9.3

12.86

8.47

3.97

5.3

g 700 kwh/month

17.5
15.7
11.2

10.2

Total
(g 700 kwh/month)

17.5
15.7
11.2

10.2

- lbther" includes distribution, administrative and general, reserve
and other generation (other hydro as well as diesel

in the



Draft: April 23, 1985
SHORTCOMINGS OF PRICING APA POWER AS A PERCENTAGE OF AVOIDED COST
A. Problems for the purchasing utility (in the Alaskan context)f/

1. Loss of potential loads: Some or all potential large new
loads that could increase project utilization will be lost, because
such loads demand a higher degree of certainty over longer periods.
Many such loads will either be met with private generation or cogener—
ation (e.g., Wrangell Forest Products) or will be lost entirely (e.g.,
Phillips). In the cogeneration case, the utility may be required by
law to purchase excess cogenerated power from the private party, thus
reducing the utility"s own purchases from the APA project. In the
case of loads lost because the economic activity is relocated (e.g.,
to the Lower 48), the community loses not only employment and taxes,
but also the "induced" loads, i.e., increases in other community loads
resulting from the economic activity represented by the primary load.

2. Ratemaking and billing problems: The utility must make its
retail rates prospectively, yet its power costs will become known only
retrospectively. Matching costs to rates during each rate period (and
keeping rates fairly predictable for consumers), always a chore, be—
comes significantly more difficult.

3. Added administrative costs: A fairly sophisticated formula
is needed to calculate true avoided cost, and the values for each var—
iable in the formula must be recalculated at frequent (e.g., monthly)
intervals. This would create some administrative burden even if (a)
diesel were the only alternative, and (b) disputes with APA over the
proper value for each variable never arose. (It is also difficult to
continue getting realistic quotes for a large volume of diesel once
the utility begins buying reduced volumes.) In practice, the diffi—
culties are even greater because (a) the formula must accommodate
other alternatives (e.g., cogeneration) as such alternatives become
available, and (b) disputes with the APA over the value of individual
variables are likely.

*/ Such pricing works well in power "pools™ in which a sophisticated
computer controls the generators of many producers on an instantaneous
central-dispatch basis. The computer is programed to minimize total
generation costs at all times, based on each generator®s fuel cost,
efficiency, and maximum/minimum operating guides. Cost savings made
possible by using Utility A"s generator rather than Utility B"s to
serve a portion of Utility B"s load are "split" (usually on a 50/50
basis) through use of a share-the-savings rate the computer charges to
Utility B and credits to Utility A. The actual rate for each trans—
action, and each utility"s costs and savings for any given period, are
known at once, facilitating utility ratemaking and billing. Nothing
similar exists in Alaska, nor could it exist in the Four Dam Pool con—
text where (a) the communities ire not electrically interconnected,

and (b) APA power 1is intended to displace thermal generation complete—
ly for most days of the year.



A.  Regulatory costs: For the cooperatives (Kodiak and Copper
Valley), whose retail rates are regulated by the Alaska PUC, rate fil—
ings and rate cases will become more frequent, more complex, and more
costly. If the past is a guide, the APUC may also require the co-ops
to raise/lower retail rates to "track™ the fluctuating wholesale cost
of power to the co-op, thus producing fluctuating retail rates.

5. Planning problems: The search for alternative sources of
power supply with more predictable long-term costs would be intensi—
fied and simultaneously complicated. Presumably the planning process
would be biased (rationally) toward predictability, even if the price
of predictability were that somewhat higher retail rates might result
from the more predictable alternatives.

6. Uncertain impact on utility financing: It is not clear that
a utility would be able to finance additions to its distribution sys—
tem and/or its generating plant as easily or inexpensively as would
otherwise be the case, since the utility"s revenue stream and its
ability to maintain required coverage ratios and reserves would be
somewhat unpredictable.

B. Problems for the State of Alaska as the seller of power

1. Reduced revenue: Compared with long-term contracts under the
terms of HB 219 pricing method, power sold on a percentage-of-avoided-
cost basis is likely to produce less total revenue for the State, even
if one assumes that loads are equal in both cases. But loads will
actually be less (see M A.lI. above). The loss of potential large new
loads that would have produced more revenue for the State would make
the comparative revenue disadvantage to the State worse.

2. Increased revenue risk: This would take two forms. First,
the State would take the entire risk of further downward movement in
the price of diesel and the cost of alternative resources, whereas
under HB 219 the communities would bear that risk entirely. Second,
because the utilities would be free, over time, to switch wholly or
partially to other sources of supply, and because the utilities would
have an incentive to investigate and pursue such other sources, the
State would face some risk of losing even the existing loads of the
utilities, as well as utility load growth.

3. Risk of negative rate of return (failure to cover current
costs): This simply indicates the extreme to which the State"s
additional risk could take it. Under HB 219, the State is assured
that (a) 0&M costs will be completely paid by the utilities, and (b)
some positive return, in addition to return of the principal, will be
earned on the State"s loan. If wholesale rates are tied to actual
avoided costs of the utilities, however, r sufficiently great drop in
actual avoided costs would result in the APA failing to cover even its
0&M costs. In less extreme cases, APA might cover its 0&M costs but
fail to earn sufficient revenue to repay the principal and/or interest
on the loan.



A. Added administrative costs: Administering such a pricing
system would be just as complex and labor-intensive for the APA as it
would be for the utilities.



4/12/85

MEMORANUDM
T0: Re
FROM: J.

RE: Amendment to Subcommittee draft of HB 219
Here are some reasons for adding the section:
*Sec. 4,, AS 44.33 is amended by adding a new section to read:

Sec. 44.33.625. RATE REOPENERS. A power sales agreement for
the sale of power from the initial project financed under AS 44.33.610
may include among its provisions an agreed schedule of wholesale power
rates notwithstanding the provisions of AS 44.83.398 but must include a
provision for a rate reopener.

1. Will allow the present negotiations to continue.

Negotiations are presently moving forward under a plan from Gordon
Harririon. His plan is to offer a wholesale powerrate which combines
debt service and 0 & M. The plan would offer thepurchasers of power a
certain rate per kwh, 0&M would be taken out of that rate and whatever 1is
left above 0&M would go to debt service. This is not allowed under AS
44.83.398 which specifies that 0&M and Debt service must be separated and
debt service must be the same for all projects.

2. Will return mere debt service to the state.

Per KWH, Tyee has the highest 0&M rate; this rate is by itself
almost equal to the cost of alternative sources of power. Therefore, if
the "Harrison plan” is implemented, very little would be left over for
debt service thus limiting the debt service rati? that can be paid by the
other projects as well (under 398). Other projects with lower 0&M are,
with this amendment, allowed to provide a greater return to the state for
debt service.

3. It still leaves the rate open to negotiations.

The amendment only provides for an agreed schedule, it is silent as
to what that rate will be. Under AS 44.83.398 there is no way to agree
on a schedule - the rates must flu”uate with loads - if loads go down,
rates go up, if loads go up, rates go down. This is the exact problem
the communities are trying to get away from - certainty 1is more important
than the actual rate itself; the amendment allows for agreement.



Electric Rates and Productiop Costs For Selected Utilities
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RETAIL RATES
(cents per kwh)

Community @ 200 kwh/month @ 500 kuh/month g 700 kwh/month
Copper Valley

-Glenallen 23.5 20.1 18.8

-Valdez 21.3 16.0 14.7
Kodiak 19.0 18.1 17.5
Wrangell 19.1 16.3 15.7
Petersburg 13.9 11.7 11.2
Ketchikan 14.3 10.8 10.2

COMPONENTS OF THE RATES
(cents per kwh)

) APA APA Total
Community o&Mm Debt Service Other- (0 700 kwh/month)
Copper Valley

-Glenallen 2.76 2.64 13.4 18.3
-Valdez 2.76 2.64 9.3 14.7
Kodiak 2.00 2.64 12.86 17.5
Wrangell 4.59 2.64 8.47 15.7
Petershurg 4.59 2.64 3.97 11.2
Ketchikan 2.26 2.64 5.3 10.2

*

/ ) . _ . - .
- "Other"™ includes distribution, administrative and general, reserve
generation, and other generation (other hydro as well as diesel in the
case of Ketchikan and Petershurg.)
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Table 0. Hydroelectric Projects Operating in Alaska
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x ﬁﬁn erergy rather than average annual generation.
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RiB< House Bill ?T9 Relating to Tower-Development Loans $0

: 0
At>eence of my signature on the Memorandum of UnderStandlng h

1985 between ATA and Pour Dam Pool rtommun I'\\«*

Dated May 8,
do not endorse this agreement as It relate- t.n

indicates |
no zn?.
Within this memo | strongly object to articles (i)

periodic renegotiations, (7) two debt elements, (10)
renegotiate in 15 years, (11) ties to Bradley Lake

Pro lact. Therefore do not support this memorandum,

nor the passage of the bill.

Recommend deferrm* bill until next session.
Further recommend this entire issue he (etermined

in binding arbitration, conducted by a panel of three

arbitrators. Two arbitrators, appointed respectively
by the municipalities and Alaska Tower Authority, would

aaloct the third.
Suggested Terms of Reference for Arbitration;

Are the Tfacilities used and useful, and were the
expfntil tm*cs nectssaryand prudently incurred?

The arbitrators would O€tErmine a fair marknt. ratn
of interest, the appropriate amortisation schedule

to be applied to the fair value of_ the Tfacilities
for the purposes of sale or electric rate making.

Sincerely,

LIS

Don Koenies
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