


POUCHY  STATECAPIKX

Iin & anaiM

TGOU U i m U T M 907.465 3000

LEGISLATIVE AFFAIRS AGENCY
LEGISLATIVE REFERENCE LIBRARY
May, 1988
Copies of minutes listed below were originally included
in this file. The minutes are available on the STAIRS

database CMPR. In order to save space copies of minutes

.have not been left in the files. )
Mary Van Nimwegen

JLTud I'"30p ,ha =

14 3V D l-Zz~-1sfc

H T ud 1 - - I-Zop.'M -



jrm. ..

) HOUSE COMMITTEE REPORT

Date referred:1/13/88 FURTHER REFERRALS: Finance

(Resources referral waived 1/13)

DATE: [/

The Judiciary Committee has considered HB 356

"An Act relating to the Authority of the Alaska Public Utilities Commission in
connection wit? certain activities of the Alaska Power Authority and in
connection with calculating power cost equalization; and providing for an
effective date.™

RECOMMENDS:
[~ replace with dS i1 fctSQ (joi) [~ the same title
[ 1 attached amendment(s) [ 1 a title
do pass
[ ] do not pass
[ ] no recommendation
[ 1 individual recommendations
[ 1 additional referral to the Committee
ADOPTS: c ] letter of intent
ATTACHES NEW FISCAL NOTE(s):
[ 1 fiscal impact [ ] same as previous fiscal note
[ 1 zero fiscal note published
[ 1 zero with analysis [ 1 same as previous zero fiscal

note published
SIGNLNt? OTHER/RACOMMENDATIONS:

fT/Zffe-, / & *



sj-fL

AMIM

J

ny

ua

/0 (

(\/ m w ~
(t/M**
V. i
Iti%

fl a-o

1/



y A ) U U e KZUS

| lg | oS ~c 2~ C |lg g ig
4// N *458 1p
(J?2yp> 1
(fp Q /1p UiV 3s&  Trep
Di- ] aa® vs-dhy pA f-
L& | &fsA
P) I Ldy'YAP
v st

pUVA'/ he p/M CJyP caS-asS1

<P W (PJaA&AA M A

(A mmwvadasgr  wo- fJA | /vra-cvs-a cams_ 77)
@ ~EYSAL JHA KAAAA ~Pap

WolkCy- fe*> Tke. |y 'l [ 3& Afe-
LL 4- , Ift feits /bM,"-tj~ /y? clYi -0o"rJ y*
lo ~ 113 JT A*H "o **X
1y? , .
? pLio A iyA " (p

(A [ur-" A a0 -



| | &OUA™ b*L
| Oid*A%N b*4$ Ja Td y<swy fo
(km\CZ- m ajor r<anvs> <hyoh
03 a&Ymm‘sjf <d - |/rb/AQt If- ffas>E cosh? Wit
no COwVZL by ou Am&aM & ,

& u~t you pmbcMy w oulth*\n€.ed ~ c& rf) ? vil.

Codrct Qf&YYi(k™ TOY fate. iv yvinr fky Would, te-
felosf)\tiw

"y AyOi
S'Oy**~

oysO -



RBnesppi.. .
WORK " DRAFT WORK DRAFT

goOI168hX

Cramer
2/ 10/88

Original sponsor: Rules/Governor

IN THE HOUSE BY THE RULES COMMITTEE
CS FOR HOUSE BILL NO. 356 (Rules)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the authority of the Alaska
Public Utilities Commission 1iIn connection with cer—
tain activities of the Alaska Power Authority, cer—
tain agreements among certain public utilities, and
calculating power cost e"**ii1zation; and providing
for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS42.05.431 is amended by adding a new subcect_on to
read:
(c) Notwithstanding (b) of this section,

(@) a wholesale agreement for the sale of power from a
project licensed by the Federal Energy Regulatory Commission on or
before January 1, 1987, and related contracts for the wheeling, stor—
age, regeneration, or wholesale repurchase of power purchased under
the agreement, entered into between the Alaska Power Authority and one
or more otner public utilities or among the utilities after Octo—
ber 31, 1987, and before January 1, 1988, and amendments to the whole—
sale agreement or related contract, are not subject to review or
approval Dby thecommission until all long-termdebt 1incurred for the
project 1is retired; and

(2) a wholesale agreement or related contract described 1in
(1) of this subsection may contain a covenant for the public utility
to establish, charge, and collect rates sufficient to meet its obliga—

tions under the contract; the rate covenant is valid and enforceable.

1 nsH ft



10
11
12
13
14
15
16
17
18
19

20

22
23
24

25

>7

WORK DRAFT WORK DRAFT

*

-V,

*

Sec. 2. AS 42.05.511 1is amended by adding a new subsection to read:

(d) Validated costs 1incurred by a utility in connection with the
related contracts described in AS 42.05.431 (c)(1) must be allowed 1in
the rates charged by the utility. In this subsection, "validated
costs"™ are the actual costs that a utility uses, under the formula set
out in related contracts described in AS 42.05.431 (c), to establish
rates, charges for services and rights, and the payment of charges for
services and rights. This subsection does not grant the commission
jurisdiction to alter or amend the formula set out 1in those related
contracts.

Sec. 3. AS 44.83.090(b) 1s amended to read:

(b) The authority 1is not subject to the jurisdiction of the
Alaska Public Utilities Commission. Nothing in this chapter [AS 44.-
83.010 - 44.83.425] grants the authority [ANY] jurisdiction over the
services or rates of a [ANY] public utility or diminishes or otherwise
alters the jurisdiction of the Alaska Public Utilities Commission with
respect to a [ANY] public utility, including any right the commission
may have to review and approve or disapprove contracts for the pur—
chase of electricity by a public utility other than wholesale agree—
ments and contracts described in AS 42.05.431(c)(1).

Sec. 4. AS 44.83.162 is amended by adding a new subsection to read:

(p) In calculating power cost equalization, the commission may
not consider validated costs or kilowatt-hour sales associated with a
United States Department of Defense facility.

Sec. 5. NEGOTIATIONS TO REMOVE EXCESS PAYMENT TERM. IT the parties

to the Bradley Lake Hydroelectric Project Agreement for the Sale and Pur—

chase of Electric Power signed December 8, 1987, undertake negotiations to

amend the agreement, the legislature 1intends that the amendments should

“enhance consumer benefits of the project, to be consistent with the

CSHB

356(RIS)
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legislature 3 financing of the project partly through cash grants. Removal
of section 29 of the power sales agreement without requiring the purchasing
utilities to make other contract changes or concessions would be consistent
with the legislature 3 intent.

* Sec. 6. Sections 1 - 4 of this Act are retroactive to November 1,
1987.

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).
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; Original sponsor: Rules/Governor

TN THE HOUSE BY THE JUDICIARY COMMITTEE
CS FOR HOUSE BTLL NO. 356 (Judiciary)
IJT THE T.EGTSTATORS OF THE STATE CFE ALASKA

FIFTEENTH LEGISLATURE - SECOND SESSION
5 i

A HILL

6 i

For an Act entitledj MAn Act relating to the authority of the Alaska
" Public Utilities* Coasailasion iIn connection with ov.r-
3 tain activ.itlas of the Alaska Fewer Authority and 1in
1Zf connection with calculating power cost equalisation;
i and providing fcr an effective dote.””
b BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
" * Section 1. AS *G3*M"3J i1s -=mended by adding ™ new subsection to
" reccr
. (c) TTetwithatanding (b) of this section,
5 ) a wholesale agreement for the sale of power from 2
7 project licensed by the Federal Energy Regulatorr Coramisalon on or
isi before January 1, 1987, and related contracts for the wheeling, stor—
19? age, regeneration, or wholesale*, repurchase of power purchased under
ZOS th« agreement, entered into between the Alaska Power Authority and one
o - or mors other public utilities after October 31, 193?, and before
225 January 1, 1988, and ameudmsnta to the wholesale agreement or related
23 contract, are not subject to review or sooroval bv the eosraiission
24; until all long-term debt incurred for the project is retired; and
g (2) a wholesale agreement nr related contract described 1in

(1) of this subsection may contain a covenant for the public utility

to establish, charge, 8nd collect rates sufficient to cent its obliga—
27

tions tmder the contract; “he rate covenant i- valid and enforceable.
28

* Sec. ~* AS A?.35.511 in amended by adding £ now -nibsection ro read:
29

(d> Validated cents, except those disallowed under

-1- CSHB 358 (Jud)



AS 42.05.381(a), |Incurred by a utility in. connection with fh* minted
contracts described in AS a2.Q5.431(c)(T>, must be allowed 1In the
rates charged by chss utility.

Sec. 3. AS 44.83.090(b) 1is saendecl tt; road:

<b> The authority 1is not subject to the jurisdiction of the
Alaska Public Utilities Comaisaion. Nothing in this chapter [AS 44_-

S3.0T0 - 44.S3.4P51 grants the authority TANY! jurisdiction over the
cervices or ratea of n rAHY1l public utility or diminishes or otherwise
.alters the jurisdiction of the Alaska Public Utilities Coasaisalon with
respect: to s TASYJ public utility, including any right the cotcsission.
r.ay have to review and approve or disapprove contracts for the? pur—
chase of electricity by n public utility other than wholesale agree-
nynts and contracts described in AS 43 . 05 -431(c) (11.
Sec. 4. AS 44.53.16?. in amended by adding a new subsection in read:
(P In calculating power cost aguallnation, the conualesion mav
not consider validated costs or kilowatt-hour sale.* associated with a
United States Department of Defense facility.
Sec, 5. This Act 1is retroactive to November 1, 1987,

&?c. 6. This Act takes effect imsc Tate Lv under AS 01.10.070(c).



Introduced: 1/13/88 go00168h

Referred: Judiciary and
Finance

BY THE RULES COMMITTEE BY
IN THE HOUSE REQUEST OF THE COVERNOR

HOUSE BILL NO. 356
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECCND SESSION
A BILL

For an Act entitled: "An Act relating I< the authority of the Alaska
Public Utilities Commiss:? jn in connection with cer—
tain activities of the Alaska Power Authority in
connection with calculating power cost equalization;
and providing for an effective date."

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

* Section 1. AS 42.05.431 is amended by adding a new subsection to
read:
(c) Notwithstanding (b) of this section,

(1) a wholesale agreement for the sale of power from a
project licensed by the Federal Energy Regulatory Commission on or
before January 1, 1987, entered into between the Alaska Power Authori —
ty and one or more other public utilities after October 31, 1987 and
before January 1, 1988, and related contracts for-.the wheeling, sfor”
agey regeneration, or wholesale repurchase-"of power purchased under
such an agreement, and any subsequent amendments to the wholesale
agreement or related contract”™”re not subject to review or approval
by the commission; and

(2) a wholesale agreement or related contract described in
(1) of this subsection may contain a covenant for the public utility
to establish, charge, and collect rates sufficient to meet its obliga—
tions under the contract; such a covenant is valid ancL enforceable.

* Sec. 2. AS 42.J35.511 is amended by adding,"a new subsection to read:

HBO356A -1- HB 356
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wholesale agi>.”,.ent or contract described in AS 42.05.431(c)(1),
including, without limitation, power and/other costs incurred under
such an agreement or contract, .nust be allowed in the rates charged by
the utility.

Sec. 3. AS 44.83.090(b) is amended to read:

(b) The authority is not subject to the jurisdiction of the
Alaska Public Utilities Commission. Nothing in this chapter [AS 44 .-
83.010 - 44.83.425] grants the authority any jurisdiction over the
servicesor rates of any public utility or diminishes or otherwise
alters the jurisdiction of the Alaska Public Utilities Commission with
respect to any public utility, including any right the commission may
have to review and approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale agreements and

contracts described in AS 42.05.431(c)(1).

Sec. 4. AS 44.83.162 is amended by adding a new subsection to read:
(p) In calculating power cost equalization, the commission ma>

not consider validated costs or kilowatt-hour sales associated with a

United States Department of Defense facility.

* Sec. 5. This Act 1is retroactive to November 1, 1987.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

HB 356 -2- HBO356A



MEMORANDUM

TO:

FROM:

RE:

Rep. John Sund, Chair,
House Judiciary Committee

John Hartle, PA, -]
House Judiciary Committee Staff

HB 356

HB 356 (Rules/Gov) An Act relating to the authority of the Alaska
Public Utilities Commission in connectin with certain activities of
the Alaska Power Authority and in connection with calculating power
cost equalization; effecitve date.

Referrls: RES (Waived), JUD, FIN

Testified before Judiciary:

A.
B.

iy
2)
3)
4)

5)

Bob LaResche, Executive Director, APA
Susan Knowles, Chair, APUC

Eric Redman, Attorney, Chugach Electric
Utilities

a) Ken Johnson

ACAP - Joel Rothberg

Judiciary CS:

iy
2)

3)
4)

5)

Moves all three contracts between the limiting dates.

Limits exemption to expire when any long-term debt 1is paid

off.

Disallows costs from .381(a) - lobbying and public relations.

(This was taken out by Finance as redundant)

Adds "validated" before costs -

a) to codify Chugach Electric (Eric Redman) testimony that,
though the formula in Appendix A of the wheeeling
agreement may not be changed by the APUC, the items to be
plugged in to that formula will be reviewed as just and
reasonable costs.

b) The pizza analogy...The utilities order a pizza and Susan
Knowles (APUC) 1is standing at the door. At delivery, the
request is for $13 for the pizza and she says "NO, this is
a $12 pizza because pepperoni 1is not an allowable cost."
so the cost is set at $12. Once that is determined, how
the pizza is sliced and split among the utilities 1is

beyond the APUC®"s jurisdiction. (The same analogy can be
made with administrative costs to be allocated to
administering the wheeling agreement...) NOTE: This

analogy was created by the utilities and testified to by
Bob LaResche before Judiciary.
Other 1issues
a) Section 29 of Wholesale power sales contract:
1C Addressed in Section 5 of Rules CS
2C LAA legal opinion (Terry Cramer) re: The APA Does not



have statutory authorityy to by contract obligate
payment into the Railbolt Energy Fund. "The fund
consists of money appropriated to it by the
legislature." (And nothing else. - Anything else would
get into dedicated fund problems.)

30 AG"s opinion says that it"s legal to put money into the

REF as the Fund says "The legislature may appropriate
from the the fund to meet Railbelt Energy needs."™ So,
she says there is no effective dedication.



February 4, 1988
MEMORANDUM

Rep. John Sund, Chair,
House Judiciary Committee

FROM John Hartle, PA,
House Judiciary Commitxee Staff

RE Letter of intent for HB 356

Chugach Electric has asked us to write a letter of intent to
HB 356 to be sure the Committee®"s intent is clear in making
amendments to the bill.

The House Judiciary Committee made four changes to HB 356.

1. Rewrote proposed AS 42.05.431(c)(1l) so as to make it
completely clear that the contracts referred to are the three
already entered into between the Railbelt utilities and the
APA for wholesale power sales, and among the utilities for
wheeling Bradley Lake power, (page 1, lines 18-22).

2. Added a provision (Page 1, line 23) which ends the
exemption from APUC review and approval when the long-term
debt 1is retired.

3. Added "validated" (Page 1, line 29) before "costs" to
clarify the relationship envisioned between the utilities and
the APUC under this legislation. My understanding is as
follows: It is the intent of the Committee in amending the
proposed AS 42.05.511(d) to codify some of the testimony of
the utilities and the APUC as to how costs will be allocated
under the Bradley Lake power sales and wheeling contracts,
and any amendments thereto. This testimony stated that the
formula for cost allocation among the utilities, as spelled
out in Appendix A to the wheeling agreement, would be beyond
the authority of the APUC; the commission would not be able

to mandate changes to that formula. The specific cost items
to be allocated under the formula, however, would be subject
to normal APUC review. Thus, for example, the percentage of

a utility"s administrative costs attributable to operating
and maintenance expenses for wheeling could be reviewed, but,
once those costs have been validated by the APUC, the method
of allocation among the utilities, as specified by the
formula in the contracts, would be exempt from APUC-mandated
changes.

4. Added (page 1, line 29 - page 2, line 1) "except those
disallowed under AS 42.05.381(a)." This amendment probably



is not absolutely necessary as the referenced statute already
prohibits lobbying and public relations expenses from being
passed on to ratepayers, but this makes it clear that the
exemption from APUC review and approval provided in HB 356
does not include these types of costs.



SUND
2/15/88

LETTER OF INTENT - HB 356

It is the intent of the Legislature in enacting AS 42.05.511(d)
to address how costs will be allocated under the Bradley Lake
power sales agreement and wheeling contracts, and any amendments
thereto. The 1intent is that the formula for cost allocation
among the utilities, as spelled out in Appendix A to the wheeling
agreement, would be beyond the authority of the APUC; the
commission would not be able to mandate changes to that formula.
The specific cost items to be allocated under the formula,
however, would be subject to APUC review. Thus, for example, the
percentage of a utility"s administrative costs attributable to
operating and maintenance expenses for wheeling could be
reviewed, but, once those costs have been validated by the APUC,
the method of allocation among the utilities, as specified by the
formula in the contracts, would be exempt from APUC-mandated
changes.



PROPOSED LETTER OF INTENT
HOUSE JUDICIARY COMMITTEE SUBSTITUTE FOR H.B. 356

Under the Chugach ServicoB Agreement for Bradley Lake Energy and
the Homer Transmission Sharing Agreement ("related contracts"),
those utilities which receive services or transmission rights fronm
other utilities are required to pay rates and charges computed 1in
accordance with those contracts. In addition, the contracts set
forth formulas for making such rates and charges, based on the
costB actually incurred by the utilities that supply the services.

ft
The amendment to AS 72.05.511(d) makes clear that:

(a) Costs which a utility can demonstrate to the Commission
that it must pay to another wutility for services or
transmission rights under such contracts must be allowed
to be recouped by the paying utility in its own electric
rates, and

(b) The costs used to establish rates and charges for such
cervices and rights 1in accordance with any formula set
forth in such contracts shall continue to be reviewed as
they are today by the Commission, notwithstanding that
the Commission will lack jurisdiction to modify such
formulas. In other words, wheeling rates (for example)
for Bradley Lake energy must accord with the formula for
such rates set forth in the Chugach Services Agreement,
but that formula relies on Commission determined costs,
not on costs or cost elements exempt from Commission
review under traditional standards of reasonableness,
prudency, and the like.

An exception in subsection (d) is preserved fox- costs of the type
that the Commission 1is already authorized to disapprove under AS
42.05.381(a).

LM:go

MISC:intent:Iltr



Letter of Intent

by Senator Coghill
for
CSHB 356 (Rules) am

It is the intent of the Legislature in enacting CSHB 356 (Rules) am that
the Bradley Lake Hydroelectric Project be restarted as soon as possible and
completed without further delays or increased costs. Specifically, the
Legislature expects that the Administration and other involved agencies will
do everything possible to expedite the restarting of the project construction
early this summer and thereby maximize the creation of jobs for Alaskans
while at the same time minimizing costs to the future ratepayers of the
project. The Legislature intends that the APA and other involved state
agencies take all possible measures designed to maximize the percentage of
Alaska residents working on the Bradley project.

With respect to section 1(d) of CSHB 356 (Rules) am, it is the intent of
the Legislature that the term "Alaska Power Authority' means the APA Board of
Directors, or an officially designated committee approved by the APA Board of
Directors.
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Cramer

AMENDMENT

Offered in the HOUSE By Davis

Page

Page

Page

Page

TO: CSHB 356 (Rules)

1, line 10, after

Insert ™elating to certain meetings among public utilities;”’

1, line 13:
Delete ”a new subsection?”

Insert "new subsections?”’

1, after line 29:
Insert a new subsection to read:

"(d) Meetings between the Alaska Power Authority and public
utilities or among public utilities concerning a wholesale agreement
for the sale of power or other matter exempted from review of the

commission under (c) of this section must comply with AS 44.62.310.77

3, line 5, after "Act”™

Insert ”7, except for AS 42.05.431(d), enacted by sec. 1 of this Act,””

- 2/15/88



AMENDMENT

Offered in the HOUSE: BY:

TO: CSHB 356 (Judiciary)
PAGE 1 LINE: 2Qf
After "public utilities" add:

"or among the utilities"”

This amendment corrects a drafting error.

SUND



SUND
2/5/88

LETTER OF INTENT - HB 356

It is the intent of the Legislature in enacting AS
42.05.511(d) to codify some of the testimony of the
utilities and the Alaska Public Utilities Commission as to
how costs will be allocated under the Bradley Lake power
sales agreement and wheeling contracts, and any amendments
thereto. The intent is that the formula for cost allocation
among the utilities, as spelled out in Appendix A to the
wheeling agreement, would be beyond the authority of the
APUC; the commission would not be able to mandate changes to
that formula. The specific cost items to be allocated under
the formula, however, would be subject to normal APUC review.
Thus, for example, the percentage of a utility"s
administrative costs attributable to operating and
maintenance expenses for wheeling could be reviewed, but,
once those costs have been validated by the APUC, the method
of allocation among the utilities, as specified by the
formula in the contracts, would be exempt from APUC-mandated
changes.
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM February 5, 1988

SUBJECT: Deposit of excess payments under the
Bradley Lake Power Sales Agreement into
the Railbelt energy fund (Work Order
No. 5-1728)

TO: Representative John Sund, Chairman
House Judiciary Committee

FROM: Teresa B. Cramer>$/7C-~
Legislative Counsel

You have asked whether the provision in section 29 of the
Bradley Lake Hydroelectric t iject Power Sales Agreement,
which states that excess p;Dnents from the purchasers are
"for deposit in the Railbrl® energy fund,” 1is valid.

The excess payments are pay? - :s to be made by the purchas—
ing public utilities after .2 retirement of bonds 1issued to
pay for the construction o1 the power project. The bonds
are expected to be retired 30 years after the project begins
commercial operation and the excess payments are expected to
continue for the remaining 20 years of the agreement.

In my opinion, the Alaska Power Authority (APA) does not
have the statutory power to enter into an agreement
requiring that the excess payments be deposited in the
Ratlbelt energy fund.

Under AS AA.83.398(c), the APA 1is required to deposit money
received from the sale of power from projects constructed
under the energy program for Alaska in the general fund un-—
less the money has been pledged or otherwise covenanted to
secure bonds. The excess payments do not meet the
requirements of the exception. The statute could be
construed to allow the APA to deposit the payments in the
Railbelt energy fund only i1f the Railbelt energy fund is
considered to be the same as the general fund.



Representative John Sund, Chairman
House Judiciary Committee

Page 2

February 5, 1988

The Railbelt energy fund is an account within the ge “.ral
fund under AS 37.05.153. The statute provides

There 1s established in the general fund the Railbelt
energy fund. The fund consists of money appropriated
to 1t by the legislature. The Department of Revenue
shall manage the fund. Interest received on money 1in
the fund shall be accounted for separately and may be
appropriated into the fundannually. The legislature
may appropriate money Tfromthe fund to assist in meet—
ing Railbelt energy needs.

The legislature has given the account a special purpose,
even  though the purpose isnot binding on future
legislatures. The setting asid< of fundsis a legislative
function, implicit in the legislature®s power of the purse.
Therefore, deposit in the Railbelt energy fund does not
constitute deposit in the general fund and does not satisfy
AS 44.83.398(c).

The power to make deposits in the Railbelt energy fund is
also restricted under AS 37.05.153. Under the terms of the
statute, money 1is added to the fund by legislative
appropriation. Therefore, the excess payments under section
29 of the Power Sales Agreement can only be added to the
fund 1f the legislature appropriates them to it.

The appropriation of state revenue is a legislative func—
tion. Absent statutory authorization, as in the case of
bonds or revolving loan funds, an executive branch agency
cannot circumvent the legislative decision-making power by
entering a contract with private parties that earmarks state
revenue Tfor deposit in a particular account.

If I may be of further assistance, please advise.

TBC:gc
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Cramer
AMENDMENT
Offered in the FINANCE COMMITTEE
TO: CSHB 356 (Judiciary)
. J

Page 2, line 3, after " ™ &, o i
vinsert "In this subsection, "validated costs" are t nacturL
N Ahat a utility uses, under the formula set out in related contracts

described in AS 42.05.431(c), to establish rates, charges for services
and rights, and the payment of charges for services and rights. This
subsection does not grant the commission jurisdiction to alter or

amend the formula set out in those related contracts."”

S 215788
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Cramer
AMENDMENT
Offered in the FINANCE C«<MITTEE By Swackhanmer
TO: CSHB 356 (Judiciary)
Page 1, line 29, to page 2, line 1: N

Delete ", except those disallowed under AS 42.05.381(a),"

Page 2, line 2:

Delete

S 2/5/88



Alaska State Legislature

HOUSE OF REPRESENTATIVES
Committee on Finance

P.O. 80\ V

State Capitol
Juneau. Alaska 99811

Official Business

TO: Members of the House Finance Committee
FROM: Representative Kav B row
\
DATE: February 4. 1988 Cx y
SUBJ: Amendments to CS HB 356(Jud):

Bradley Lake Exemption from the APUC

This memorandum proposes several specific amendments to CS HB 336iJud i
for your consideration during the House Finance Committee s review of this
bill Friday. Febraury 5th.

As a general comment, 1 would like to clearly state my support for the
Administration’s essential objective of trying to ensure that the Bradley Lake
project is able to proceed with resumption of construction this summer. At
this point, given the extent of the state scommitment to the project tie.

sunk costs). | feel that additional delays would be counterproductive.

At the same time, however. | am concerned about the potential long-term
adverse impacts that some of the language included in CS HB 3561 Jud) would
have on the ability of the APUC to adequately protect consumer interests.
While the House Judiciary Committee version is an improvement over the
original bill, 1 would like to offer the following additional amendments.

As you review the suggested amendments. | would urge you to keep in mind
these fundamental objectives for the bill:

1) ensure that Bradley Lake construction can move forward this
summer: and

2 lalso safeguard the consumer interest by keeping the extent of
utility deregulation to a minimum.

The following amendments are offered with these basic objectives in mind.



02/04/88 Rep. K 3rown

PROPOSt'D AMENDMENTS TO CS HB 356 (Jud)
Limit Enforceabilitu of Covenants to Wholesale Agreement

PURPOSE: To limit the enforceability of covenants to the wholesale power
agreements and not Include 'related agreements.”

COMMENT: As suggested by the Commission In Its comments, ensuring the
enforceability of rate covenants shouk! be limited to the wholesale power
agreement and not extend to the "related" services or wheeling agreements.
See Attachment 1

Limitation on Automatic Approval of "Any Amendments"”

PURPOSE: To provide automatic approval (le, exemption from APUC
jurlstlctlon) only for contract amendments made prior to January 1, 1996.

COMMENT: It has been stated that there are other parties (In particular,
secondary lenders including the Rural Electrification Administration)
reviewing the contracts and who may require some, as yet unspecified,
amendments. There is also an expressed desire on the part of the utilities
and the APA for “convenience” in order to amend the contracts as the need
arises.

These arguments do not Justify the broad language presently contained in
the bill. Amending the bill to provide that only amendments trior to 1996
would be exempted would accommodate any concern about getting the
project going again this summer. At the same time, this amendment would
ensure the ability of the APUC to review and approve any substantial
changes over the long term. (The January 1, 1996 date is taken from the
wholesale power contracts which provides that if the project is not
complete and operational by this date, the utilities may "opt out.")

Although a “takeover” of Railbelt utilities may not seem likely, the
possibility has been recognized by the utilities themselves as evidenced in
legislation now before the legislature.

This amendment would not provide the APUC with any additional authority
over the existing contracts, only amendments after the project is completed



and operational. The utilities have testified that If It were not for the need
to get the project going this summer, they would not be expecting an
exemption from the APUC review. See Attachment 2.

Elimination of Excess Payments

PURPOSE: To eliminate the requirement that utilities make "excess"
payments beyond those needed to pay off debt or 0 & M for the project.

COMMENT: Section 29 of the Power Sales Agreement (pages 28 -29) requires
payments from Rallbslt consumers “In excess of actual debt service
required for retirement of Bonds Issued to pay Recoverable Construction

Costs." These excess payments will amount to hundreds of millions of
dollars in nominal tsrms. (This simplified scsnarlo assumes no amendments

to the contracts that could either extend the U'e of the contracts or
Increase the amount of the "excess" payments above that amount currently
described In Section 29.)

From a Railbelt consumer perspective, even though the*;? "excess" payments
are not very sizable In dlscolL.;led present value terms, the payments are
difficult to justify. Notwithstanding the phrase “In recognition of efforts to
obtain" the intertie, the payments would be for an essentially unspecified
purpose — or at least for a project which has not been demonstrated as
economically feasible nor, I suggest, even likely to be relevant 30 years
from now. Essentially, Rallbslt consumers would be assessed an
extraordinary charge for essentially unknown future purposes. Fortunately,
Section 29 could be eliminated without affecting other elements of the
wholesale power contracts or the services/wheeling contracts. See
Attachment 3.
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Attachment 1

by BROWN

Limit Enforceability of Covenants to Wholesale Agreement

Amend page 1, line 24 to delete the phrase:

“or related contract”



Attachment 2

AMENDMENT # 2]

by BROWN
Limitation on Automatic Approval of "Anv Amendments

Amend page 1, line 22. and after contract™:

Insert adopted before January |, 1996.



Elimination of Excess Payments

page 2, after line 17:
Insert a new bill section to read:

"* Sec. 5. APPLICABILITY. AS 42.05.431(c), 42.05.511(d), and the
amendments made to AS 44.83.090(b) by sec. 3 of this Act, do not apply to
wholesale power agreements and related contracts in which tht purchasers
are required to make excess payments as that term is described n Section
29 of the Bradley Lake Hydroelectric Project Agreement for the Sn'e and
Purchase of Electric Power prepared November 6th, 1987."
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Original sponsor: Rules/Governor

IN THE HOUSE BY THE JUDICIARY COMMITTEE
CS FOR HOUSE BILL NO. 356 (Judiciary)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: “"An Act relating to the authority of the Alaska
Public Utilities Commission 1in connection with cer-
tain activities of -he Alaska Povsr Authority and in
connection with calculating power cost equalization;
and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 42.05.431 is amended by adding a :iew subsection to
read:
(c) Notwithstanding (b) of this section,

(1) a wholesale agreement for the sale of power from a
project licensed by the Federal Energy Regulatory Commission on or
before January 1, 1987, and related contracts for the wheeling, stor-
age, regeneration, or wholesale repurchase of power purchased under
the agreement, entered into between the Alaska Power Authority and one
or more other public utilities after October 31, 1987, and before
January 1, 1988, ar . amendments to the wholesale agreement or related
contract, are not subject to review or approval by the commission
until all long-term debt incurred for the project is retired; and

(2) a wholesale agreement jr related contract described in
(1) of this subsection may contain a covenant for the public utility
to establish, charge, and collect rates sufficient to meet its obliga-
tions under the contract; the rate covenant is valid and enforceable.

* Sec. 2. AS 42.05.511 is amended by adding a new subsection to read:

(d) Validated costs, except those disallowed under

HB03563 -1- CSHB 356(Jud)



AMENDMENT * 3A
(NOTE: substitute for prior Amendment *3)

by BROWN ©

Elimination of Excess Payments

page 2, after line 17:
Insert new bill sections to read:

“* Sec. 5. APPLICABILITY. AS 42.05.431(c), 42.05.511 (d), and the
amendments made to AS 44.83.090(b) by sec. 3 of this Act, do not apply to
wholesale power agreements and related contracts in which the purchasers
are required to make excess payments as that term Is described In Section
29 of the Bradley Lake Hydroelectric Project Agreement for the Sale and
Purchase of Electric Power signed December 8,1987."

* Sec. 6. NEGOTIATIONS TO REMOVE EXCESS PAYMENT TERM. If the
parties to the Bradley Lake Hydroelectric for the Sale and Purchase of
Electric Power signed December 8, 1987 undertake negotiations to amend
the agreement, the Alaska Power Authority may not withhold Its agreement
to remove the requirement to make the excess payments as described In
Section 29 of the wholesale power contract, nor may the Alaska Power
Authority require concessions from the purchasers as a condition of the
removal of the excess payments provision."

Renumber sections accordingly



AMENDMENT
by CGoll

age
B ete Iong -term debt incurred for the project is retired"
Insert and replace with: “the project begins commercial operation”

eIeteS tion
ane through Page 2, Line 3

Re-number sections accordingly.



TO: CSHB 356 (Judiciary)

Page 2, line 3, after
Insert "In this subsection, "validated costs™ are the actual costs
A5 ~n o o(it. AP'St—

“that a utility uses, under the formula set out 1in related contracts
described in AS 42.05.431(c), to establish rates, charges for services
and rights, and the payment of charges for services and rights. This
subsection does not grant the commission jurisdiction to alter or

amend the formula set out in those related contracts."

- - 2/5/188 5



Alaska State Legislature

HOUSE OF REPRESENTATIVES
Committee on Finance

P.O. Box V
State Capitol
Juneau, Alaska 99811

Official Business

TO: Members of the House Finance Committee
FROM: Representative Kay Bro

DATE: February 4. 1988

SUBJ: Amendments to CS HB 350(Jud):

Bradley Lake Exemption from the APUC

This memorandum proposes several specific amendments to CS HB 356« Jud i
for your consideration during the House Finance Committee s review of this
bill Friday, Febraury 5th.

As a general commen'., I would like to clearly state my support for the
Administration’s essential objective of trying to ensure that the Bradley Lake
project is able to proceed with resumption of construction this summer. At
this point, given the extent of the state s commitment to the project lie,
"sunk' costs), I feel that additional delays would be counterproductive.

At the same time, however, I am concerned about the potential long-term
adverse impacts that some of the language included in CS HB 356(Jud) would
have on the ability of the APUC to adequately protect consumer interests.
While the House Judiciary Committee version is an improvement over the
original bill, I would like to offer the following additional amendments.

As you review the suggested amendments, | would urge you to keep in mind
these fundamental objectives for the bill:

1) ensure that Bradley Lake construction can move forward this
summer; and

2) also safeguard the consumer interest by keeping the extent of
utility deregulation to a minimum.

The following amendments are offered with these basic objectives in mind.



02/04/88 R8p. K. Brown

PROPOSED AMENDMENTS TO CS HB 356 (Jud)
Limit Enforceability of Covenants to Wholesale Agreement

PURPOSE: To limit the enforceability of covenants to the wholesale power
agreements and not Include "related agreements.”

COMMENT: As suggested by the Commission In its comments, ensuring the
enforceability of rate covenants should be limited to the wholesale power
agreement and not extend to the “related” srjrvices or wheeling agreements.
See Attachment 1

Limitation on-Automotlc Approval of "Any Amendments”

PURPOSE: To provide automatic approval (ie, exemption from APUC
Jurlstlctlon) only for contract amendments made prior to January 1, 1996.

COMMENT: It has been stated that there are other parties (in particular,
secondary lenders including the Rural Electrification Administration)
reviewing the contracts and who may require some, as yet unspecified,
amendments. There is also an expressed desire on the part of the utilities
and the APA for "convenience" in order to amend the contracts as the need
arises.

These arguments do not justify the broad language presently contained in
the bill. Amending the bill to provide that only amendments prior to 1996
would be exempted would accommodate any concern about getting the
project going again this summer. At the same time, this amendment would
ensure ths ability of the APUC to review and approve any substantial
changes over the long term. (The January 1, 1996 date is taken from the
wholesale power contracts which provides that If the project is not
complete and operational by this date, the utilities may "opt out.")

Although a "takeover" of Railbelt utilities may not seem likely, the
possibility has been recognized by the utilities themselves as evidenced in
legislation now before the legislature.

This amendment would not provide the APUC with any additional authority
over the existing contracts, only amendments after the project is completed



and operational. The utilities have testified that If it were not for the need
to get the project going this summer, they would not be expecting an
exemption from the APUC review. See Attachment 2

Elimination of Excess Payments

PURPOSE: To eliminate the requirement that utilities make “excess”,
payments beyond those needed to pay off debt or 0 & M for the project.

COMMENT: Section 29 of the Power Sales Agreement (pages 28 -29) requires
payments from Railbelt consumers "In excess of actual debt service
required for retirement of Bonds Issued to pay Recoverable Construction
Costs." These excess payments will amount to hundreds of millions of
dollars in nominal terms. (This simplified scenario assumes no amendments
to the contracts that could either extend the life of the contracts or
Increase the amount of the "excess" payments above that amount currently
described In Section 29.)

Prom a Railbelt consumer perspective, even though these "excess" payments
are not very sizable In discounted present value terms, the payments are
difficult to justify. Notwithstanding the phrase “In recognition of efforts to
obtain" the intertie, the payments would be for an essentially unspecified
purpose — or at least for a project which har not been demonstrated as
economically feasible nor, I suggest, even likely to be relevant 30 years
from now. Essentially, Railbelt consumers would be assessed an
extraordinary charge for essentially unknown future purposes. Fortunately,
Section 29 could be eliminated without affecting other elements of the
wholesale power contracts or the services/wheeling contracts. See
Attachment 3.



Attachment 1

AMENDMENT * 1

by BROWN

Limit Enforceability of Covenants to Wholesale Agreement

Amend page 1, line .24 to delete the phrase:

"or related contract"



Attachment 2

AMENDMENT # 2

by BROWN

Limitation on Automatic Approval of "Anv Amendments’

Amend page 1, line 12, and after "contract™:

Insert "adopted before January 1, 1996,



Attachment 3

AMENDMENT * 3

by BROWN

Elimination of Excess Payments

page 2, after line 17:
Insert a new bill section to reed:

"* Sec. 5. APPLICABILITY. AS 42.05.431(c), 42.05.511(d), and the
amendments made to AS 44.83.090(b) by sec. 3 of this Act, do not apply to
wholesale power agreements and related contracts In which the purchasers
are required to make excess payments as that term is described in Section
29 of the Bradley Lake Hydroelectric Project Agreement for the Sale and
Purchase of Electric Power prepared November 6th, 1987."



01/31/80

HB 356 - CONCEPTUAL.AHEMPMEHIS.
for the
House Finance Committee

1) Include language to clarify/reconcile section 1 of the bill with
section 2.

« amend section 1to include the phrase:
"Except as provided In AS 42.05.511...."
* amend section 2 to read:

"Only costs validated by the Commission that are Incurred by a utility
in connection with the related contracts described In AS -,2.05.431
(c) must be allowed in the reates charged by a utility."

2) Limit duration of exemption form APUC juristictlon to
maximum of 30 years.

3) Limit the exemption of subsequent "amendments' to before
January 1991.

4) Eliminate "excess payments" provision through conditional
effective dote.

5) Include language to ensure that meetings of bodies established
by the power soles contracts and related contracts are covered by
the Open Meetings Act.

6) Add language that would eliminate the APUC exemption If, at
some point in the future, the utilities which are parties to the
contracts were taken over by another utility that was not either a
municipal utility or a cooperative (1le, an Investor owned utility).
See attached article.



eSection 1. AS 42.05.431 is amended by adding a new subsection v.0 read:
(© Notwithstanding (b) of this section,

(1) a wholesale agreement for the sale of power from a project
licensed by the Federal Energy Regulatory Commission on or before January
1, 1987 [ENTERED INTO BETWEEN THE ALASKA POWER AUTHORITY AND ONE OR MORE
OTHER PUBLIC UTILITIES AFTER OCTOBER 31, 1987 AND BEFORE JANUARY 1, 1988]
and related contracts for the wheeling, storage, regeneration, or wholesale
repurchase of power purchased under such an agreement, entered into between
the Alaska Power Authority and one or more other public utilities or among
the utilities after October 31, 1987 and before January 1, 1988 and [ANY
SUBSEQUENT] amendments to the wholesale agreement or related contract”™ ara
not subject to review or approval by the commission until all”~Jebt incurred
for the project is retired and

(@ a wholesale agreement or related contract described In (@)
of this subsection may contain a covenant for the public utility to
establish, charge, and collect rates sufficient tc meet its obligations
under the contract; such a covenant is valid and enforceable.

*Sec. 2. AS 42.05.511 is amended by adding a new subsection to read:

IA* | '<U U-L
@ costs, except those disallowed under AS 42.05.381(a), incurred

k . > . . , -yLv. Ctla.UL )
by a utility in connection with a-wbeTesdlc agrccmgn4a}r-contractsdescrlbed
in AS 42.05.431(c)(1), HTKk d4g—\HaOfate-H mitat-fon, pover and other costs

iHcurred-w”er-such on agreementor contract-, must be allowed in the rates

charged by the utility.

(Subsections 3 & 4 remain the same)



Alaska Power Authority

NEED FOR EXPEDITIOUS PASSAGE OF NEW ''SB22'" LEGISLATION

The revised construction schedule adopted for Bradley Lake has been
developed to accomplish twc primary objectives: Tfirst, to complete the
project in a reasonable timeframe which will bring the project on line
when the utilities®™ seasonal demand for power is increasing; and second,
to stimulate the construction industry and employment opportunities by
initiating major construction efforts during the 1988 construction
season.

To accomplish the above objectives, and in particular to create a
meaningful positive effect on the labor situation in 1988, it is impera-
tive that the main construction contract (General Civil Construction! be
awarded early enough in the summer of 1988 to enable the contractors to
initiate work on both the dam and power tunnel. If the contract award
is delayed beyond July 1, 1988, the contractor will still begin work on
the power tunnel. However, due to the limited summer season remaining,
work on the dam will probably not be initiated until the spring of 1989.
As a consequence, the total 1988 work force will be reduced by approxi-
mately one-half.

Due to the time involved in advertising, bid preparation, bid opening,
potential bid protests and the contract award process, 1in order to
achieve a contract notice to proceed on July 1, 1983, it is imperative
that "clean SB22" Ilegislation be enacted and signed into law on or
before March 15, 1988.

The attached flow chart shows the timetable required to achieve timely
award of the General Civil Construction contract and other project
contracts involving 1988 construction. Also attached 1is a bar char:
which compares the estimated manpower requirements for 1988 resultmy
from early passage of SB22 (prior to March 15), versus late passage or
the bill (May 15).

Attachments



Bradley Lake Hydroelectric Project

CONTRACTS

General Civil
Consti /ction

A Jvanced
At vertlsing
Camp & Catering
Transmission Line
Clearing
SB 22

Becomes Law

March

i
Issue Ci-
For Bids

vy 3/15

ZYy

->r=3-

Issue Bid
Document

vy 3/15

Issue Bid
Document

vy 3/15

N

1988 Construction Schedule

1988
April May June July
Bid Notice to
Opening Proceed

August

Yy 5/15 v 7/1
i r [/ /zv 7 /727770l s 77/ [/ /[ \

FInollze Bid i Bid Eval. of Oam it Tunnel
Preparation it Protests ) Construction
Bid Award Camp
Opening it NTP Available
Vo5 V 6/1 Vo7
Bid
i <3 -B'd £s - Construct D" Operate
Preparation Eval. Camp Camp
|
Bid Award
Opening it NTP
Vo5 V _6/1
1
zzzvz (717" "7 72v 77777777777 7777~7T7N\
DB - L Begin »
Preparation Eval. Clearing
Phase |l
mProject Construction
Resumes

January 1988



240 -

220 -

200 -

180 -

160 -

140 -

120

100 -

80 -

60 -

40 -

20 -

Jun

Jul

Bradley Lake Hydroelectric Project

Projected Manpower Requirements
(June 1988 through May 1989)

217

189

170

150 147
142

125

107 109 107
100 102
96 97

47

Aug Sep Oct Nov Dec Jan Feb Mar

Early SB 22 Passage (Mar 15) | I Late SB 22 Passage (May 15)

159

Apr May

January 1988



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

Introduced: 1/13/88 go00168h

Referred: Judiciary and
Finance

BY THE RULES COMMITTEE BY
IN THE HOUSE REQUEST OF THE GOVERNOR

HOUSE BILL NO. 356
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL

For an Act entitled: "An Act relating to the authority of the Alaska
Public Utilities Commission in connection with cer-
tain activities of the Alaska Power Authority and iri
connection with calculating power cost equalization;
and providing for an effective date."

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

* Section 1. AS 42.05.431 is amended by adding a new subsection to
read:
(c) Notwithstanding (b) of this section,

(1) a wholesale agreement for the sale of power from a
projejt licensed by the Federal Energy Regulatory Commission on or
before January 1, 1987, entered into between the Alaska Power Authori-
ty and one or more other public utilities after October 31, 1987 and
before January 1, 1988, and related contracts for the wheeling, stor-
age, regeneration, or wholesale repurchase of power purchased under
such an agreement,*and any subsequent amendments to the wholesale
agreement or related contract, are not subject to review or approval
by the commission; and

(2) a wholesale agreement or related contract described in
(1) of this subsection may contain a covenant for the public utility
to establish, charge, and collect rates sufficient to meet its cibliga-
tions under the contract; such a covenant 1is valid and enforceable.

* Sec. 2. AS 42.05.511 is amended by adding a new subsection to read:

(d) All costs incurred by a wutility in connection with a

HBO356A -1- HB 356
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wholesale agreement or contract described in AS 42.05.431(c)(1),
including, without limitation, power and other costs 1incurred under
such an agreement or contract, must be allowed in the rates charged by
the utility.
*Sec. 3. AS 44.83.090(b) 1is amended to read:
(b) The authority 1is not subject to the jJurisdiction of the
Alaska Public Utilities Commission. Nothing in this chapter [AS 44._-
83.010 - 44.83.425] grants the authority any jurisdiction over the
services or rates of any public utility or diminishes or otherwise
alters the jurisdiction of the Alaska Public Utilities Commission with
respect to any public utility, including any right the commission may
have to review and approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale agreements and
contracts described in AS 42.05.431(c)(1).
*Sec. 4. AS 44.83.162 is amended by adding a new subsection to read:
(p) In calculating power cost equalization, the commission may
not consider validated costs or kilowatt-hour sales associated with a
United States Department of Defense facility.
*Sec. 5. This Act 1is retroactive to November 1, 1987.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c)-

HB 356 -2- HBO356A



MKW
m

m m
STATE OF ALASKA
1988 ' EGISLATIVE SESSION

BILL VERSION: HB.356.
PUBLISH DATE: HOUSE.. 1/13/88

REGUEST; FISCAL NOTE Y
WSI e, ) ) Agency Affected:Ccmnerce & Economic Development
itle ; AR CCrrdlssion authoTity TeAPA _
BRU: AEUC _
and 1 ) f
Onsor. .éu €S LOm by lEqUESt Q Components :— Qnerafrions

equestor: Governor i
EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FY 88 FY89 FY 90 FY 91 FY 92 FY 93
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL n n n a .0 0
.CONTRACTUAL n ... n n 0 n 0
SUPPLIES n n n n n n
EQUIPMENT 0 9 .

LAND & STRUCTURES % 0 [J 8 U
GRANTS, CLAIMS n n n -0 0 0
MISCELLANEOUS n n n n . Q. 0
TOTAL OPERATING .0 Q 0 0 0 0

CAPITAL 0 0 0 6 — fie 0

RF/ENUE 0 0 0 0 0 0
FUNDING: (Thousands of Dollars)

GENERAL FUND 0 0 0 0 0 0
FEDERAL FUNDS 0 0 0 0 —5 0
OTHER n n n 0 0 . 0
TOTAL n n A n n
POSITIONS:
FULL-TIME 0 0 0 n 0 0 0
PART-TIME n n n 0 0
TEMPORARY Q n 0 n 0 ,
ANALYSIS : (Attach a separate page if necessary)

See attached
Division: Alaska Public U tilities Commission Date: 1/6/88
Approved by Commissioner; . .
Agency: Commercel & "Economic Development v / 3
Distribution (b) preparer):

Legislative Finance

Legislative Sponsor

Requestor

Office of Management and Budget

Impacted Agcncy(ies) page. of



HB 356
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January 6, 1988

Tbs proposed legislation amends AS 42.05.431(b), which es-
t&blj.shed the Commission®s authority to review and approve
wholesale power contracts entered into between the Alaska Power
Authority and other public utilities.

VThen Section .431(b) was enacted in 1986, no fiscal impact was
forecasted and the Commission did not receive any additional
resources. The expectation was that the Commission would respond
to filings pursuant to this section with existing staff. There—
fore, no resultant fiscal Impact is projected in response to the
changes included in this bill.

Page 2 of 2
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PART-TIME
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PROGRAM SUMMARY

Expenditures

It is estimated that approximately $200,000 of additional legal
fees will be incurred due to the PUC hearings process.

It is further estimated that the PUC hearings process would delay
the Bradley Lake project by a year. The resulting increase in
construction costs and interest during construction on the
long-term debt would increase the total project costs by an esti-
mated $19.15 million.

Funding

It is assumed that any additional Bradley expenditures would be
funded by the Railbelt Energy Fund.

Economic Impact

In addition to the increased costs described above and below, a
delay in the Bradley Lake project would reduce the number of jobs
available on the Kenai Peninsula this summer and next.

Impact on Railbelt Electricity Consumers

Not passing this bill would increase the interest rate on the
long-term debt for Bradley Lake iIn two ways. First, debt would
have to be issued earlier in the construction schedule (the I1DB
allocation to Bradley Lake expires on 12/31/90), and completion
risk becomes more of a factor. Second and perhaps more important,
present law allows the PUC.to reopen the contracts at any time iIn
the future. The interest rate penalty from these two factors 1is
estimated to be 1/2 percent. Such a penalty would increase debt
service $750,000 per year, or $22,500,000 over the life of the
bonds.

Additionally, the utilities are expected to incur approximately
$500,000 of legal expenses due to the PUC hearings process. This
would be borne by the Railbelt Electricity Consumers.

In summary, the total additional costs Incurred from this bill not
passing would be approximately $42,350,000.

1332/810/1

Page 2 of 2



ALASKA POWER AUTHORITY
POSITION PAPER

HOUSE BILL NO. 356

The Alaska Power Authority supports enactment of House Bill No. 356. Specifi-
cally, Sections 1, 2 and 3 of the bill provide for amendments which would
exempt wholesale power agreements and related contracts (the two ™wheeling"
agreements), including any subsequent amendments to the wholesale agreement or
related contract, between the Alaska Power Auth®"nty and one or more other
public utilities from review or approval by the Alaska Public Utilities
Commission (APUC). The exemption provided through these amendments covers
only those agreements for the sale of power from a project licensed by the
Federal Energy Regulatory Commission (FERC), on or before January 1, 1987,
entered into between the Power Authority and one or more other public
utilities after October 31, 1987 and before January 1, 1988, i1.e., the Bradley
Lake Hydroelectric project (licensed by the FERC on December 31, 1985), and
the wholesale power sales agreements and related agreements were entered into

on December 8, 1987. Enactment of this legislation remains essential to the

program of revenue bond financing of the Bradley Lake Hydroelectric Project.

The need for enactment of House Bill 356 is due to a 1986 amendment to APUC
legislation. The- amendment provided the APUC with the authority to review in
advance and approve wholesale power agreements between public utilities. The
existing APUC statutory authority also allows that, once the agreements are in

effect, the APUC may also order the parties to the agreement to renegotiate

1475/816(1)



the agreement if the APUC determines that retail power rates are not just.
Where the parties are unable to agree to an amendment, the APUC may order the

parties to proceed under the agreement"s dispute resolution procedures.

The 1986 amendment to APUC statutes was part of a complex, lengthy and contro-
versial package of amendments within the 'sunset” reauthorization bill for the
Alaska Public Utilities Commission. The effect of the amendment on the Alaska
Power Authority, its wholesale power agreements and related contracts, and the
Bradley Lake agreement in particular, was never considered by the 1986 Legisla-
ture. Consequently, we are now presented with a statutory conflict. The
Power Authority is exempt by statute from the APUC®s jurisdiction. On the
othe~ hand, the APUC has jurisdiction over wholesale power agreements and

other related contracts to which the Power Authority is a party.

During the 1987 legislative session Senate Bill No. 22 was introduced and
provided for amendments which would have restored law that had been in effect
since 1976 and that was inadvertantly removed during the reauthorization of
the Alaska Public Utilities Commission by the 1986 Legislature. The amendments,
as provided for in SB22, attempted to restore, rather than change the status
quo. After a lengthy legislative hearing process, SB22 passed the Legislature
and was subsequently vetoed. Governor Cowper vetoed the bill because of
amendments contained in Section 4 of HCS CSSSB 22 (Fin.), which were unrelated
to the amendments which would have exempted wholesale power agreements between
the Alaska Power Authority and public utilities from review and approval by
the APUC. As a result of the veto, Bradley Lake project construction could

not move forward as originally planned.

7475/816(2)



During the 1987 legislative session, the Railbelt utilities requested funding
and statutory authority which would have allowed for immediate construction of
an upgraded intertie system in the Railbelt. The utilities asserted that this
system was necessary to transmit electrical energy from Bradley Lake to 1its
users in the Railbelt. That legislation did not pass, and the utilities were
required to develop alternate (contractual) arrangements for moving energy
over the 1intertie system as it exists today. These contractual arrangements
are called "wheeling™ and/or "services" agreements. These agreements govern
the utilization of several segments of transmission facilities that are owned
and operated by different parties. Further, these agreements serve as
additional terms and conditions necessary to provide delivery of energy
contracted for under the Power Sales Agreement, and are therefore integral
pares of the bargain the utilities have made for Bradley Lake power. The
Bradley Lake Power Sales Agreement does not become effective until all

required approvals of these agreements are received.

Section 4 of HB356 provides for amendments to AS 44.83.162 (Section 7, of
SB 22 passed by the 1987 Legislature also included this Jlanguage.) Although
Section 4 of this bill does not 1impact the Alaska Power Authority, it does
relate to the Power Cost Equalization Program (PCE) which is administered by
the Alaska Power Authority. This amendment clarifies that APUC should not
include the kilowatt-hour sales to a Department of Defense facility when
determining if a utility 1is eligible for Power Cost Equalization benefits.
The amendment provides resolution to a question that has been pending regard—

ing Naknek Electric Association®s calculation of PCE benefits. Naknek Elec-

1475/816(3)



trie Association provides contractual electric service to the King Salmon Air
Force Base under the Federal SWAP Act provisions of 1980. The amendment will
provide a positive benefit to local customers of utilities participating in
the PCE program which supply power now, or in the future, to a U.S. Department
of Defense facility. The City of Galena, recently awarded a contract to sell
power to the Galena Air Force Base, will also benefit from the amendment. The
exclusion of £ro rata fixed costs and kilowatt-hour sales arising from supplying
power to such a facility will provide for a positive economic impact on Naknek
Electric Association®s members. This amendment will also serve to maintain
the PCE 1level of Naknek Electric Association®s residential customers without

increasing the cost of power to these customers.

1475/816(4)
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Toi Don 9hirmr\r
Directdv™program Developmsnt
From: Gwen abermillep*v?\
Research BnalyWt/0~" rei Naknek Electric*s

disagreement with PCE
level determination

I am commenting on Mr. Franlte*a letter to Senator Zharoff dated
March 19, 1957 though the supporting document* have not been
forwarded.

The SWAP Act of 1950 state* that an energy purchase ...will
result in a cost savings to such agency of eleetrio energy without
increasing coats to other consumers of electric energy." Lf tnsro

are additional coats involved in providing power to wholLocale
customers of MCA, 1 would assume it to be the utility"s
responsibllity to taka all additional cost* in aoeount when
negotiatiating the contract. If the direct costs are net passed
through to the wholesale customers incurring the costs, the other
ratepayers will subsidise the contract, unless the additional
demand decreases the total coat of power. The agreement Naknsn
Electric (MEFI) ha# with the Air For,ee is a negotiated wholesale
power Contract of the format Which it appears that NfiA enters into
with any purchaser whose demand exceeds 500 kva. <Se* attached)

Cost based rates are developed by allocating the cost or ratio of
cost of services and7or facilities to the customer or rate class
depending on the degree of benefit to that class or the level of
demand. If overall costs of providing electricity to the utility
consumer are decreased, then it follows that a subsidy would
decrease.

It appears in the letter from Mr. Franke to Sen< Zharofr that he
wlahes to count the costs of supplying electrical service to the
Qir Force yet not include the benefits of those expenditures in th>
formula, (PCE determined from Total COStl/TOtal KWH sales to get
unit cost of electricity. ) Therefore the PCE level would be much
higher. If the KWH sales of the ftjr Farce aasc are excluded,
would seem that any portion of the costs that % not, contribute to
..benefit of the oihtr ratepayers should be exclugeo whan
Jetermimns the unit cost of electrTcTty ~ITiq"ulTifliately the..PCE
subsidy revel. If maintaining the Pet level 1is the desired outconme,
then using the revenue* from the Air Force to decrease costs befon
dividing by kwh sales of all other customers will only work if tho
costs of providing that service would outweight the benefits.



On**"of tha purpose of th* Powar Cost Equalization program n
stated in flaneral order 14 it to rncourage feasible altannat iv»* §
diesel generation, which one could interpret to Mean would b* lew*
eepenaive in the long run leading to leae dependence on pona**
subsidies such at PCE.

The most equitable way to resolve the 1issue at thi* point in tin*
would be to exclude th* Air Force totally fro« th» computation* f:

PCE datarnination for all othar rata classaa. This *oulc m.an
exclude the cotta and the kwh salat arising fn«* earning th* base
fro* the PCE forrcula. Th» subsidy serves to akaw the impact of

this contract on tha coat of power for the remainder of tha
ratepayers.
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Luntract F65501-31-D0003

EXHIBIT "B"

RATE SOHDUE EXTRACT

The following power rate was extracted from the Naknek Electric Association
Proposal, F65501-80-D0033, with negotiated price adjustment reflected.

SCHEDULE W

NAMNK DIMISION VWHOESA E FONAR GOsT

AVAILABILITY

Available to customers desiring to purchase wholesale power and whose demand
exceeded 500 kva during any period throughout the calendar year.

TYPE OF SERVICE

To be determined and mede a part of s subordinate contract to.be entered into
with each customer utilizing such service.

RATES

All energy sold < 9.9t/KWH

HI.WH MNHY GMRE
The minimum monthly charge under the above rats shall be 515,000/month.

ARH. AT ACIUSTKSHT G-ARGE

A surcharge or credit may be applied to each bmihg for service render®
under this Schedule to reflect Increases or decreases 1n the cost of fuel

cocp-ired to the base cost of fuel.
Current Fuel Cost

Surcharoe =. 52_.3*/GallOn

.. on)
t/KWH) No. of d per Gall f Fuei Comsured
( 'f)\\ﬁ?{ﬁaeLatest 1%5%%5 rer e O



NAKNEK ELECTRIC ASSOCIATION, INc

POST OFFICE 90K >>5 » NAKNEK, ALASKA 69633 « PMOAT /907~ 24d.42«f

Haroh 19, 1917

Senator Fred F. Zharoff
Pooch V
Juneau, AX 99811

Deer Senator Zharoff:

The clutches of legislative over-light have finally engulfed the proper
PCE entitlesHt of the members of tfaknex Electric Association.

This baa been prompted by calculation aathodology used by the (current)
staff of the Alaska Public Utility commission. The current staff 3
calculation method includes kilowatt hours delivered to the King Saloon
Air Force Base under the Federal SWAP Act of 1980, whereas previously the
Cosaission excluded those KWH* from thoir calculation. The
recomsnndatlon of the current APUC staff follow* the letter of the law as
set forth is General Orders 14A and 141 in which it is stated Total
Kilowatt Hours Delivered ™, eves though the previous Stalf"s interpretation
of the law excluded the kilowatt hours delivered to the Air force,
consequently, the new recommendation will deliver significant economic
impaction to the balance of Haknck Electric Association®s consumers in the
amount of >301.132.41 la just tvelva months.

strong feelings exist within the Association that this was not tha intent
of the law and would like consideration of an amendment to the law to
exclude all SWAP Act kilowatt hours from the Coaiasion®s calculation of
the fixed coat portion of the PCE entitlement. [

This Association provides contractual electric eervice (at tLi coet of
energy only, i.e., fuel caste) to the (Cine Salmon Air Porce Base under the
federal SWAP Act of 198Q (Public Law 96-571). The preain for this Act is
to provide and encourage the ioterchanie between utilities and National
Defense installations when it Ls "mutually beneficiall. When the "out at
pocket™ cents of aembers are alcvated as a raault of inclusion of SWAP Act
kilowatt fcsot, the arrangement becomes nan-beneficial co the majority of
Naknek Elcfttrlc Association®a consumers snd consequently no Longer

The higher costs which would be incurred if the Air Force was forced to
return to providing for its own electrical needs appear und*sir*sle in
light of defefiii budget goals. Additionally, the generation equipment at
the King Salmon Air Porce base is derelict us well as unreliable. The
inevitable need for replacement of this equipment would he eliminated hv
continued service from Naknek Electric Association.

3everal attachments are included in support of our request to imena
legislation to exclude SWAP Act delivered snergy in the fixed coat portion
of PCE calculations.



Pact two * PCE calculation
The attachments arc:

0*. 1985/56 12 couth schedule of PCE dollar and KWH values.

p2. Sample of data source for attachment .41.

3. January 28, 1987 Commission Order & Staff recommendation.

#4. Impactina at Commission Order.

?5. Comparative of 83 4 86 data as done previously. (Supports
acceptable non-inclusion of Air Force revenue and KWH
consumption,)

d6. Schedule developed by Conmission staff during field audit
performed 12/83, (Of interest is audit note, highlighting
impaction of Air Force"s consumption. This note provided the

basis for our negotiation of the rates determined in attachment
#5.)

fi*7. January 27, 1987 letter from our attorney, Roger Kemppei. :0
the Commission concerning order (attachment l:3)- _An evidentiary
hearing was held on March 4, 1987. which resulted W verbal
instruction from the Commission to do what we could to
legislatively exclude SWAP Act energy in the fixed cost portion of
the PCE calculation.

Your support in influencing this important amendment to the law, to
exclude all SWA? Act kilowatt houre from tha PCE calculation, is
requested. Thn resulting economic effect to the Association"s members,
including tha Air Force, makme this amendment a necessity.

Sincerely,

Naknek Elaotrio Association

C- S. Prank*
General Kemeger

CEP:the
enclosures

cc:  Adelhe id Herrmann
NEA Attorney, Roger Kmcppei
aRECA Executive Secretary, Dave Illutchirva
APUC Chairman, tfeacnerlv
tfels .inaerson
NBA Board Members
riltt
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STATE OF ALASKA 1988 LEGISLATIVE SESSION
FISCAL NOTE

REQUEST: Rules Committee

Revision Date:

Title: APUC Authority in connection with
activities of the Alaska bower Authority
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OPERATING
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TRAVEL
CONTRACTUAL
SUPPLIES

EQUIPMENT

LAND & STRUCTURES
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TOTAL OPERATING

FY 88

CAPITAL

(50)
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FUNDING: (Thousands of Dollars)

GENERALFUND
FEDERAL FUNDS
OTHER*

TOTAL

(50)

POSITIONS: *Railbelt F'erW Fu"d

FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS :
(See attached page)

(Attach a separate page if necessary)

Robert E. LeResche
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Senate Secretary
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PROGRAM SUMMARY

Expenditures

It is estimated that approximately $200,000 of additional legal
fees will be incurred due to the PUC hearings process.

It is further estimated that the PUC hearings process would delay
the Bradley Lake project by a year. The resulting 1increase in
construction costs and interest during construction on the
long-term debt would increase the total project costs by an esti—
mated $19.15 mi 11 ion.

Funding

It is assumed that any additional Bradley expenditures would be
funded by the Railbelt Energy Fund.

Economic Impact

In addition to the increased costs described above and below, a
delay in the Bradley Lake project would reduce the number of jobs
available on the Kenai Peninsula this summer and next.

Impact on Railbelt Electricity Consumers

Not passing this bill would increase the interest rate on the
long-term debt for Bradley Lake 1in two ways. First, debt would
have to be 1issued earlier in the construction schedule (the IDB
allocation to Bradley Lake expires on 12/31/90), and completion
risk becomes more of a factor. Second and perhaps more important,
present law allows the PUC to reopen the contracts at any time in
the future. The 1interest rate penalty from these two factors is
estimated to be 1/2 percent. Such a penalty would increase debt
service $750,000 per year, or $22,500,000 over the life of the
bonds.

Additionally, the utilities are expected to incur approximately
$500,000 of legal expenses due to the PUC hearings process. This

would be borne by the Railbelt Electricity Consumers.

In summary, the total additional costs incurred from this bill not
passing would be approximately $42,350,000.

1332/810/1
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NEED FOR EXPEDITIOUS PASSAGE OF NEW "SB22"™ LEGISLATION

The revised construction schedule adopted for Bradley Lake has been
developed to accomplish two primary objectives: first, to complete the
project 1in a reasonable timeframe which will bring the project on line
when the utilities®™ seasonal demand for power 1is increasing; and second,
to stimulate the construction industry and employment opportunities by
initiating major construction efforts during the 1988 construction
season.

To accomplish the above objectives, and in particular to create a
meaningful positive effect on the labor situation in 1988, it is impera—
tive that the main construction contract (General Civil Construction”™ be
awarded early enough in the summer of 1988 to enable the contractors to

initiate work on both the dam and power tunnel. If the contract award
is delayed beyond July 1, 1988, the contractor will still begin work on
the power tunnel. However, due to the limited summer season remaining,

work on the dam will probably not be initiated until the spring of 1989.
As a consequence, the total 1988 work force will be reduced by approxi—
mately one-half.

Due to the time involved 1in advertising, bid preparation, bid opening,
potential bid protests and the contract award process, 1in order to
achieve a contract notice to proceed on July 1, 1988, it 1is imperative
that "clean SB22"™ legislation be enacted and signed into law on or
before March 15, 1988.

The attached flow chart shows the timetable required to achieve timel/
award of the General Civil Construction contract and other project
contracts involving 1988 construction. Also attached is a bar chart
which compares the estimated manpower requirements for 1988 resultvg
from early passage of SB22 (prior to March 15), versus late passage c*
the bill (May 15).

Attachments



Bradley Lake Hydroelectric Project
1988 Construction Schedule

1988
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Manpower

Bradley Lake Hydroelectric Project

Projected Manpower Requirements

(June 1988 through May 1989)
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Summary
of
Power Sales & Wheeling Agreements
affected by HB356

The following three agreements, executed by all parties on
December 8, 1987, would be affected by enactment of HB356.

1. Bradley Lake Hydroelectric Project Power Sales Agreement
(Power Sales Agreement) between the APA and the five
purchasers.

2. Bradley Lake Hydroelectric Project Transmission Sharing
Agreement (Transmission Agreement) providing for
transmission of Project power by Homer Electric

Association, Inc. (HEA) between the Project and Soldotna,
Alaska.
3. Bradley Lake Hydroelectric Project Agreement for the

Wheeling of Electric Power and for Related Services
(Services Agreement); providing for the transmission of
Project power by Chugach Electric Association, Inc. (CEA)
from Soldotna to Anchorage, Alaska and for other services
related to Bradley Lake power.

These three agreements comprise the necessary contractual
arrangements related to the purchase of Project capacity and the
delivery of that capacity to the purchasers. Linder the Power Sales
Agreement, the purchasers agree to purchase their percentage share
of Project capacity and pay their share of annual costs of the
Project. The Transmission Agreement and the Services Agreement
provide for the transmission of Project power from the Project over
HEA®s planned 115 kv transmission line to the Soldotna Substation;
then, from Soldotna to Anchorage over CEA®"s existing 115 kv
facilities. Transmission of Project power from Anchorage north will
be provided under the previously executed Alaska Intertie Agreement.

The APA has designed, licensed and initiated construction of the
Project using funds appropriated by the State and borrowed through

private institutions. Ultimately the State will provide 50% or more
of the capital costs through appropriations and will finance the
remaining portion with revenue bonds. The power purchasers are

obligated to repay the debt service on the bonds (not to exceed a
principal amount of $175 million) as part of the cost of power from
the Project. If the State fails to complete the Project, the

45/304/1



purchasers have no obligation to pay any debt service. However,
once the Project is commercially operable, the purchasers will be
obligated to pay for their share of Project capacity until the
revenue bonds are repaid.

The three contracts, which together constitute the bargain struck by
the State and the purchasers, are described below:

POWER SALES AGREEMENT
The APA is a public corporation within the Alaska State Department

of Commerce and Economic Development, specifically authorized to
construct, operate and maintain generating projects whose power

capability is marketed to Alaska utilities. The Project has a
planned capacity of 90 megawatts and an estimated annual energy
output of some 360,000 megawatt hours/annum. It is being
constructed on the Bradley River near Homer, Alaska. The following

parties have contracted to purchase the followiny shares of project
capacity:

% MW

Homer Electric Association* 12.0 10.8
Seward Electric System 1.0 0.9
Chugach Electric Association 30.4 27 .4
Anchorage Municipal Light & Power 25.9 23.3
Matanuska Electric Association* 13.8 12.4
Golden Valley Electric Association 16.9 5.2
100.0 90.0

*Alaska Electric Generation & Transmission Cooperative (AEG&T)
on behalf of HEA & MEA, will purchase 25.8%, or 23.2 MW.

The Power Sales Agreement is the key contract among the three
involved in the transaction. It provides for the sale of power and
the financing, operation, and maintenance of the Project. It
governs the sales of bonds to finance a portion of Project
construction costs, the repayment of such debt, the scheduling and
sales of power from the Project and the administration of the Power
Sales Agreement.

As set forth in the Agreement and pursuant to the Bond Resolution in
Exhibit "A,"™ the APA proposes to issue up to $175,000,000 in bonds
to pay for a portion of Project construction costs as defined in
Section 101 of the Bond Resolution. These funds cannot be used for
the acquisition and construction of capital 1improvements. The APA
cannot issue additional bonds unless purchasers who hold 80% or more
of the Project capacity approve the action, or unless a majority of

45/304/2



Page 3

the Project Management Committee requests that repairs, maintenance
and renewals (Required Project Work) be paid for out of bond
proceeds.

The bond debt will be retired by proceeds from the sale of Project
power. The debt, along with all other costs associated with
operating and maintaining the Project, are included in a budget of
annual Project costs.

Once the Project is commercially operable, purchasers are obligated
to pay their percentage share of annual Project costs each fiscal
year. Such payments are unconditional and continue without offset
or reduction notwithstanding suspension or reduction in the amount
of power supplied by the Project.

Should any purchaser default on its payment, the APA is authorized
to immediately bring suit. If the APA suspends or terminates power
deliveries to a defaulting purchaser, and if the APA estimates that
there will be insufficient funds to pay annual Project costs, the
APA may 1increase other purchasers®™ percentage shares up to a 25%
ceiling without the purchasers®™ consent.

The Agreement also provides for continuity of service, procedures to
establish rates and billing, Project management, dispute resolution,
record keeping, maintenance, 1inspection, obligations under the Bond

Resolution, and surplus to the State after bonds are retired.

Section 13 creates the Project Management Committee (PMC). The PMC
is comprised of representatives of all parties to the Agreement. It
acts as a clearinghouse for, and coordinator of, the administrative
activities required of the APA and the purchasing utilities 1in
operating the Project and administering the Agreement. It has the
ongoing obligation and authority to oversee and guide all

significant Project activities thereby controlling costs, setting
budgets and resolving disputes among the parties subject to the
APA"s right to take "Required Actions."”

The Power Sales Agreement has an initial term of 50 years. It
becomes effective on the date when, 1) it is executed and delivered
by all the parties and, 2) when each purchaser has obtained all
necessary approvals for it and related transmission and services
agreements. The Agreement will terminate either 50 years after the
date of commercial operation of the Project, or when no bonds are
outstanding and all payment obligations have been satisfied,
whichever is later.

There is an early out provision which allows for termination on
January 1, 1996 in the event that commercial operation does not
occur on or before that date. The Agreement may be renewed for
40-year periods of the life of the Project, whichever 1is longer.

45/304/3
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THE TRANSMISSION AGREEMENT

Pursuant to the Transmission Agreement, HEA agrees to construct and
operate approximately 47 miles of 115 kv transmission line between
the Bradley Junction and Soldotna Substation. The purpose of the
line is to deliver Project power to GVEA, CEA, the City of
Anchorage, and the City of Seward, utilities who otherwise do not
have transmission capability to take delivery. The Agreement
provides for the sale or lease of portions of the transmission line
to the purchasers (CEA, GVEA, the City of Anchorage and the City of
Seward).

The Agreement provides for payments by the purchasers to HEA for
capability of the line once the line 1is in service whether or not
the line remains operable. In the event that the line is downrated,
payments may be increased under certain circumstances. Payments
include amortization costs of construction loans and operation and
maintenance expense.

The Agreement also provides for continuity of service, operation and
maintenance, failure to construct, 1line upgrading, major repairs,
special provisions affecting CEA, and dispute resolution.

The term of the Agreement begins on the date that all parties have
executed it, and it has been approved by all entities whose approval
is necessary. The Agreement ends on the earlier of the date the
transmission line is no longpr used and useful and all costs of the
construction loan have been paid; or the date on which the Power
Sales Agreement terminates according to Section 2(c) of that
Agreement; or such other date as the parties mutually agree upon,
provided that such approvals as are necessary at that time are
sought and given. The Agreement includes the same early out
provisions found in the Power Sales Agreement.

THE SERVICES AGREEMENT

Pursuant to the Services Agreement, CEA will provide wheeling,
storage, and energy purchase services to the parties (GVEA, HEA,
MEA, the City of Anchorage, the City of Seward and AEG&T). Parties
are not bound to sue CEA®"s services exclusively. In addition, the
Agreement establishes provisions for continuity and scheduling of
services, rights to additional transmission capacity, rates and
billing, and dispute resolution.

The term of the Agreement begins on the date all parties, 1) have

received satisfactory opinions of counsel, 2) have been executed and
delivered the Agreement, and 3) the Agreement has been approved by
all entities whose approval 1is necessary. The Agreement terminates

45/304/4



on the earlier of the date on which the APA terminates the Project;
or the 50th anniversary of the date of commercial operation of the
Project; or the date on which the Agreement has been terminated,
upon proper notice, with a party who has available alternate
transmission facilities; or upon mutual agreement of all parties
subject to necessary federal and state approval.

The Services Agreement provides an alternative solution to the
problem of transmitting or otherwise using Project power absent
extension of the Alaska Intertie line from Anchorage to the Kenai
Peninsula. Parties to this Agreement recognize that the Agreement
will be superseded by other arrangements if, and when, construction
of additional transmission facilities occurs, or if power pooling
arrangements are made by the parties.

45/J04/5



! STEVE COWPER, GOVERNOR
K REPLY TO:
DEPARTMENT OF LAW S?ﬁf%E\AégéhAVENUE
ANCHORAGE. ALASKA 99501-1994
OFFICE OF THEATTORNEY GENERAL PHONE: (907) 276-3550
J 29, 1988 o 1st NATIONAL CENTER
anuary ==, 100 CUSHMAN ST.
SUITE 400
FAIRBANKS. ALASKA 99701-4679
Chatrman John Sund FEB 0 1 1983 5 P.0. BOX K-STATE CAPITOL
*House Judiciary Committee JUNEAU, ALASKA 99811-0300
Alaska State Legislature PHONE: (907) 465-3600
House of Representatives

P.0O. Box 4
Juneau, Alaska 99811

Re: Bradley Lake Power Sales Agreement
-- Excess Payments

Dear Chairman Sund,

Robert LeResche, Executive Director of the Alaska Power
Authority ("the Authority"), has relayed your request for an
opinion on the meaning of section 29 of the Bradley Lake Pcwer
Sales Agreement "the Agreement™).

The Bradley Lake project 1is a hydroelectric project
within the energy program for Alaska. Sec. 20, ch. 133 SLA 1982.
Money received by the Authority for the sale of power from
projects constructed under the energy program for Alaska must be
transmitted to the commissioner of revenue for deposit in the
state general fund unless the money has been pledged to secure
bonds. AS 44.83.398(c).

Section 29 of the Agreement provides that the power
purchasers of the Bradley Lake hydroelectric project will make
payments 1in excess of actual debt service once the construction
bonds have been retired. These "excess" payments will be made to
the Alaska Power Authority for deposit into the Railbelt Energy
Fund.

As you already know, the Railbelt Energy Fund 1is a
special fund treated as an account 1in the general fund. AS
37.05.153. The fund 1is managed by the Department of Revenue.
Interest received on money 1in the fund may be appropriated into
the fund annually. Id. AS 37.05.153 specifically provides that
"the legislature may appropriate money from the fund to assist in
meeting Railbelt energy needs."” Id.

Notwithstanding any agreement entered into between a
state agency and a second party, only the Legislature may with—
draw money from the state treasury. AK Const, art. 1IX, sec. 13.
Thus only the legislature may appropriate money from the Railbelt
Energy Fund. Nor can we expect that the Railbelt Energy Fund

03.CSLH



Chairman John Sund January 29, 1988
House Judiciary Committee Page 2

will exist in perpetuity. With certain exceptions not applicable
to this discussion, the Alaska Constitution prohibits the dedica—
tion of public revenues. AK Const, art. 1IX, sec. 7. In this
case, a legislature meeting 1in the year 2038 may appropriate
money from the Railbelt Energy Fund for expenditure on a public
purpose other than railbelt energy.

It 1s my opinion that section 29 of the Agreement would
still be enforceable 1f the legislature withdrew from the
Railbelt Energy Fund moneys deposited there under the provisions
of the Agreement. I attended all the negotiation sessions
leading up to the Agreement. I personally advised all the
participants that neither the Legislature nor the Authority could
dedicate these excess payments for Railbelt energy needs. Nor
could the Authority make any promises for the Legislature.

The utilities were quite conversant with the dedicated
funds prohibition of the Alaska Constitution. They wished,
however, to express 1in section 29 their very strong sentiments in
favor of having the excess payments used for future Railbelt
energy needs and in favor of a Kenai-Fairbanks intert-ie. All the
negotiators 1interpreted section 29 as a statement of intent and
not as a contract condition on which the excess payments were
contingent. In fact, the contract specifically provides that
"[t]he Purchasers®™ obligations to make payment under this Section
29 are not contingent upon the success of ... continued efforts
to obtain a satisfactory intertie between Fairbanks and the Kenai
Peninsula.

In summary, should moneys earned under this Agreement
be deposited in the Railbelt Energy Fund, the Legislature may
appropriate the moneys for Railbelt energy needs or as the
Legislature deems appropriate. The Purchasers®™ obligation to
make excess payments under the Agreement 1is not contingent upon
dedication of these excess payments to expenditures on Railbelt
energy needs.

Please call me if I can be of further assistance.
Very truly yours,

GRACE BERG SCHAIBLE
ATTORNEY GENERAL

By:
Carolyn E< Jories/
Assistant Attorney General

cc: Robert E. LeResche



Alaska State Legislature

House
P.0. BOX V
State Capitol
Official Business Juneau, Alaska 99811

TO: Representative John Sund
FROM: Representative Kay Brown
DATE: January 26, 1988
SUBL: HB 356 - Bradley Lake Exemption from the APUC

As you review House Bill 356, which would exempt the Bradley Lake power
sales contracts and related "services" and wheeling contracts from the
review or approval of the Alaska Public Utilities Commission, | wish to draw
your attention to several specific concerns | have with the bill.

I would like to preface my specific comments with a general statement of
support for the administration's essential objective of trying to ensure that
the Bradley Lake project is able to proceed with resumption of construction
this summer. Although I still have reservations about the fundamental
wisdom of the project, at this point, given the extent of the state's
commitment (ie, "sunk™ costs), | feel that additional delays would be
counterproductive.

At the same time, however, | am concerned about the potential long-term
adverse impacts that some of the language proposed in HB 356 would have
on the ability of the APUC to protect consumer interests. | find it
troublesome that the bill would provide not only that the Bradley Lake
wholesale power contracts would be exempted, but also, "without limitation,"
all unspecified "other costs" as well. Additionally, there is language in the bill
stating that "any subsequent amendments"” are beyond APUC jurisdiction.

lalso have concerns about Section 29 of the power sales contracts, which
require that Railbelt consumers make "excess" payments beyond those
required to pay off the debt for the project. Please find attached some draft
language that would provide for the elimination of this provision.



Exempting the transmission agreements, together with the open-ended
language contained in HB 356 providing an exemption for all "other costs"
and "any amendments"” would result, to a significant degree, in de facto
deregulation of the Railbelt utilities.

| urge the Judiciary Committee to carefully explore language modifications to
the bill which would meet two fundamental objectives:

1) ensure that the Bradley project construction can move forward this
summer in order to complete the project in time to sell long-term tax
exempt bonds prior to 1991; and

2) also ensure, to the greatest degree possible, that the APUC will be
able to perform its regulatory functions and safeguard consumer
interests.

The following specific comments are offered in the interest of working out
such language modifications as quickly as possible to provide timely passage
of a responsible HB 356.

SPECIFIC COMMENTS
All Unspecified "Other Costs" Exempted

In contrast to last years HCS CSSSSSB 22 (Fin), that provided only for the
exemption of power costs, HB 356 calls for the exemption of "all costs...
including, without limitation, power and other costs..(see page 1 line 29
through page 2, line 4).

While an argument can be made that bond holders require the security of
knowledge that the project debt will be repaid through power sales, the
exemption of all other costs (ie, management salaries, consulting contracts,
administrative costs, legal costs, and any other costs including those
established by amendments to the contracts) cannot be justified. This would
have the effect of allowing utilities to pass through without review any costs
whether reasonsable or not.

This open-ended language should be modified to provide only that power
costs are to be guaranteed a flow through to the rates. All "other costs"
should be reviewed and approved.



All-Unspecified Amendments Exempted

HB 356 proposes not only to exempt the wholesale power contracts and the
related services/wheeling contracts which have been entered into but also
"any subsequent amendments” (see page 1, line 21).

It has been stated that there are other parties (secondary lenders including
the Rural Electrification Administration) reviewing the contracts and who
may require some amendments. There is also an expressed desire on the
part of the utilities for "flexibility" to make changes in the contracts as the
need arises.

Neither of these arguments is compelling. If the fundamental need is to
respond to the possible demands of secondary lenders, then the bill should
include a specific exemption for that purpose.

Assignability of Contracts

Another question regarding the exemption provisions concerns the potential
assignability of the contracts. In the recent past there have been indications
from Railbelt utilities that certain Outside, private investor-owned utilities
are interested in purchasing Alaska co-ops.

Could these contracts be assigned to an investor-owned utility? If so, | would
argue that potentially providing a categorical exemption from APUC review
to a profit-making utility and allowing that utility to pass through "without
limitation... all costs" is inappropriate state policy adverse to consumer
interests.

"Excess" Payments Requirement

Section 29 of the Power Sales Agreement (pages 28 -29) requires payments
from Railbelt consumers "in excess of actual debt service required for
retirement of Bonds issued to pay Recoverable Construction Costs." These
payments are "in recognition of efforts" to obtain an intertie project between
Fairbanks and the Kenai Peninsula, but are not contingent upon the success
of such efforts. These "excess" payments, which are to commence upon the
retirement of all bonds, are to be made to the APA for deposit into the
Railbelt Energy Fund.

According to APA Executive Director Robert LeResche, the payments, which
are to be based on the average annual debt service for the project, will be



approximately $18 million per year over the period between year 30 and
year 50 of the contracts for a cumulative total "excess" payment of
approximately $360 million in nominal dollars. This simplified scenario
assumes no amendments to the contracts that could either extend the life of
the contracts or increase the amount of the "excess" payments above that
amount currently described in Section 29. Any such amendments,
irrespective of reasonableness, would be categorically exempted from APUC
review or approval under the terms of HB 356 as introduced.

From a Railbelt consumer perspective, even though these "excess" payments
are not very sizable in discounted present value terms, the payments are
difficult to justify. Notwithstanding the phrase "in recognition of efforts to
obtain” the intertie, the payments would be for an essentially unspecified
purpose —or at least for a project which has not been demonstrated as
economically feasible nor, i suggest, even likely to be relevant 30 years from
now.

Moreover, when one considers the precedent established by the Four Dam
Pool "project” financing arrangements (which provided that essentially half
of the Four Dam Pool was debt financed and the remainder funded with cash
grants) it appears that Railbelt consumers are being assessed an
extraordinary charge for essentially unknown future purposes.

It is my feeling that the "excess" payment provision should be eliminated
from the wholesale contracts. Fortunately, it appears that Section 29, which
establishes the excess payment provision, could be eliminated without
affecting other elements of the wholesale power contracts or the
services/wheeling contracts.

I have attached language which would make the effective date of HB 356
contingent upon the elimination of this section.

Preservation of APUC Review and Cost Allocation luristiction

My fundamental concerns with HB 356 as introduced center on the ability of
the APUC to perform its basic regulatory functions and safeguard consumer
interests. It is important to clarify the objective of the bili. The fundamental
objective, as | understand it, is to ensure that Bradley Lake can proceed in a
timely manner. It is not, as | understand it, the objective of this bill to
legislatively deregulate the Railbelt utilities.*

However, HB 356 goes far beyond the scope of these basic objectives by
eliminating even the review of any and all costs, without limitation,



associated with any undertakings "in connection with" the management,
operation or administration of the Bradley Lake project and the related
services and wheeling agreements. As a practical matter, the effect of HB
356 would be to put the direct project wholesale power costs, the associated
transmission agreements, and indirect administrative and management costs,
into a "black box". This would severely constrain and undermine the ability
of the APUC to meaningfully regulate the Railbelt utilities.

In order for Bradley Lake to proceed this summer, it is apparent that the
APUC must be removed from the initial approval of the power sales
contracts. (Elimination of initial approval will obviate the concern that
project opponents would use a Commission proceeding to delay the project.)
In order to provide assurances to potential bond holders that the debt for
the project will be recoverable, it also appears that some sort of provision
providing a pass though of power costs to the rates may be appropriate.

At this point, | feel it is most important to focus on how it would be possible
to preserve the ability of the APUC to:

1) review and approve non-power costs (ie, other than the wholesale
power costs wliich would directly flow through to rate payers): and

2) also be able to review and approve as just and reasonable cost
allocations associated with implementation of the related "services"

and wheeling contracts.

Language which accomplished these objectives would satisfy the basic
purpose of the bill —to get the project retarted this summer and completed
in time to issue tax exempt bonds by 1991.

Because the review and approval of the implementation of the related
"services" and wheeling contracts could only come after the project was
completed, maintaining this APUC authority would not conflict with the
objective of getting the project restarted this summer.

It has been suggested that maintaining the juristiction of the APUC would, to
some degree, carry a "cost premium" in the form of an incremental interest
charge somewhere on the order of 3/8 to 1/2 of a percentage point. In terms
of incremental costs, the APA has suggested that this would increase debt
service costs on the bonds by several million dollars. This issue needs to be
explored closely during the committee hearings to determine, as precisely as
possible, what the cost premium would be for maintenance of the APUC's



regulatory authority, limited to non-power costs and only after the project
was completed and operational.

Of course, any incremental "cost" resulting from higher interest charges must
be weighed against the potential savings to consumers that would result
from APUC review and approval over potentially excessive non-power costs
such as administration salaries, consulting contracts, legal fees, lobbying
contracts, etc.

From a consumer point of view, it would seem that the present value of |
these incremental costs -- to the extent that they can actually be determined
to exist —would be offset in part by regulatory cost controls in the future.
Taken together with the proposal to save Railbelt consumers the cost of the
"excess" charges as suggested above, a modified HB 356 as | have outlined
should come at no extra cost to the consumer than what has been proposed.
It would, however, still preserve the ability of the APUC to perform its
essential regulatory functions and protect consumer interests.

(* It should be noted that all of the utilities participating in the project already have the means to
deregulate themselves. Co-op's can deregulate, with the consent of the membership. It is noteworthy
that, in the case of the co-ops at least, consumers have not allowed their utilitity management to opt
out. The Legislature should not enact a measure that essentially pre-empts this consumer
prerogative.)

cc: House Judiciary Committee members
Representative Swackhammer
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You requested that this agency analyze various options for financing

proposed energy projects in the Railbelt. Section one of this memorandum
explores some alternatives for the long-term financing of the Bradley Lake
hydroelectric power project currently under construction. We estimate the
wholesale power rates and the State contribution--net of repayments--under
the various alternatives. The second section presents options for the
financing of new/upgraded interties extending from the Kenai Peninsula
north to the Fairbanks area. Finally, we discuss a long-term, statewide

energy financing mechanism which could be capitalized, in part, from a
repayment stream wunder various Tfinancing options presented for the
aforementioned Railbelt projects.

BRADLEY LAKE FINANCING OPTIONS

Total Bradley Lake project costs are estimated to be $351 million

(including costs for construction, interest during construction minus
arbitrage earnings, bond issuance and reserve fund requirements), provided
long-term bonds are issued to finance a portion of the cost. We

estimate that the total Bradley Lake cost could be reduced to about $329
million 1if the State instead chose to finance a portion of the cost
through a long-term loan. The lower costs stem from savingsin bond
issuance costs andthe fact that a debt service reserve would not be
required (Attachment A presents acomparison of costestimates).

About $118 million has been appropriated to Bradley Lake to date. Of this
amount, $62 million has been spent--leaving $56 million to cover future
expenses. In addition, the Alaska Power Authority (APA) issued $267.5
million 1in variable rate demandbonds for the Bradley Lake project in
November 1985. The bonds are secured by a letter of credit (from a
consortium of three banks) which expires in October 1991. At this tinme,
it is anticipated that these short-term bonds would be vreplaced with
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long-term, fixed-rate financing at or near project completion (estimated
to occur in early to mid-1990). Under the federal tax reforms of 1986,
the Bradley Lake project has a special exemption allowing tax-exempt
financing--provided that the long-term bond is 1issued by late 1990.

Current Proposal under the Draft Power Sales Agreement. The APA and
seven Railbelt utilities have drafted a long-term financing arrangement
for the Bradley Lake project which would entail: 1) a 30-year revenue
bond of up to S175 million with the annual debt service borne by the
utilities; and 2) a State equity contribution of $175.9 million. This
arrangement would require the State to contribute $58 million in addition
to the $118 million in previous Bradley Lake appropriations.

The APA has estimated wholesale power rates under this financing

arrangement. The entry vrate 1in 1991 would depend primarily upon the
interest rate securedfor the long-term bond, and 1is estimated to be

between 4.3 cents/kwh (at a 7 percent interest rate) and 5.3 cents/kwh (at
10 percent interest). The APA is anticipating an entry wholesale power
rate of about 5 cents/kwh--which is projected to have a minimal impact on
retail power costs in the Railbelt. Estimates from the APA indicate that
a 5 cent/kwh wholesale purchase price might raise retail rates for Chugach
Electric Association and Homer Electric Association customers 1 - 4
percent, depending on the number of utilities purchasing Bradley Lake

power . Although 1initial rates for Bradley Lake power are likely to exceed
the cost of existing gas-fired power, Bradley Lake power rates would be
attractive in tha long term. Over the life of the project, the wholesale
power rates would be inflation resistant, to a large extent, because most
of the annual costs would be fixed debt service. The alternative

financing arrangements considered 1in this section are designed to provide
an entry wholesale power rate of no more than 5 cents/kwh.

State Loan Financing of the Bradley Lake Project. Table 1 compares
several long-term loan. financing alternatives with the current long-term
bond financing proposal. Before discussing in detail the various
financing alternatives presented 1in Table 1,we offer the following
general observations. It became apparent as we worked through the
calculations that there are alternatives (to the currently proposed
financing arrangement) which would likely provide cheaper power rates and
at the same time increase the State"s recovery of funds contributed to the

project. We constructed these financing options under the basic
assumption that any additional money for Bradley Lake will come from the
Railbelt Energy Fund. Choosing one of these alternatives, therefore,

would require that the legislature commit a major portion of the Railbelt
Energy Fund 1in the near term to the Bradley Lake project in trade for a
long-term repayment stream which could be made available for other energy
projects or programs in the future.

NAccording to 3 AAC 94.065, financing alternatives are to be identified
which provide the most appropriate means to achieve the lowest cost

electric power for consumers while minimizing the amount of State
assistance required.



TABLE 1
BRADLEY LAKE FINANCING ALTERNATIVES:
(In millions of X)

A 50-YEAR ANALYSIS

«LOAN FINANCING-
CASE 3 CASE A CASE 5 CASE 6 CASE 7
$176 H Equity + $176 M Equity + $176 M Equity + $118 H Equity & $118 H Equity e
$153 H Loon a 6X $153 H Loon a 7X $153 H Loon a 8X $211 H Loan 3 5X $211 H Loan 3 6X

-BOND FINANCING-
CASE 1 CASE 2
Draft PSA: $176 H Draft PSA: $176 H

AHALYS®"S PARAHETER Equity & $175 H Bond a 8% Equity & $175 H Bond a 9X

Bradley Lake Project Costs * $351.0 $351.0 $329.0 $329.0 $329.0 $329.0 $329.0
Bond/Loan Factors
Issuance Date 1990 1990 1990 1990 1990 1990 19Vu
Interest Rate 8.0X 9.0X 6.0X 7.0X 8.0X 5.0X 6.0X
Term (Years) 30 30 30 30 30 30 30
Annual Payment 15.5 17.0 11.1 12.3 13.6 13.7 15.3
Annuol Excess Payment (2021-20A0) 1A.8 1A.8 1A.8 1A.8 1A.8 1A.8 1A.8
Present Value Calculations
State Funds Commitment 171.1 171.1 282.9 282.9 282.9 282.9 282.9
(Equi ty R Loan)
- State Return on Funds Committed
Interest Earnings 0.0 0.0 26.A 26.A 26.A 26.A 26.A
on Loan Set Aside**
Totel Loan Repayments 0.0 0.0 90.1 99.9 110.2 111.3 12A.3
Total Excess Payments 10.0 10.0 10.0 10.0 10.0 10.0 10.0
Net State Contribution 161.1 161.1 156.A 1A6.6 136.3 135.2 122.2
Entry Wholesale Power Rate
in 1991 (cents/kwh) A7 5.0 3.8 Al A.A A.5 A.9
Railbelt Energy Fund
Balance Available for other Project $223.0 $223.0 $70.0 $70.0 $70.0 $70.0 $70.0
Potential Annual Revenue Stream for
other Projects (beginning in 1991) $0.0 $0.0 $11.1 $12.3 $13.6 $13.7 $15.3

NOTES: *Bradley Lake project costs ore X22 million higher under Cases No. 1 R 2 because of bond issuance costs ond debt service reserve requirements.

in Cases No. 3-7 take into account the interest earned on only the $153 million portion ofthe RailbeltEnergy Fund setaside for a
7 assume thatan additional X58 million is loaned in 1987 and 1988, but no interest is earnedbecause the money isspent on the
rote of return is assumed--the overage rate earned by the General Fund over the past seven years, DS reported by

“ The present value calculations
loan in 1990. Cases No. 6 &
project soon thereafter. An 8.2 percent annual
the Department of Revenue.

“ meLoan repayments under Cases No 6 R 7 assume that the$58 million loaned in 1987 and 1988 ore interest-free until 1990.

Annual inflation = A.5%; Discount Rate = 3.5X.

In all coses, an annual excess payment amount is assumed to be paid by the purchasers once the 30-year bond or loan is retired. This is a provision of the draft

power sales agreement.

Prepared by the House Research Agency, Hay 1987 (87.25AB,-870330-06).
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Cases 1 and 2 in Table 1 present the current proposal of a $176 million
State equity contribution with a $175 million bond (at 8 and 9 percent

interest rates). Cases 3 - 5 assume the same $176 million State equity
contribution but would provide a long-term State loan (of $153 million at
6 to 8 percent) instead of bond financing. Finally, Cases 6 and 7 assume
that no more State equity beyond the present $118 million 1is provided to
the project; all remaining financing ($211 million) would be long-term
State loans. InCases 6 and 7, we assume that $50 millionis loaned to
the project in1987 and $8 million in 1988--these loans would be

interest-free until 1991 when power sales would provide for loan repayment
of a total 30-year loan of $211 million ($58 million + $153 million).

A number of points should be considered as the financing alternatives in
Table 1 are reviewed.

1) Bradley Lake project costs can vary depending upon whether a bond
is 1issued (with financial market 1issuance costs and debt service
reserve requirements) or a State loan 1is arranged (without external
market requirements). We estimated a savings of $22 million 1in bond
issuance costs and debt service reserve requirements 1if the State
provided a loan.

2) In contrast to bond financing, the interest rate set on a State

loan 1is a matter of policy. Cases 3, 6 and 7 call for interest
rates of 5 - 6 percent, which is the long-term estimated rate of
return on the $185 million, 45-year Four Dam Pool loan.

3) The current draft power sales agreement provides for an annual
excess payment amount to be made by the utilities once the 30-year
bond 1is retired in 2020. As proposed, the annual payment (of up to
4 cents/kwh, or about $14.8 million) would be deposited into a
revolving 1loan fund for future Railbelt -energy projects. These
payments--with a present value of $10 million for payments during
the remaining 20;years of the original 50-year contract--represent
the sole recovery of the State"s equity contribution of $176 million
in Cases 1 and 2. We have included a similar excess payment
provision under the loan financing options.

4) The flow of State dollars into the Bradley Lake project in the
near-term (through 1990) and the flow of money back to the State
over the long-term (through 2040 under a 50-year contract) have been

discounted to today"s dollars. Present value calculations allow
for an accurate comparison of disparate cash flows, particularly
when an analysis covers an extended period of time. We employed

previous APA assumptions of a 4.5 percent inflation rate and 3.5
percent discount rate in all cases.

0

We <can provide detailed tables supporting these financing alternatives
upon your request.
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5 Under the financing options explored, there are three possible
sources of return to the State of a portion of the funds committed

to Bradley Lake. The estimated 1interest earnings assume that the
money to be loaned to the project in 1990 under Cases 3 - 7 is set
aside this year. The interest earned on the loan set aside would
accrue to the State--although not automatically to the account
holding the $153 million in principal needed in 1990. The
cumulative 1loan repayment under the different options varies as a
function of the interest rate placed on the loan. The third source
of return to the State 1is the excess payment stream discussed 1in
point Number 3 above. Under the alternatives considered, the State

would--at best--minimize its assistance to $122 million (Case 7);
under this option the power would be relatively expensive.

6) The wholesale power vrate 1in 1991 under Cases 3 - 5 (loan
financing) are Jlower than those under currently proposed bond
financing (Cases 1 and 2). As noted in Table 1, a 5 cents/kwh power
rate is anticipated to cause a small retail rate increase for
Chugach Electric and Homer Electric Associations. A lower power
rate should make Bradley Lake power more attractive.

7) The Railbelt Energy Fund balance available for other projects is
dramatically different under the bond financing ($281 - $58 = $223
million) and loan financing alternatives [$281 - ($58 + $153) = $70
million]. If the money 1is committed to Bradleylake in the near
term as under the loan financing alternatives, only about 25 percent
of the fund would be available for other uses at this time. On the
other hand, a loan would provide a repayment stream in the future at
a time when the State may wish to commit funds to other energy
projects.

8) The revenue stream potentially available for other projects

consists of the”loan repayments (1991 - 2020) and the excess
payments (2021 - 2040). 8ond financing provides no revenue stream
during the first 30 years, but leaves most of the Railbelt Energy
Fund 1intact. The loan financing options providea 50-year revenue
stream--at the expense of the current balance of the Railbelt Energy
Fund. We discuss the potential revenue stream under the various
financing alternatives in the following sectionwhen we consider

financing of the Railbelt interties.

In conclusion, we suggest that Cases 5 and 6 provide the best loan
financing alternatives for comparison with the current bond financing
proposal. Both options provide power at least 0.5 cents/kwh cheaper than
theentry rate anticipated by the APA under bond financing. At the same
time, the State would recover about $25 million more of its contribution,
in present value, under these alternatives than under the bond financing
options. With this Bradley Lake financing analysis 1in hand, we now
proceed to consider possible approaches to the financing of the Railbelt
interties.
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FINANCING ALTERNATIVES FOR THE RAILBELT INTERTIES

The APA has had preliminary studies conducted which provide the following
cost estimates and preferred alternatives for proposed new/upgraded
interties between the Kenai Peninsula and the Fairbanks area:3

Northern Intertie (Anchorage - Fairbanks)
230 kv line: $118.2 million

Southern Intertie (Kenai Peninsula - Anchorage)
Enstar Route (Huffman Substation Alternative): $ 76.6 million

Current Proposal. As part of the proposal for long-term bond financing
of Bradley Lake, the Railbelt utilities seek legislative authorization of
these two interties at a combined cost of about $200 million in direct
appropriations. If the State funds are committed, required feasibility and
finance studies--as well as detailed engineering and environmental
analyses--would begin shortly and the interties would tentatively be
completed in 1990-1991 when the Bradley Lake project commences operation.

The Railbelt Energy Fund (REF) would be the proposed source of the $200
million sought for these interties. This $200 million, coupled with a
proposed transfer of $50 milliontothe Bradley Lake project (under Senate
Bill 159), would leave a balanceof $31 million inthe fund. An additional
equity contribution of $8 million to Bradley Lake proposed for FY 89 would
actually leave only $23 million presently uncommitted. As you no doubt
realize, a $200 million commitment to the interties would foreclose any
option of using a significant portion of the REF as a loanfor Bradley Lake
--as outlined in the previous section of this memorandum.

A companion analysis of the Railbelt interties performed by the House
Research Agency (Research Request 87.253) has <concluded that the
new/upgraded interties -are not needed in the near future. The current
Anchorage-Fairbanks intertie is capable of satisfying transmission
requirements for moving gas-fired power north to Fairbanks under probable
energy demand forecasts until the turn of the century. Further, the
analysis concludes that a new intertie on the Kenai Peninsula is not
necessary for at Jleast 15-20 vyears because Bradley Lake power could be
utilized on the Kenai Peninsula to displace Chugach Electric Association
power which 1is presently brought south from the Beluga Power Station.

Other route alternatives for the Kenai Peninsula-Anchorage intertie
range between $79 and $99 million. A higher voltage (345 kv)

alternative for the Anchorage-Fairbanks intertie would cost about $130.5
mill ion.
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We assume that an integrated power grid in the Railbelt 1is a desirable
long-term objective, but the above-referenced analysis concludes that State
spending toward that goal at this time is premature. Rather than construct
the interties now because the money is available, we explore some
alternatives which could provide a potential revenue stream 10 - 15 years

in the future whenbuilding these interties would make better sense.

Other Options for Financing the |Interties.The Railbelt interties do not
lend themselves easily to a bond or loan financing alternative. Bonds or
loans require a revenue stream in order to meet debt service (bond) or
principal and interest repayments (loan) as well as the project"s annual

operation and maintenance (0&M) costs. Typically, this revenue streanm
comes from a charge levied on energy moved over the transmission line
(commonly referred to as the "wheeling"” charge). In theory, the State

could arrange long-term financing for the interties if the transmission
lines could generate enough revenue to repay the financing.

In the Railbelt, however, the present and forecast price differential among
the fuels (natural gas, No. h diesel, and coal) 1is not large enough between
a "cheap"™ power area (Anchorage) and an "expensive™ power area (Fairbanks)
to recover any charges beyond those needed to pay O0&M. In other words,
there 1is no room to charge for any long-term financing costs and still move
what may be onlysomewhat cheaper power from the generation point to a
distant retail market and sellit for less than power generated at
home. ~

According to records provided by the Alaska Public Utilities Commission,

recent prices for Railbelt power generation fuels were: S2.25/MMBtu
natural gas; $2.34/MMBtu fuel oil No. 4; and $1.31/HMBtu coal. The two
fuels competing for intertie sales--natural gas and fuel oil--are very
close in price. We believe that, in the foreseeable future, the price of

all three Railbelt fuels will generally move with the world price of oil so
that the price differential between fuel oil and gas is unlikely to widen
significantly. In addition, the 1long-term supply of these fuels in the

Railbelt is quite large--further dampening any trend toward wideningthe

price gap- Therefore, it is improbable that a new/upgraded intertie would
be able to charge much more than a nominal fee for debt service/loan
repayments and maintain energy sales. Given that the volume of energy
sales over the Railbelt intertiesin the foreseeable future is also
relatively small, a nominal charge for debt service/loan repayment will be
insufficient to cover the required payments.

41Interties in the 1lower 48 do not generally face this problem because:
1) interconnected power generation Tfacilities tend to be huge
plants--thus maximizing cheap power production possibilities; 2) these
interties are moving large amounts of energy over which to spread debt

service; and 3) if a project is not expected to meet its debt service,
it is not constructed.
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At this time, we conclude that the only option for bond or loan financing
of the Railbelt interties must entail the commitment of some other revenue
stream as the major source of debt service/loan repayments incurred by the
interties. We believe that such a revenue stream could be identified,
especially at such a time in the future when constructing or upgrading a
Railbelt intertie 1is warranted from an energy demand and marketing
perspective.

Table 2 presents an analysis of the cash flow into and out of a revolving
energy loan fund. The revenue stream into the fund would be the repayment
of existing and future loans, including: 1) the Four Dam Pool loan; 2)
existing Rural Electrification and Power Project loans; 3) a Bradley Lake
loan (the “referred Cases 5 and 6 analyzed 1in the previous section of this
memorandum”~. and 4) additional energy loans made from a Railbelt Energy
Fund $70 million balance, which remains after Bradley Lake loan financing
as outlined in the previous section.



fABLE 2
A REVENUE STREAM FOR FINANCING THE ANCHORAGE - FAIRBANKS INTERTIE AND OTHER EHERGY PROJECTS

<In mill ions of $)

FY 1991 FY 1995 FY 2000 FY 2002 FY 2005
POTENTIAL ANNUAL REVENUE STREAH
Four Dam Pool Loan SB.5 S9.8 $11.1 $16.5 $16.5
Other Existing Energy Loans 3.3 3.3 3.3 3.2 2.5
Bradley Lake Loans
CaseS: $153 Mi 11ion 3 BX 13.6 13.6 13.6 13.6 13.6
Case 6: S211 Million 3 5% 13.7 13.7 13.7 13.7 13.7
Other Energy Loans made from $70 H
Balance in Railbelt Energy Fund*
Option 1: Loans 3 5X 4.6 4.6 4.6 4.6 4.6
Option 2: Loans 3 6% 5.) 5.1 5.1 5.1 5.1
Total Potential Revenue Stream
Lou Estimate 29.9 31.3 32.6 37.9 37.2
High Estimate 30.6 32.0 33.2 38.6 37.9

POTENTIAL USE OF ANNUAL REVENUE STREAM

Anchorage-Fairbanks Intertie**
IDC on Short-Term Note 3 8% 17.2

Pledge for Debt Service (Bond 3 8%) 19.1 19.1
Total Conniittcd Revenue Stream 0.0 0.0 17.2 19.1 19.1
Balance Uncommitted
Lou Estimate 29.9 31.3 15.4 18.8 18.1
High Estimate 30.6 32.0 16.0 19.5 18.8
Potential Use of Unconmitted $
Pouer Cost Equalization***
Scoled-doun Progrom 3 500kuh 15.6 17.6 20.4 21.6 23.7
Percent Costs Covered 100X 100X 75-70% 87-90X 76-79X
Present Program 20.7 23.3 27.0 28.7 31.3
Percent Costs Covered 100X 100X 57-59X 66-68% 58-60%
NOTES: * The $70 million balance in the Railbelt Energy Fund assumes that the other $211 million has been comnitted
to the Bradley Lake project by 1991. Loans could be made for a variety of projects, including: rural

electrification, small-scale urban projects and purchase of federal Eklutna and Snettisham projects.

** Assiui.es a project cost of $215 million in 2000 (current $118 million cost estimate adjusted for 4.5%
inflation + bond issuance costs). Interest during construction (IDC) equals 8X of $215 million and
is assumed to be paid out of the revenue stream from other loan repayments in FY 2000-2001.

*** A 3% annual escalation to cover increases in program participants, program costs and fuel costs is ossuncd
throughout the period.

Pi iqpiied by the House Research Agency, M.iy 1987 (07-254D,-870330-06).

FY 2010

$16.5
2.1

13.6
13.7

36.8
37.4

19.1

19.1

17.7
18.3

27.5
64-67X
36.5
49-50%



Representative Cotten
May 9, 1987
Page 10

Table 2 identifies a potential revenue stream of about $30 million in FY
91, peaking at $38 million 1in FY 2002 and declining slightly thereafter to
roughly $37 million 1in FY 2010. We suggest that you view these figures as
rough estimates designed to give you a picture of the magnitude of cash
flow which may be possible under loan financing alternatives.

Table 2 also identifies two major uses of the aforementioned loan repayment

stream: an upgraded Anchorage-Fairbanks Intertie and the Power Cost
Equalization Program. As previously concluded, we do not believe that
Railbelt energy economics support State commitment to the construction of
e Anchorage-Fairbanks intertie until the turn ofthe century when the
existing transmission line 1is fully utilized. The scenario presented in
Table 2, therefore, assumes construction of this intertie in 2000-2001 at
an inflation-adjusted cost of about $215 million. Proceeds from short-term
notes 1issued in 2000 would cover construction costs (with interest on these
notes being paid by the energy fund). In 2002, the State would 1issue a

30-year bond and pledge repayment streams from other loans--most notably
the remaining 30 years repayment schedule of $16.5 million under the Four
Dam Pool loan.

The second potential wuse identified under this energy fund 1is the Power

Cost Equalization Program (PCE). As indicated 1in Table 2, 100 percent
of the PCE costs could be covered by the anticipated loan repayment stream
until the year 2000, when the State would commit vroughly half of the
revenue stream to the Anchorage-Fairbanks Intertie. Once the commitment 1is
made to the intertie, the percentage of PCE costs potentially covered under
the energy fund falls off to 59 - 78 percent, depending primarily on the
nature of the PCE program in place at that time. We present rough PCE cost
estimates under: 1) the present program (which provides a power rate

subsidy for a base consumption of 750 kwh for residential services plus 75
kwh/resident for community facilities); and 2) a scaled-down subsidy (for
500 kwh consumption and 50 kwh/resident for community facilities). Under a
scaled-down program, the wuncommitted energy fund revenues would pay more
than two-thirds of the program costs through 2010.

There are other potential uses of the revenue stream which would not be
committed to the Anchorage-Fairbanks Intertie 1in 2000. Most notable 1is a
southern intertie between Anchorage and the Kenai Peninsula, which the
House Research Agency intertie analysis concludes may be needed 1in about
15 - 20 years. If the State hegan construction of the preferred line 1in
2005 at an inflation-adjustea cost of about $169 million, short-term
financing would require annual interest payments of about $13.5 million
(8%) for two years followed by $15.0 million in debt service payments under

ﬂV|e are not advocating the Power Cost Equalization Program. Rather, we
offer rough estimates of PCE costs merely to indicate the percentage of
program costs that could be covered by this energy fund revenue stream
uncommmitted to the Anchorage-Fairbanks Intertie.
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a 30-year bond. The wuncommitted balance identified in Table 2 could
support this level of bond financing for the southern intertie. However,

it appears that the uncommitted revenue stream would be insufficient to
fully fund the PCE and cover the financing costs of the Anchorage-Kenai
Intertie.

As a final note, we offer some general observations regarding this energy
fund financing proposal. The interest rate established for energy loans 1is
a matter of policy; the 5 - 8 percent rates provided for future loans would
probably be lower than financial market rates. By offering State loans
below market rates, loan vrecipient benefits at the expense of the energy
loan fund. Furthermore, annual grants on the order of 516 million (FY 91)
to as high as $36 million (FY 2010) to fund the Power Cost Equalization
program will clearly deplete the energy fund over the 1long term. Money
distributed as grants cannot be Iloaned to provide future revenue streams
back to the fund. We have assumed that this energy loan fund would exist
well into the future, but have not tried to create a perpetual fund. The
final section of this memorandum provides further discussion of a statewide
energy fund concept.

A STATEWIDE ENERGY FUND: FURTHER DISCUSSION

With the decline in State revenues and projections of modest State revenues
in the future, it is clear that the days of massiveState grants for energy

projects are drawing to a close. If the State wants to continue to support
energy projects, itwill have to secure bond financing or establish a
long-term fund asa source of funding. At this point, it appears

appropriate that the State explore options for establishing some form of
revolving Jloan fund which <could provide loans for energy projects and
annual grants for some -energy programs--such as that presented 1in the
previous sections of this memorandum. If this approach to energy financing
is deemed appropriate,- we believe that: 1) it 1is imperative to get a
mechanism in place while certain State energy appropriations and energy
loan repayments are available aspotential sources for the capitalization
of a statewide energy fund; and 2) the objectives of a statewide energy
fund should be clearly established.

Developing a consensus on policy objectives for a statewide energy fund is

beyond the scope of this memorandum. Nevertheless, the first hurdle 1is to
define "energy™; it 1is possible to structure a statewide energy fund which
supported projects/programs that address all principal end uses (power
generation, space heating and transportation). We have defined "energy"

broadly and, as a st"rting point, we suggest that the fund"s objectives
should include the following:
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1) to provide financial assistance to a broad spectrum of projects and
programs which strive to Ilower the total energy budgets of Alaska
households and businesses;

2) to provide financial assistance to energy projects which "achieve the
lowest cost electric power for consumers while minimizing trie amount
of State assistance required” (3 AAC 94.065);

3) to assist in the financing of major energy projects whose economic
and financial feasibility have been demonstrated by thorough analysis
and close scrutiny (as required under AS 44.83.177 - .185);

4) to provide financial assistance to energy projects which reduce
energy demand through electrical load management, waste heat
recovery, efficient home construction, and other conservation
strategies;

5) to provide financial assistance for energy programs which seek to
provide a "lifeline” amount of electrical power at a reasonable rate
statewide without unduly encouraging energy consumption through
unrealistic price signals;

6) to supplement, if necessary, the funding of other energy programs
which emphasize the conservation of eneigy in the space heating and

transportation end use sectors; and

7) to provide for reasonable loan repayment schedules in order to
perpetuate the fund and minimize future State appropriations;

Public funding wunder a rational energy policymay not be difficult to

achieve. If a project/program does not provide low power costs or a
reasonable "payback" through reduced energy consumption, then it would not
receive financial assistance under tha statewide energy fund. The
competition for assistance from a comparatively "lean"” statewide energy
fund would no doubt be intense. This potential competitionwill help to

ensure that proposed projects/programs are well researched and meet
demanding energy policy criteria.

A statewide energy revolving fund could be funded with: 1) money
appropriated by the legislature; 2) loan repayment streams from existing
energy loan funds; and 3) principaland interest portions of loan

repayments from loans made from the fund itself. The energy fund outlined
in the previous section relies on an initial appropriation of a portion of
the Railbelt Energy Fund frr a Bradley Lake loan and an additional
appropriation from the REF to finance or fund other energy projects and
programs as appropriate in the future. The Power Cost Equalization
program, new rural electrification loans or purchase of the federal Eklutna
and Snettisham hydro projects are possible projects or programs to be
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considered for support under the energy fund. Finally, loan repayments
from existing energy loan funds and future loans made by the fund itself
provide a continuing revenue stream into the energy fund.

Senate Bill 206, which would create a power project revolving loan fund,
perhaps provides a starting point for legislation establishing a statewide
energy fund. Pertinent sections of the bill would:

1) provide for loans to public and private power production entities
to: a) perform background studies; b) construct power production
facilities; c¢) acquire bulk fuel or proven energy resources; and d)
improve consumer end use to reduce energy demand;

2) provide a source of funds for: a) the purchase of federal power
projects; and b) the APA for studies, licensing, design, land
acquisition, construction, O0&M, and debt service for projects under
the energy program for Alaska;

3) give Tfirst priority for use of unrestricted funds to the power cost
equalization program;

4) allow for the bonding of additional funds for authorized power
projects; and

5) capitalize the fund through repayments of loans made by the fund, as

well as loans wunder the existing Rural Electrification, Power
Development, and Power Project Jloan funds. These existing funds
would be subsumed under the new revolving loan fund. Additional

legislative appropriations could be made to the fund.

However, SB 206 would have to be amended 1in order to accommodate the
aforementioned statewide energy fund concept. The bill emphasizes power
projects while 1ignoring funding of a broader range of energy projects and
programs which would address other end uses such as space heating and
transportation. In addition, SB 206 would enable the APA to use the fund
for internal costs related to power projects without providing for clearly
defined oversight with respect to the projects initially undertaken by the
APA.

It appears that the loan fund established by SB 206 would probably support
few projects beyond the next few years. Given that all but S28 million of
the Railbelt Energy Fund will be spent by 1990 on Bradley Lake and the
interties and that near-term appropriations and interest earnings will be
spent on Power Cost Equalization and APA studies, the long-term revenue
stream to the fund 1is essentially limited to repayment of existing energy
loans. In contrast, the energy fund outlined 1in this memorandum would
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loan money for the long-term financing of Bradley Lake--thus setting up a
significant additional loan repayment stream to the fund.5 Under this
approach, the combined revenue stream to the fund would be sufficient to
pledge for long-term bonding of the northern intertie 1if it can be
economically justified at the turn of the century. In addition, vrevenues
could support some level of funding of the Power Cost Equalization program
or be pledged for bond financing of the southern intertie.

In summary, we have tried to present a broad outline of some possible
alternatives to the Railbelt energy financing proposal currently before
the legislature. We are convinced that these options warrant further
consideration, primarily because they may offer: 1) a means of lowering
Bradley Lake entry power rates while at the same time lowering the State
assistance to this project; 2) a mechanism for funding a northern intertie
at the turn of the century; and 3) a long-term vehicle for the financing
and funding of other priority energy projects and programs.

We are available to provide further assistance or answer any questions you
may have regarding this information.

Attachment

5A1 though not identified as such 1in our energy fund proposal, interest
earned on the money set aside now for a Bradley Lake loan in 1990 could
be used to support a significant portion of the Power Cost Equalization
program.



ATTACHMENT A

ESTIMATED BRADLEY LAKE COSTS UNDER TWO
(In millions YS)

EXPENSE CATEGORY

Construction Cost

Interest during Construction

Interest Earnings

Issuance Costs

Reserve Funds

Total Project Costs

LONG-TERM FINANCIN-

LONG-TERM BOND

FINANCING

3328.2

52.1

-69.5

21.4

$350.9

long-term bond financing assumes a S175 million bond,
in power sales negotiations with the Railbelt utilities.

ALTERNAITVES
LONG-TERM LOAN
FINANCING
$328.2
52. 1
-69.5
3.5
4.9

$329.2

as currently

Interest earnings based on net earnings to date on short-term variable

in both cases and additional
long-term bond financing alternative.

(VRDBs) plus 1.5 percent spread hereafter.

costs

Each alternative assumes a Reserve and Contingency Fund (at 1.5% of

NOTES: The

proposed

rate demand bonds

Issuance costs equal costs of VRDBs

for the

construction cost).

reserve of one year"s debt service.
SOURCES: Long-term bond financing alternative:

Long-term

Prepared by the House Research Agency,

loan financing alternative:

May 1987 (87-254C;:

Long-term bond financing would also require a

Alaska Power Authority.
House Research Agency

870330-05).
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ALASKA PUBLIC UTILITIES COMMISSION

Comments on CS for HB 356 (Judiciary)
February 3, 1988

The Commission endorses the intent of the amendments to HB 356 which were
included in CS for HB 356 (Judiciary). The Commission believes that the
amended language addresses, at least in part, the concerns previously
expressed by the Commission regarding oversight of costs incurred in
connection with "related contracts.”

The commission recommends two minor amendments to the wording of the bill
to make the meaning more clear:

First, Section 2 of the bill, which adds subsection (d) to AS 42.05.511,
should begin with the introductory phrase, "Notwithstanding the
provisions of AS 42.05.431(c)(1)-(2) . . . ." This addition will
clarify the intention that, notwithstanding the provisions of Section 1
of the bill, Section 2 preserves Commission oversight of costs incurred
in connection with "related contracts."”

Second, the Commission believes that the phrase, "except those
disallowed under AS 42.05.381(a)" in Section 2 can be deleted as

redundant. The amendment which changed "all costs"™ to "validated costs"
was, the Commission understands, intended to provide for Commission
oversight of costs which can be recovered. Therefore, the Commission®s

authority to "validate" costs automatically preserves the authority to
disallow costs under AS 42.05.381(a) and the specific language to that
effect is redundant.

Section 2 of the bill, amended to incorporate the foregoing changes,
would read:

AS 42.05.511 1is amended by adding a new subsection to read:

(d) Notwithstanding the provisions of AS 42.05.431(c)(1)-(2),
validated costs incurred by a utility in connection with the related
contracts describ®d in AS 42.05.431(c)(1) must be allowed in the rates
charged by the utility.

Finally, the Commission would also reiterate its earlier statement that the
provision 1in Section 1 ensuring the enforceability of rate covenants should
be limited to the wholesale power agreement and not extended to the "related
contracts.”™ The provision in Section 1 that any rate covenant in the
"related contract™ 1is valid and enforceable is inconsistent with the amend—
ments to Section 2 which preserve the Commission®s authority to "validate"
costs. Further, as previously noted, the "related contracts"™ are between
utilities (not with the APA) and contracts between utilities should not
create rate covenants which are binding on the Commission. Therefore,
Section 1 should be amended to eliminate from proposed AS 42.05.431(c)(2)
the words, . . or related contract . . ,

0786D/020388a



APPENDIX A

Computation OF Wheeling Rates

Rates for wheeling services provided under Section 4 of
this Agreement are intended to be computed on a fully allocated
cost basis and to apply to all Wheeling Utilities 1in a "postage
stamp" manner, 1in accordance with the following principles:

1. Basic Wheeling Rate.

() Formula. The basic wheeling rate shall be computed
each Chugach rata adjustment proceeding 1in accordance with the
following formula, using actual values for each variable as de—
termined for the ratemaking test year applicable to that rate
adjustment proceeding:

R - A +B+ C+ D+ E X K
Where:

R = The basic wheeling rate to be charged during
the rate period;

A = Chugach 0 & M expense allocated to transmis—
sion (currently REA Accounts 556 through
573), less such 0 & M expense properly al—
located to Chugach®s Beluga to Point Mac-
Kenzie transmission segment;

B e | Chugach A & G expense allocated to transmis—
sion (currently REA Accounts 920 through
932), Ifess such A & G expense properly al —
located to Chugach®s Beluga to Point Mac-
Kenzie transmission segment;

C = Chugach taxes allocated to transmission
(currently REA Account 408) , less such taxes
properly allocated to Chugach"s Beluga to
Point MacKenzie transmission segment;

D = Chugach depreciation allocated to transmis—

sion (currently REA Account 403), less such
depreciation properly allocated to Chugach's
3eiuga to Point MacKenzie transmission seg—
ment;

SERVICES AGREEMENT FOR 3RADLEY LAKE ENTA™Y
APPENDIX A - Paae 1

in
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E Chugach interest expense and generation-and-
transmission TIER (or other applicable gen—
eration and transmission margin requirement)
allocated to transmission, less interest
expense and generation and transmission TIER
properly allocated to Chugach®s Beluga to
Point MacKenzie transmission segment;

F The sum in kilowatthours of (i) Chugach®s
total generation (exclusive of generation
for economy sales) plus purchases, and (ii)
the Bradley Lake Energy of the Wheeling

Utilities;
and
K The applicable phase-in factor or constant
as set forth below 1in Provision 2 of this
Appendix A.

(b) Notes on specific variables.

O) The Point MacKenzie Substation 1is not part of
Chug?~h"s Beluga to Point MacKenzie transmission segment,
and me costs of that Substation shall not be excluded in
determining the values for those variables from which the
costs of that segment are excluded.

(i) Chugach®"s transmission 0 & M expense and A & G
expense associated with Chugach"s Beluga to Point MacKenzie
transmission segment are net (and at this time cannot be)
specifically identified and 1isolated from Chugach®"s total
transmission 0 & M expense and A & G expense. Therefore,
in computing "A"™ and "B"™ 1in the foregoing formula, reason—
able estimates of Chugach®s transmission 0 & M expense and
A & G expense associated with Chugach®"s Beluga to Point
MacKenzie transmission segment shall be used. Such esti—
mates may be based on reasonable proxy variables, such as
the percentage of tothl recorded annual hours of transmis—
sion 0 & M labor represented by recorded annual hours of
transmission 0 & M labor on Chugach®"s Beluga to Point Mac—
Kenzie transmission segment.

(ii) As provided in Section 13 (cc) of this Agree—
ment, neither HEA nor AEG&T on behalf of HEA is a Wheeling
Utility for purposes of this Agreement (except, potential—
ly, as a successor or assignee of another Wheeling Utili—
ty"s Bradley Lake Energy). Thus, "F" in the formula set
forth above shall not include or be increased by any Brad-—
ley Lake Energy of HEA or AEG&T on behalf of HEA, even if
such Energy is wheeled by Chugach pursuant to Section 8(f)
of this Agreement at wheeling rates established under this
Exhibit A.

SERVICES AGREEMENT FOR BRADLEY LAKE ENERGY
APPENDIX A -- Page 2



2. Phase-In Factor (Years 1-15) And Constant (Later Years).

Beginning with the <calendar year in which the Project
achieves Commercial Operation, and in each of the next fourteen
calendar years (Calendar Years 1 through 15 in the table below),
the applicable wheeling rate shall be determined by multiplying
the then-applicable base wheeling rate (as computed above) times
a phase-in factor in accordance with the following table:

Calendar Year Phase-In Factor
L e 3333
2 e e e e e 3333
1 J 3332
b e 3805
D e 4278
< J 4750
T e e 5222
S e 5694
O e 6167

10 e 6639
11 e 7111
1 7583
15 8056
14 e 3528
1 e 9000

Beginning on the first day of the next calendar year after Cal—
endar Year 15, and 1in all succeeding calendar years, the base
wheeling rate (as computed under heading 1 above) shall be mul —
tiplied by 0.9000 as a constant. Any 1increase in the applicable
wheeling rate resulting from an increase in the phase-in factor
in accordance with the table above shall become effective with—
out the need for any regulatory approval other than approval cf
this Agreement.

SERVICES AGREEMENT FOR BRADLEY LAKE ENERGY
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STEVE COVIPER, GOVERNOR

ALASKA PUBLIC UTILITIES COMMISSION

DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT 420 "1™ STKIET
SUITE 100

ANCHORAGE, ALASKA 99501
(907) 276-6222

February , 1988

Representative John Sund
State of Alaska

House of Representatives
P. 0. Box V

Juneau, Alaska 99811

Dear Representative Sund:

I am writing to respond to questions that have been raised with
respect to the Commission®s current and future jurisdiction over
the "Four Dam Pool"™ Power Sales Agreement.

This subject has recently been addressed by the Department of Law
per the enclosed letters to Senator Fred F. Zharoff. The Depart—
ment of Law stated, and the Commission concurs, that:

(1) The Agreement is exempt from the provisions of

AS 42.05.431(b) because it predated this section of the
statute. Therefore, the Commission can require neither
advance approval of the Agreement nor negotiation of
amendments to rates which are found to be unreasonable
under the Agreement.

) Implementation of the terms of the existing Agreement
to periodically reopen and reestablish rates does not bring
the Agreement under Commission review, if the procedures
set fort*. in the Agreement are followed.

(3) The scope of the Commission®s jurisdiction is unclear
if the Agreement were amended to include totally new sub-—
jects or so substantially as to constitute a new contract.
(The Commission has previously suggested to the Alaska Power
Authority that if this situation arises, the amendments be
submitted for a determination of whether they are jurisdic—
tional. )
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February 22, 1988
Page 2

I am also enclosing for your information a chart showing the
utilities who are signatories to the "Four Dam Pool™ Agreement

a »d their current regulatory status. As you can see, only two of
the five utilities are currently economically regulated by the
Commission. Thus, as a practical matter, whatever Commission

jurisdiction exists over the Agreement affects two utilities di—
rectly and the remaining three only indirectly.

P-oase let me know if you have any additional questions.

Sincerely yours,

Susan M. Knowles
Chairman

Enclosures



STEVE COWPER, GOVERNOR
REPLY TO:

DEEPAIIST. XIErYT OF LAW 6l Slgf%E\%(l)h AVENUE

ANCHORAGE. ALASKA 99501-1994
OFFICE OF THEATTORNEYGENERAL - PHONE. 1907) 276-.1550

February 12, 1988
o 1st NATIONAL CENI ~R
100 CUSHMAN ST.

SUITE 400
FAIRBANKS. ALASKA 99701-4679

<»

Honorable Fred F. Zharoff o P.O. BOX K-STATE CAPITOL
Pouch V JUNEAU. ALASKA 99811-0300

Juneau, Alaska 99811 PHONE: (907) 465-3600

Re: APUC Review/ "4 Dam Pool™
Power Sales Agreement
File No. 661-88-0329

Dear Senator Zharoff,

You have asked our opinion whether the Alaska Public Utility
Commission (APUC) 1s authorized to review the Long-Term Power
Sales Agreement 4 Dam Pool - Initial Project of the Alaska Power
Authority ('the Agreement™).

As /you know, the Alaska Power Authority ("the APA™), 2
electric cooperatives and three cities in southeast Alaska signed
the Agreement in October, 1985. The Agreement provided for the
sale over 45 years of hydroelectric power from 4 state-owned
hydroelectric projects collectively known as the Initial Project.
See Agreement, Sec. 2(b). The Agreement vrequires the power
purchasers to resell the power at a rate sufficient to pay the
costs of operating and maintaining the projects and the cost of
debt service. 1/ See Agreement, Sec. 5(b). The Agreement also
provides, as required by law, for the partiesto renegotiate the
debt service component of the wholesale power rate 1in the years
2000 and 2015. See AS 44.33.625; Agreement, Sec. 9. This
provision is commonly® referred to as "the ratereopener.”

In 1986 the legislature amended AS 42.05.431 by adding a new
subsection which provided that a wholesale power agreement
between public utilities 1is- subject to advance approval of the
APUC. AS 42.05.431(b). 2/ Moreover, the APUC *may order the
parties to negotiate an amendment to a wholesale power agreement
when the APUC finds that the ratesset 1in accordance with the

1/ The debt service component is paid to the APA to retire a
Toan between the Department of Commerce and Economic Development
and the APA for the purpose of constructing and acquiring the 4

Dam Pool hydroelectric projects.
2/ This office has previously determined that sec. 431(b)

applies to wholesale power agreements to which the APA 1is a
party. 1987 Inf. Op. Att"y Gen., (February 18; 663-87-0365).

03.CSUH (9
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File No. 661-88-0329 Page 2

agreement are not just and reasonable. Id. The only comment |
have found on the purpose of subsection (b) is in a letter from
Attorney General Brown to Governor Sheffield, reviewing HB 314

after i1t was passed by the legislature. The letter states,
"[t]he commission®s authority to approve wholesale power agree—
ments would be made explicit by AS 42.05.431(b)." Letter, June

4, 1986, A.G. File No. 883-36-0135.

At the same time that the legislature adopted AS
42.05.431(b), however, the legislature further provided that
subsection (b) Tapplies only to wholesale power agreements
entered into on or after June 7, 1986." Sec. 8, ch. 104, SLA.
1986. Since this Agreement was entered 1into prior to June 7,
1986, section 431(b) does not apply to the existing Agreement.

The more difficult question 1is whether the APUC acquires
jurisdiction over this 45-year Agreement if the parties exercise
their rights under the. rate reopener provision of the existing
Agreement and voluntarily elect t" amend the Agreement in the
year 2000 or 2015 as to the rates to be charged under the Agree—
ment. By the terms of the existing Agreement, they may reopen
the Agreement as to the debt service component of the wholesale
power rate. See Agreement, sec. 9. The Agreement provides an
elaborate procedure for determining whether the debt service
component should be revised. As long as the parties proceed
under the provisions of section 9 of the existing Agreement, such
activity should not produce a new agreement subject to APUC
review under AS 42.05.431(b).

This opinion does not address whether the APUC would have
jurisdiction over the agreement should the parties decide to
amend the Agreement regarding a subject not contemplated by the
original Agreement. Nor does this opinion.address whether the
APUC would acquire jurisdiction if the parties so modified and
amended the original Agreement as to create a new agreement.

I hope this opinion has answered your question. Please let
me know 1f 1 can be of further assistance.

Sincerely,

GRACE BERG SCHAIBLE
ATI

By:
m"Carolyn E. Jones
Assistant Attorney General

cc: Spsan Knowles, APUC
"-Elizabeth Hickerson, AGO

Art Peterson, AGO
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February 22, 1988

o P.0. BOXK-STATE CAPITOL
JUNEAU. ALASKA 99811-0300
PHONE: (907) 465-3600

Honorable Fred F. Zharoff
Pouch V
Juneau, Alaska 99811

Re: APUC Review/ "A Dam Pool"
Power Sales Agreement
File No. 661-88-0329

Dear Senator Zharoff:

In my letter dated February 12, 1988 1 advised you that
the Alaska Public Utility Commission (APUC) would not have
jurisdiction over the Long-Term Power Sales Agreement A Dam Pool
- Initial Project of the Alaska Power Authority ("the Agreement™)
iIf the parties exercised their rights under the rate reopener
provision of the Agreement. This opinion was based on the fact
that the Agreement contemplated a vrate vreopener period and
provided an elaborate procedure for a reconsideration of the
rates charged under the Agreement. As such, the Agreement was
specifically excluded from APUC review.

I expressed no opinion on whether the APUC would
acquire jurisdiction over the Agreement should the parties decide
to amend the Agreement regarding a subject not contemplated by
the original Agreement. Nor did | address®™ whether the APUC would
acquire jurisdiction if the parties so modified and amended the
original Agreement as to create a new agreement. Your memorandum
of February 15, 1988 asks me to address these two questions as

well;

Without having an actual amendment to the Agreement and
an actual set of facts before me, it is not possible to give you
a definite answer. I do not, however, want to foreclose the
possibility that at some point the parties to the Agreement may
so amend the Agreement that i1t no longer resembles the Agreement
which the legislature exempted from APUC review. Should that

03-CSLH
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eventuality occur, then the APUC may well successfully assert
jurisdiction over the amended Agreement.

Very truly yours,

GRACE BERG SCHAIBLE
ATTORNEY GENERAL

Carolyn E. JonW~
sistant Attorney General

CEJ:sw

cc: Susan Knowles, APUC
Elizabeth Hickerson, AGO



4-Dam Pool Project/Utility Profile

Project Community Served Utility Regulatory Status
Terror Lake Kodiak/Port Lyons Kodiak Electric Regulated
Association

Solomon Gulch Glennallen/Valdez Copper Valley Electric Regulated
Association

Tyee Lake Wrangell/ Cities of Wrangell Unregulated
Petersburg and Petersburg

Swan Lake Ketchikan City of Ketchikan Unregulated
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MEMORANDUM February 5, 1988

SUBJECT: Deposit of excess payments under the

Bradley Lake Power Sales Agreement into
the Railbelt energy fund (Work Order
No. 5-1728)

TO: Representative John Sund, Chairman
House Judiciary Committee

FROM: Teresa B. Cramerv”uxO
Legislative Counsel

You have asked whether the provision in section 29 of the
Bradley Lake Hydroelectric Project Power Sales Agreement,
which states that excess payments from the purchasers are
"for deposit in the Railbelt energy fund,” 1is valid.

The excess payments are payments to be made by the purchas—
ing public utilities after the retirement of bonds 1i1ssued to
pay for the construction of the power project. The bonds
are expected to be retired 30 years after the project begins
commercial operation and the excess payments are expected to
continue for the remaining 20 years of the agreement.

In my opinion, the Alaska Power Authority (APA) does not
have the statutory power to enter into an agreement
requiring that the excess payments be deposited in the
Railbelt energy fund.

Under AS 44.83.398(c), the APA 1is required to deposit money
received from the sale of power from projects constructed
under the energy program for Alaska in the general fund un-—
less the money has been pledged or otherwise covenanted to
secure bonds. The excess payments do not meet the
requirements of the exception. The statute could be
construed to allow the APA to deposit the payments in the
Railbelt energy fund only i1f the Railbelt energy fund 1is
considered to be the same as the general fund.
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House Judiciary Committee
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February 5, 1988

The Railbelt energy fund is an account within the general
fund under AS 37.05.153. The statute provides

There 1s established in the general fund the Railbelt
energy fund. The fund consists of money appropriated
to it bv the legisTature. The Department of" Revenue
shall manage the fund. Interest received on money in
the fund shall be accounted for separately and may be
appropriated into the fund annually. The legislature
may appropriate money from the fund to assist in meet—
ing Railbelt energy needs.

The legislature has given the account a special purpose,
even though the purpose 1is not binding on future
legislatures. The setting aside of funds is a legislative
function, implicit in the legislature®s power of the purse.
Therefore, deposit in the Railbelt energy fund does not
constitute deposit in the general fund and does not satisfy
AS 44.83.398(c).

The power to make deposits in the Railbelt energy fund is
also restricted under AS 37.05.153. Under the terms of the
statute, money 1is added to the fund by legislative
appropriation. Therefore, the excess payments under section
29 of the Power Sales Agreement can only be added to the
fund if the legislature appropriates them to it.

The appropriation of state revenue is a legislative func—
tion. Absent statutory authorization, as in the case of
bonds or revolving loan funds, an executive branch agency
cannot circumvent the legislative decision-making power by
entering a contract with private parties that earmarks state
revenue for deposit in a particular account.

If 1 may be of further assistance, please advise.

TBC:gc
WKG1:067
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ail Stop 3100
(907) 465-3991
January 27, 1988
MEMORANDUM
TO: Representatives John Sund and Kay Brown

ATTN: John Hartle amd Eric Meyers

FROM: Ginny Fay
Legi si ati ver\Ana/lyst

RE: Bradley Lake Power Sales, Service, and Transmission Agreements and
House Bill 356
Research Request 88.119

You requested that this agency review the following agreements, which House
Bill 356 would remove from the purview of the Alaska Public Utilities
Commission (APUC):

the Bradley Lake Hydroelectric Power Sales Agreement (Power Sales
Agreement);

the Bradley Lake Hydroelectric Project Transmission Sharing
Agreement (Transmission Agreement) between Homer Electric
Association (HEA) and other Railbelt utilities; and

the Bradley Lake Hydroelectric Project Agreement for the Wheeling of
Electric Power and for Related Services (Services Agreement) between
Chugach Electric Association (CEA) and the other Railbelt utilities.

You also asked that we compare provisions of the Bradley Lake Power Sales
Agreement with the Four Dam Pool Power Sales Agreement. In addition, you
asked that we suggest alternative language for HB 356 that would accomplish
the objective of assuring immediate, continued progress on Bradley Lake
construction but which would minimize 1impact on the APUC"s general
authority to review and approve electrical costs and rates.

The first part of this memorandum provides background information on the
Bradley Lake project and HB 356 (Attachment A). The next section presents
an overview of each of the three Bradley Lake agreements and compares the
Bradley Lake and the Four Dam Pool power sales agreements. This is
followed by a discussion of HB 356 and how it compares with the version of
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Senate Bill 22 that was vetoed last session. The final section of this
memorandum suggests alternative language for HB 356.

Background

The 90 megawatt 7/adley Lake hydroelectric project is currently under
construction by the APA on the Kenai Peninsula near Homer, Alaska. The APA
has obtained State appropriations ($168,080,000) and borrowed short-term
funds to finance the 1initial costs of construction. The APA is ready to
issue the Request For Proposals for the general civil engineering construc—
tion contract. Prior to committing to the completion of the project,

however, the APA insisted that all three contracts noted above be agreed

upon.

House Bill 356 was introduced by Governor Cowper to exempt these Bradley
Lake contracts from APUC review and approval. Exemption from APUC review
is deemed necessary to avoid extensive project delay caused by interveners
in the APUC hearing process. Public Utility Regulatory Policy Act (PURPA)

qualifying alternative energy facilities who intend to sell power to some
of the Railbelt wutilities are |likely to intervene 1in the Bradley Lake
hearing process. Similarly, the State regulatory review process provides
an opportunity fcr parties who may oppose construction of the Bradley Lake
project to delay 1its completion and thus jeopardize the APA"s ability to
obtain lower interest, tax-free bonding for the project. Deregulation of
the Bradley Lake project by HB 356 also allows automatic flow-through of
Bradley Lake costs into electric rates, thus guaranteeing revenue required

for bond repayment.

As mentioned 1in the SB 22 hearings last session, removal of APUC authority
over the Bradley Lake <contracts does not eliminate all judicial oppor—
tunities for PURPA interveners; it simply transfers PURPA jurisdiction to

the federal government. If APUC authority is removed, 1interveners can
still file suits under PURPA in federal district court. This court would
also hear any appeals of APUC decisions related to PURPA. In this regard,

removal of APUC review authority would eliminate one step in the judicial
process.

The APA has been advised by bond counsel that APUC oversight of the

contracts would raise the interest rates on bonds. There has been con-—
tinued discussion of this point. We are unable to comment on the accuracy
of the claims. The APUCreviewof projects does not preclude the recovery
of "prudent™ costs. However, given the excess generating capacity in the
Railbelt, there is somequestionthat Bradley Lake would beconsidered a
prudent project at this time. The next section provides some general

information on the three Bradley Lake project contracts.
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Bradley Lake Hydroelectric Project Contracts

Wholesale Power Sales Agreement. 0f the three agreements entered into by
utilities purchasing Bradley Lake power, the Power Sales Agreement (PSA) is
the primary contract. Parties to the contract are the Alaska Power

Authority (APA), CEA, HEA, Golden Valley Electric Association (GVEA),
Anchorage Municipal Light and Power (AML&P), Matanuska Electric Association

(MEA), Alaska Electric Generation and Transmission Cooperative, Inc.
(AEG&T) and the Seward Electric System (SES). The PSA provides for the
sale of 100 percent of the project"s power to the purchasing utilities
under an unconditional, take-or-pay contract. The agreement also
provides for the financing, operation, and maintenance of the project. The

PSA governs the sale of bonds to finance up to $175 million of the construc—
tion costs, the repayment of the bonded debt, the scheduling and sales of
project power, administration of the Power Sales Agreement, the establish—
ment of the Project Management Committee, and the determination of annual
project costs.

The bonded debt will be retired by proceeds from the sale of project

power . The debt, along with all other costs associated with operating and
maintaining the project, will be 1included 1in a budget of annual project
costs written by the Project Management Committee. The Project Management

Committee 1is comprised of APA and all wutilities purchasing Bradley Lake
power (including voting members HEA and MEA and nonvoting member AEG&T).
The Project Management Committee has the ongoing vresponsibility and
authority to oversee all significant Bradley Lake project activities
including controlling costs, writing the annual budget, and resolving
disputes among the agreement®"s parties. The APA, however retains the
right to take "required actions™ to ensure that financial od! sk tions under
the bond covenant are met.

The Power Sales Agreement has an initial term of 50 year It becomes
effective when all parties execute the agreement and have e lined all
necessary approvals for it and the related Transmissie- and Services
Agreements. Debt service on the bonds extends for 30 years. Upon the

retirement of all bonds issued to pay recoverable construction costs, the
purchasers of Bradley Lake power agree to make ™"excess payments™ to the
Railbelt Energy Fund "...in recognition of the Railbelt Energy Council®s

"ower from the Bradley Lake project 1is allocated on a percentage
basis as follows: Alaska Electric Generation & Transmission Cooperative,

Inc., 25.8 percent (acting for Hower Electric Association, 12.0 percent and
Matanuska Electric Association, 13.8 percent); Chugach Electric
Association, 30.4 percent; Golden Valley Electric Association, 16.9
percent; Anchorage Municipal Light & Power, 25.9 percent; and Seward
Electric System, 1.0 percent. These shares are specified in Exhibit D of

the Power Sales Agreement.
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commitment to continued efforts to obtain a satisfactory transmission
intertie between Fairbanks and the Kenai Peninsula..." Excess payments are
to be paid 1in proportion to each purchaser®s share of Bradley Lake power
and will be equal to the average annual debt service on retired bonds minus

any payments on debt issued to fund required project work. At a maximum,
excess payments would equal four <cents for each kilowatt hour (kwh)
purchased by each of the utilities. Given that Bradley Lake"s projected

output is 369.2 kilowatt hours each year, the excess payments could be as
much as $14.8 million annually (nominal dollars) for power purchased after

retirement of the bonds. Because the payments would commence so far in the
future, the net present value of the 20-year revenue stream (2021-2040) is
estimated to be about $10 million. Excess payments will be made until the

termination of the 50-year agreement period.

If the Bradley Lake project is not completed and operational by January 1,
1996, there is an "early out"™ provision for purchasers under the agree—
ment. The PSA may be renewed for 40 year periods or for the life of the
project, whichever 1is longer.

Table 1 (Attachment B) compares some of the major provisions of the Bradley

Lake and Four Dam Pool power sales agreements. Most of the differer. as can
be attributed to inherentdifferences in the projects or to differences in
the timing of negotiation of the power sales agreements. Most of the Four
Dam Pool projects produce excess power. This situation precluded take-or-
pay contracts for all of the projects® power. In addition, the costs of
some of the Four Dam Pool projects increased substantially from their
original estimates. Furthermore, the projects were completed before the
power sales agreement was in place, putting the State in a weaker
negotiating position. The rate reopener provisions (2001 and 2016) in the
Four Dam Pool agreement provides a mechanism to increase the debt service
component on these projects rattier than a means to decrease payments. In
contrast, the Bradley Lake agreement 1includes a provision for excess
payments which commence after the 30-year bond 1is retired. Both the rate

reopener and excess payment provisions offer at least partial repayment of
the State®s equity in the projects.

Transmission Agreement. The Transmission Agreement 1is one of the
"related contracts"™ mentioned 1in HB 356. The agreement between HEA and.
CEA, GVEA, and AML&P provides for HEA"s construction of a 47 mile, 135
kilovolt (kv) transmission line between the Bradley Junction and Soldotna
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Substation. The line, which is estimated to cost $14.1 million to con—
struct, will provide for delivery of Bradley Lake power to the purchasing
utilities. The Transmission Agreement provides for the sale or lease of
portions of the HEA 1line to CEA, GVEA, and AML&P. The State of Alaska

is not a party to this contract.

Parties to the agreement are expected to pay a portion of the line's

construction costs as well as reimburse HEA ".._each month for a portion of
HEA®"s actual expenses associated with operating, maintaining, and repairing
the Transmission Line." Formulas for calculating construction and
operation and maintenance costs are attached to the agreement. As HB 356

is currently written, tne costs specified by these formulas would not be
subject to APUC review or approval.

The agreement also provides for a number of other operational
considerations such as line upgrading, failure to construct, repairs,
special provisions affecting CEA, and dispute resolution. The term of the
agreement begins when all parties have executed it and it has received all
necessary approvals. The agreement ends when the line 1is no longer used to
transmit Bradley Lake power and all construction costs have been paid; or
the date when the Power Sales Agreement terminates; or any such date as all
parties mutually agree, provided the date meets with the approval of
entities whose approval 1is necessary.

Services Agreement. The Services Agreement contract between CEA and HEA,

GVEA, MEA, AML&P, SES, and AEG&T provides for the transfer of Bradley Lake
power gacross CEA"s transmission network, storage of Bradley Lake power 1in
CEA"s OOper Lake hydroelectric facility, and energy purchase and displace—
ment services to the purchasing parties by CEA. The Services Agreement

establishes provisions for the: 1) continuity and scheduling of services

with CEA serving as dispatcher; 2) right to additional transmission

capacity; 3) establishment of rates and billings; and 4) vresolution of
disputes. Similar to the Transmission Agreement, the State 1is not a party
to the Services Agreement, which is a "related contract”™ unf"r HB 356.

Computation of wheeling rates to be paid by purchasing parties Iis

determined by formulas attached to the agreement. The basic wheeling rate
is indirectly tied (through variables in the formula) to CEA"s rate
adjustment proceedings which occur before the APUC. While this provides a
"reference point” for the calculation of costs, determination of actual
components of costs to be included in each variable is difficult. As noted

in Appendix A of the service agreement,

2The CEA®"s proportion of the line includes 1its percentage share of
Bradley Lake power plus that of SES and MEA.
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Chugach®s transmission O0&M expense and A&G expense associated with
Chugach*s Beluga to Point Mackenzie transmission segment are not
(and at this time cannot be) specifically identified and isolated
from Chugach®s total transmission O0&M expense and A&G expense.
Therefore, in computing "A" and "B"™ in the foregoing formula,
reasonable estimates of Chugach®s transmission O0&M expense and A&G
expense associated with Chugach®"s Beluga to Point MacKenzie trans—
mission segment shall be used. Such estimates may be based on
reasonable proxy variables.

Under HB 356", the APUC will not have the authority to determine the

"reasonableness™ of these proxy variables. The difficulty in isolating
these costs for the computation of wheeling charges under the agreement is
aprecursor to the difficulties that would be faced by the APUC in

determining utility costs in a partially deregulated power system.

TheServices Agreement represents an operational alternative solution to
transmitting Bradley Lake power to all purchasers 1in the absence of the
State of Alaska®™s construction of an intertie from the Kenai Peninsula to
Anchorage. Parties to the Service Agreement recognize that the agreement
will be superseded if, and when, construction of an additional transmission
line occurs, or if power pooling arrangements are made by the purchasing
parties.

House Bill 356 and Senate Bill 22

The major contrast between HB 356 as introduced this session and S3 22 as
passed last session is the additional exemption (from APUC review and
approval) of service and transmission agreements related to the wholesale
power sales agreement. This broadening of the scope of the bill reduces
APUC®"s authority to review and approve utility costs and their inclusion in
electrical rates. These agreements are included in the exemption because
they form the operational basis for the financial obligations contracted in
the Pov/er Sales Agreement. These related contracts were probably not
included in last year®"s bill only because they did not exist at the time.

Alternative Language For HB 356

Attachments C, D,and E provide alternative language for HB 356. The
language provided i.s based on the following premises regarding the
intention of the bill:J

3Mary Halloran, Office of the Governor, Director, Division of Policy,
Office of Management and Budget, personal communication, January 20, 1988.
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to ensure completion of the Bradley Lake project without further
delays caused by interveners in the APUC hearing process;

to ensure that utility rates are adequate to repay bonded debt; and
to minimize deregulation of Railbelt electric utilities.

The language provided 1in Attachment C primarily clarifies the language and

intent cf the bill. In section 1(c)(1l), the reference to related
contracts ir moved within the October 1, 1987 and January 1, 1988 dates to
more clearly specify the extent of related contracts covered. In section
(c)(2), the "Alaska Power Authority" 1is added to clarify the pronoun "its"
which was clear in last year®s bill but vague in the current bill. Section
2 1s unnecessary given the revised language of section 1(c)(2) of the bill
and specification of "annual costs” in the Power Sales Agreement. However,
if it is retained section 2 can be modified to specify "power and transmis—
sion" costs rather than "all"™ costs "without Ilimitation." This change to

section 2 limits the erosion of APUC authority, which 1is the governor®"s
intent, without jeopardizing the repayment of bond debt provided for in
section 1(c)(2).

Attachment D provides language that separates the financial obligation to
bond holders wunder the Power Sales Agreement from the operational con-—
straints provided by the related service and transmission agreements.

Section 1(c)(l) and (2) pertain to the wholesale power sales agreement and
ensure sufficient rates and revenues for repayment of the bonds. Section 2
of this modification provides that the commission shall allow related

contracts between wutilities to the extent required to enable performance

under the wholesale power sales agreement. This ensures that rates and
revenues are sufficient to make the power sales agreement fully operational

without total deregulation of associated costs.

Attachment E 1is similar to Attachment D in that the language also separates
the financial obligation aspects of the power sales agreement from the
operational aspects of the transmission and service agreements. Section 1
is essentially the same as Attachment D. Given that section 1(c)(2)
provides for rates sufficient to meet the financial obligation of the
bonds, section 2 of this modification retains the APUC"s ability to review
the allocation of those costs among utilities and subsequently among retail



change addresses the potential problem created by

customer classes. This
this

the original language of section 2; the far reaching language 1in
section eliminates the APUC"s ability not only to approve or disapprove
to allocate costs among customer classes. The original
language of section 2 goes beyond providing for the automatic flow-through
of Bradley Lake costs; it allows utilities to attribute more than an
appropriate share of total costs to Bradley Lake, thereby by passing the

regulatory process.

costs, but also

I hope this information 1is useful. Please do not hesitate to contact us if
you have additional questions.

Attachments
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Finance
BY THE RULES COMMITTEE 3Y
IF THE HOUSE REQUEST OF THE GOVERNOR
HOUSE BILL NO. 356
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the authority of the Alaska

Public Utilities Commission in connection with cer-
tain activities of the Alaska Power Authority and in
connection with calculating power cost equalization;
and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATF OF ALASKA:

* Section 1. AS 42.05.431 is amended by adding a new subsection to
read:
(c) Notwithstanding (b) of this section,

(¢D) a wholesale agreement for the sale of power from a
project licensed by the Federal Energy Regulatory Commission on or
before January 1, 1937, entered i".co between the Alaska Power Authori-
ty and one or more other public utilities after October 31, 1987 and
before January 1, 1988, and related contracts for the wheeling, stor-
age, regeneration, or wholesale repurchase of power purchased under
such an agreement, and any subsequent amendments to the wholesale
agreement or related contract, are not subject to review or approval
by the commission; and

(2) a wholesale agreen- nt or related contract described in

(1) of this subsection m»" a covenant for the publ.ic utility
to establish, charge, ar. mct rates sufficient to meet its obliga-
tions under the contract; such a covenant 1is valid and enforceable.

* Sec. ? AS 42.05.511 is amended by adding a new subsection, to read:

(d) All costs incurred by a utility in connection with a

HBO356A -1- HB 356



wholesale agreement or contract described in AS 42.05.431(c)(1),
including, without _Limitation, power and other —costs incurred under
such an agreement or contract, must be allowed 1in the rates charged by
the utility.
* Sec. 3. AS 44.83.090(b) 1is amended to read:
(b) The authority 1is not subject to the jJurisdiction of the
Alaska Public Utilities Commission. Nothing in this chapter [AS 44.-
83.010 - 44.83.425] grants the authority any jJurisdiction over the
services or rates of any public utility or diminishes or otherwise
alters the jurisdiction of the Alaska Public Utilities Commission with
respect to any public utility, including any right the commission may
have to review and approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale agreements and
contracts described in AS 42.05.431%«;(!).
* Sec. 4. AS 44.83.162 1is amended by adding a new subsection to read:
(p) In calculating power cost equalization, the commission may
not consider validated costs or kilowatt-hour sales associated with a
United States Department of Defense facility.
* Sec. 5. This Act 1is retroactive to November 1, 1987.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c)-

HB 356 -2- HBO356A



ATTACHMENT B
Comparison of the Four Dam Pool
and Bradley Lake Power Sales Agreements



TABLE 1
COMPARISON OF THE FOUR DAM POOL AND BRADLEY LAKE POWE®" SALES AGREEMENTS
FOUR DAM POOL BRADLEY LAKE

State loan: more flexible repayment Bonded indebtedness: 30 year payments
and rate reopener

Project managed by Project Project managed by Project
Management Committee comprised Management Committee comprised
of a member from each purchasing of a member from each purchasing
utility utility
Project Management Committee has Project Management Committee has
similar duties to the Bradley similar role but APA has required
Lake Project Management Committee affirmative vote in some cases
Debt rate reopener on debt service Set debt payments over 30 years, no
component only rate reopener on debt service
State equity = $293.3 million State Equity provided = $181 million*

State Loan $191.2 million, 45 year Bonded Debt up to $175 million

term, 4.3 cents/kwh current debt
service component
No excess payments Excess Payments of up to 4 cents/kwh
for the years 31-50, present
value of payments equals approximately
$10 million
Debt service and 0&M charged for Take-or-pay contract for 100% of
power sold, any additional sales project power

increases revenues to the State

* Based on estimated construction costs.

Note: These provisions are based on a review of the Bradley Lake Hydroelectric
Project, Agreement for the Sale and Purchase of Electric Power and
Long-Term Power Sales Agreement, Four Dam Pool - Initial Project of the
Alaska Power Authority.

Prepared by the House Research Agency, January 1988, (88.119).
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BILL ROOT: HBO0356
BILL NUMBER: HB 356 INTRODUCED: 1/13/88 REFERRED:

Judiciary and Finance

CpnMCHfiD.
BY THE RULES COMMITTEE BY
REQUEST OF THE GOVERNOR

HOUSE BILL NO. 356
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL

"An Act relating to the authority of the Alaska
Public Utilities Commission in connection with cer—
tain activities of the Alaska Power Authority and in
connection with calculating power cost equalization;

and providing for an effective date.™

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 42.05.431 1is amended by adding a new subsection to
read:
(c) Notwithstanding (b) of this section,

(1) a wholesale agreement for the sale of power from a
project licensed by the Federal Energy Regulatory Commission on or
before January 1, 1987, and related contracts for the wheeling, stor —
age. regeneration, or wholesale repurchase of power purchased wunder
such an agreement, and any subsequent amendments, entered into be —
tween the Alaska Power Authority and one or more other public utili—
ties after October 31, 1987 and before January 1, 1988, [AND
RELATED CONTRACTS FOR THE WHEELING, STORAGE, REGENERATION, OR WHOLESALE
REPURCHASE OF POWER PURCHASED UNDER SUCH AN AGREEMENT, AND ANY SUB-—
SEQUENT AMENDMENTS] are not subject to review or approval by the
commission; and

(2) a wholesale agreement or related contract described in
(1) of this subsection may contain a covenant for the public utility
to establish, charge, and collect rates sufficient to meet the Alaska
Power Authority®"s financial [ITS] obligations under the contract; such
a covenant is valid and enforceable.

* Sec. 2. AS 42.05.511 1is amended by adding a new subsection to read:
(d) [ALL] Power and transmission costs incurred by a utility
in connection with a wholesale agreement or contract (escribed
in AS 42.05.431(c)(1), [INCLUDING, WITHOUT LIMITATION, POWER AND
OTHER COSTS] 1incur"ed under such an agreement or contract, must be
allowed in the rates charged by the utility.



Sec. 3. AS 44.83.090(b) 1is amended to read:

(b) The authority is not subject to the jJurisdiction of the
Alaska Public Utilities Commission. Nothing 1in this chapter [AS 44.-
83.010 - 44.83.425] grants the authority any jurisdiction over the
services or rates of any public utility or diminishes or otherwise
alters che jurisdiction of the Alaska Public Utilities Commission with
respect to any public utility, including any right the commission may
have to review and approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale agreements and
contracts described in AS 42.05.431(c)(1).

Sec. 4. AS 44.83.162 is amended by adding a new subsection to read:

(p) In calculating power cost equalization, the commission may
not consider validated costs or kilowatt-hour sales associated with a
United States Department of Defense facility.

Sec. 5. This Act is retroactive to November 1, 1987.

Sec. 6. This Act takes effect immediately under AS 01.10.070(c).
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BILL ROOT: HBO356
BILL NUMBER: HB 356 INTRODUCED: 1/13/88 REFERRED:

Judiciary and Finance

cpnMcnR-

BY THE RULES COMMITTEE BY
REQUEST OF THE GOVERNOR

HOUSE BILL NO. 356
IN THE " "cSilaLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL

"An Act relating to the authority of the Alaska
Public Utilities Commission in connection with cer—
tain activities of the Alaska Power Authority and in
connection with calculating power cost equalization;
and providing for an effective date.™

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

*

read:

Section 1. AS 42.05.431 is amended by adding a new subsection to

(c) Notwithstanding (b) of this section,

(1) a wholesale agreement for the saleof power from a
project licensed by the Feoeral Energy Regulatory Commission on or
before January 1, 1987, entered into between the Alaska Power Authori—
ty and one or more other public utilities after October 31, 1987 and
before January 1, 1988, [AND RELATED CONTRACTS FOR THE WHEELING, STOR-—
AGE, REGENERATION, OR WHOLESALE REPURCHASE OF POWER PURCHASED UNDER
SUCH AN AGREEMENT, AND ANY SUBSEQUENT AMENDMENTS TO THE WHOLESALE
AGREEMENT OR RELATED CONTRACT, ARE NOT SUBJECT TO REVIEW OR APPROVAL
BY THE COMMISSION; AND]

(2) a wholesale agreement [OR RELATED CONTRACT] described in
(1) of this subsection may contain a covenant for the public utility
to establish, charge, and collect rates sufficient to meet its obliga—
tions under the contract; such acovenant is valid and enforceable.

S:c. 2. AS 42.05.511 1is amended by adding a new subsection to read:

(d) [ALL COSTS INCURRED BY A UTILITY IN CONNECTION WITH A
WHOLESALE AGREEMENT OR CONTRACT DESCRIBED IN AS 42.05.431(c)(1l),
INCLUDING, WITHOUT LIMITATION, POWER AND OTHER COSTS INCURRED UNDER
SUCH AN AGREEMENT OR CONTRACT, MUST BE ALLOWED IN THE RATES CHARGED BY
THE UTILITY.]

(d) The commission shall allow related contracts, including subsequent
amendments, between utilities sufficient to enable performance under
the wholesale power agreement described in (c)fll above.



* Sec. 3. AS 44.83.090(b) 1is amended to read:

(b) The authority 1is not subject to the jJurisdiction of
Alaska Public Utilities Commission. Nothing 1in this chapter [AS 44_-
83.010 - 44.83.425] grants the authority any jurisdiction over the
services or rates of any public utility or diminishes or otherwise
alters the jurisdiction of the Alaska Public Utilities Commission with
respect to any public utility, including any right the commission may
have to review and approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale agreements and
contracts described in AS 42.05.431(c)(1) and AS 42.05.011 (d).

Sec. 4. AS 44.83.162 1is amended by adding a new subsection to read:
(p) In calculating power costequalization, thecommission may
not consider validated costs or kilowatt-hour sales associaced with a

United States Department of Defense facility.

Sec. 5.This Act 1is retroactive to November 1, 1987.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

the
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BILL ROOT: HBO0356
BILL NUMBER: HB 356 INTRODUCED: 1/13/88 REFERRED:
Judiciary and Finance

cpnMcnp*
BY THE RULES COMMITTEE BY
REQUEST OF THE GOVERNOR

HOUSE BILL NO. 356
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL

"An Act relating to the authority of the Alaska
Public Utilities Commission in connection with cer—
tain activities of the Alaska Power Authority and in
connection with calculating power cost -equalization;

and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* L .-ction 1. AS 4?.05.431 is amended by adding a new subsection to
read:
(c) Notwithstanding (b) of this section,

(1} a wholesale agreement for the sal-* of power from a
project licensed by the Federal Energy Regulatory Commission on or
before January 1, 1987, entered into between the Alaska Power Authori—
ty and one or more other public utilities after October 31, 1987 and
before January 1, 1988, [AND RELATED CONTRACTS FOR THE WHEELING, STOR-—
AGE, REGENERATION, OR WHOLESALE REPURCHASE OF POWER PURCHASED UNDER
SUCH AN AGREEMENT, AND ANY SUBSEQUENT AMENDMENTS TO THE WHOLESALE
AGREEMENT OR RELATED CONTRACT, ARt NOT SUBJECT TO REVIEW OR APPROVAL
BY THE COMMISSION] AND 1is not subject to review or approval by the

commission.
(2) a wholesale agreement [OR RELATED CONTRACT] described in

(1) of this subsection may contain a covenant for the public  utility
to establish, charge, and collect rates sufficient to meet its obliga—
tionsunder the contract; such a covenant is valid and enforceable.

* Sec. 2. AS 42.05.511 1is amended by adding a new subsection to read:

(d) [ALL COSTS INCURRED BY A UTILITY IN CONNECTION WITH A
WHOLESALE AGREEMENT OR CONTRACT DESCRIBED IN AS 42.05.431(c)(1),
INCLUDING, WITHOUT LIMITATION, POWER AND OTHER COSTS INCURRED UNDER
SUCH AN AGREEMENT OR CONTRACT, MUST BE ALLOWED IN THE RATES CHARGED BY
THE UTILITY.]

(d) A contract for wheeling, storage, regeneration, or wholesale
repurchase of power purchased under a wholesale agreement in (c)(1),
is not subject to commission review except as to the costs and their
allocation through rates.



Sec. 3. AS 44.83.090(b) 1is amended to read:

(b) The authority 1is not subject to the jJurisdiction of
Alaska Public Utilities Commission. Nothing 1in this chapter [AS 44.-
83.010 - 44.83.425] grants the authority any jurisdiction over the
services or rates of any public utility or diminishes or otherwise
alters the jurisdiction of the Alaska Public Utilities Commission with
respect to any public utility, including any right the commission may
have to review and approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale agreements and
contracts described in AS 42.05.431(c)(1) and AS 42.05.511(d).

Sec. 4. AS 44.82.162 is amended by adding a new subsection to read:

(p) In calculating power cost equalization, the commission may
not consider validated costs or kilowatt-hour sales associated with a
United States Department of Defense facility.

Sec. 5. This Act is retroactive to"November 1, 1987.

Sec. 6. This Act takes effect immediately under AS 01.10.070(c)-



Alaska Public Utilities Commission
Comments on HB356

January 26, 1988

X. overall Analysis

The Commission concurs that exemption of the wholesale power con—
tract between the Alaska Power Authority (APA) and purchasing
utilities from Commission review and approval 1is necessary to
meat the construction schedule for the Bradley Lake Hydroelectric
Project (Bradley Lake) established by the APA. Therefore, if the
Legislature supports this schedule, HB356 Bhould be enacted in—
sofar as it provides that "a wholesale agreement for the sale of
power from a project licensed by the Federal Energy Regulatory
Commission on or before January 1, 1987, entered into between the
Alaska Power Authority and one or more other public utilities
after October 31, 1987, and before January 1, 1988...[is] not
subject to review or approval by the commission."

nhe Commission also believes that the foregoing exemption pro—
tects the APAle bondholders by obligating the Commission to honor
through rates tha terms and conditions negotiated between the APA
and the utilities. Therefore, the provision in HB356 which
states that the wholesale power agreement may contain a valid and
enforceable covenant for the utility to establish rates suffi—
cient to meet its obligations under the contract appears to be
redundant but is certainly not objectionable insofar as it con—
cerns the wholesale power agreement between the APA and the pur—
chasing utilities.

However, the Commission has questions regarding the provisions of
HB356 which exempt from Commission review and approval tha "re-—
lated contracts for the wheeling, storage, regeneration, or
wholesale repurchase of power purchased under such an agreement
and any subsequent amendments™ to those contracts. The Commis—
sion understands that "related contracts”™ are the services agree—
ments between the utilities purchasing Bradley Lake power which
focus on arrangements for the transmission of the power. The
saope of "subsequent amendments™ is not defined.

The Commission believes that five basic questions 3hould be an—
swered before these agreements are exempted from Commission re—
view. First, 1is total exemption of tha agreements from Commis—
sion review necessary in order for the construction of Bradley
Lake to proceed on schedule? Second, are there public policy
reasons not to exempt totally the related contracts from Commis—
sion review? Third, are there regulatory policy reasons not to



exempt totally the related contracts from Commission review?
Fourth, should the rata covenant provisions be extended to the
"related contracts? Fifth, what, if any, exemption status 1is
appropriate for "subsequent amendments" to related contracts?

The Commission does not believe that it is necessary to exempt
totally the related contracts from Commission raview in order for
Bradley Lake construction to proceed on schedule. The APA is not
a signatory to the related contraota and the costs for services
pursuant to the related contracts are not part of the financial
commitments to bondholders. Therefore, it is not nacessary to
extend to the related contracts tha same rate covenant and cost
reaovery provisions which apply to the wholesale power agreement
between the APA and the utilities. Tha Commission is unaware of
any other legal requirement for total exemption of the "related
oontraots."

The Commission also believes that it would be poor public policy
to exempt totally tha related agreements from Commiesion review.
Because the APA 1is not a signatory to the related contracts, the
APA Board of Directors has not reviewed the contraota in the same
public process or with the same diligence as tha wholesale power
agreement itself. The related contracts are the type of agree—
ment wiwch are typically subject to regulatory oversight and an
exemption in this aase would be contrary to the public policy
established in AS 42.05 regarding the Commission"s regulation of
utilities.

Finally, the Commission believes that total exemption of the re—
lated contracts from Commission review presents significant reg—
ulatory problems. The "related contracts" affect the overall
operation of the contracting utilities and involve faoilitien
which are not dedicated solely to Bradley Lake but which are com—
mon facilities used to provide services to all cuetomers. As
such, the agresaents raise basic issues with respect to dividing
costs between regulated (non-Bradley Lake) and unregulated
(Bradley Lake) funotione. To illustrates

-1 exemption extends to facilities used or expenses incurred
to regenerate, wheel, store and transmit Bradley Lake Power and
non-Bradley Lake power, the generation and transmission opera—
tions of the regulated signatory utilities are essentially exempt
from economic regulation.

-If exemption means that only non-Bradlsy Lake facilities
and expenses are jurisdictional to the Commission, significant
rate implications arise. Setting aside the arguments and chal —
lenges associated with allocating investment and expenses between
regulated and unregulated portions of a whole, there is no as—
surance that the sum of the unregulated and regulated parts would
equal the whole, thereby creating a situation of either cver-
recovery or undarreoovery for the affected utilities. In other
words, tha customers of a purchasing utility could pay too much

3>



or not enough depending on the particular oircumsté&nca, with tha
result that the customers of the transmitting utility would

either be subsidized or be subsidizing the customers of the pur—
chasing utility. It has been this Commission®s experience that
the issue of which customers should bear what share of an invest—
ment or expense is usually more important than the question of

the total cost which must be paid.

-1 exemption means that the Commission or any consumers
cannot challenge the "relatedness"™ of a subsequent investment or
expense relating to Bradley Lake, a substantial "hole™ in the
Commission®s current jurisdiction would exist.

The Commission also believes that the provision ensuring the* en—
forceability of rate oovanants should not be extended to "related
contracts.”" Those contracts are solely between utilities; utili—
ties should not be allowed to establish, Isy private contract,

rate covenants which would be binding on the Commission.

While the Commission believea that it is important that ita
jurisdiction to regulate tha rates for services provided under
tha related contracts be preserved, the Commission alao recog—
nizes that the utilities purchasing Bradley Lake power must be
assured that the power can be transmitted from the project site
to their service area or that, alternatively, there can be an
"administrative" or "paper" transfer of tha power. Therefore,
the Commission believej that the related contracts between the
utilities, to the extent that they establish operational methods
to assure such delivery of power, are necessary and appropriate
and should be exempt from Cramisaion review. Thus, the Commis —
sion recommsnds that HB356 provide that the operational aspects
designed to assure delivery of power be exempt from Commission
approval, but that the Commission®s authority to evaluate costs
and establish rates for se>*vioes be preserved.

1. Response to House judiciary Committee Inquiries

There are four major differences between 3B22 and HB356, other
than elimination of sections regarding utility deregulation.

The first, and most significant, difference i3 that SB22 exempted
from Commission review and approval only the wholesale power con—
tract for Bradley Lake power and did not exempt "related con—
tracts for the wheeling, storage, regeneration, or wholesale
repurchase of power and any subsequent amendments." These "re-—
lated contracts and subsequent amendments,” were not mentioned in
3B22 and would have remained under Commission jurisdiction under
SB22.

The second major difference concerns the provisions which assure
that utilities recover costs associated with Bradley Lake. SB22
stated simply that "power costs incurred by a utility in connec—
tion with [purchase of Bradley Lake power] shall be allowed 1in



the rate® charged by the utility."” HB356 enlarges this provision
significantly. It state® that "all costs.including, without
limitation, power and other coat®" incurred in connection with an
agreement to purchase power from Bradley Lake must be included in
ratea. That broader provision could be interpreted to require
recovery of costs associated with Bradley Lake that are normally
excluded from rates by statute, such as lobbying and advertising
expanses (AS 42,05.381 ). The legislation should make clear
whether the contemplated exemption extends to every section of
the Commission®s existing etatuta.

The third major difference is that HB356 includas a complately
new provision which provide® that both the wholesale power agree—
ment and related contract! may include rata covenants®and such
covenants are valid and enforceable. The Commission understands
the term "covenant™ to mean that utilities can "promise" the APA
and each other, by contract, that they will establish rates at a
specified level in order to make payments to the APA or other
utilities. Because such a covenant is "valid and enforceable,"
the Commission assumes that it would be required to get ratea
sufficient to allow the utility to meet all expanses, even those
imprudently incurred or unreasonable in amount; 1in other words,
tha Commission interprets '"covenant"™ to mean that it could not
disallow expenses or investment for any reason whatsoever, if it
would cause a breach of the rata covenant,

The fourth major difference is that SB22 inoluded a provision
that the APA 1is not a public utility under AS 42.03. That provi —
sion is not included in HB356. Tha effect of the exclusion is
that wholesale power contracts between the APA and other public
utilities, other than those specifically exempted by HB356. will
remain under the jurisdiction of the commission,



HOUSE BILL NO. 356 (APUC)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to the authority of the
Alaska Public Utilities Commission 1in
connection with certain activities of the
Alaska Power Authority and in connection
with calculating power cost equalization;

and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE 0? THE STATE OF ALASKA:

* Section 1. AS 42.03.431 is amended by adding a new

subsection to read:

(c) Notwithstanding (b) of this section,
€D a wholesale agreement for the sala of power from

a project licensed by the Federal Energy Regulatory
Commission on or before January 1, 1937, entered into
between the Alaska Power Authority and one or more other
public utilities after October 31, 1987, and before January
1, 1988, [AND RELATED CONTRACTS FOR THE WHEELING, STORAGE,
REGENERATION, OR WHOLESALE REPURCHASE OF POWER PURCHASED
UNDER SUCH AN AGREEMENT,] and any subsequent amendments

thereto [TO THE WHOLESALE AGREEMENT OR RELATED CONTRACT],



are not subject to review or approval by the commission;

and

(2) a wholesale agreement [OR RELATED contract]
described in (1) of this subsection may contain a covenant
for the public utility tc establish, charge, and collect
rates sufficient to meet its obligations under the contract;

Buch a covenant is valid and enforceable; andC.1

(3 the operational provisions of a related contract
entered into prior to January 1, 1988, and technical or
clarifying amendments thareto, which ara nacé&saary for tha
wheeling, storage, regeneration, or wholesale repurchase of
power purchased under an agreement described in (1) of this
subsection are not subjact to approval by the commission;
provided, however, that tha commission shall have the
authority to determine the cost of and establish ratea for

any services provided pursuant to auch a related contract.

[ SECTION 2, AS 42.05,511 IS AMENDED BY ADDING A NEW

SUBSECTION TO READ:

() ALL COSTS INCURRED 3Y A UTILITY IN CONNECTION WITH A
WHOLESALE AGREEMENT OR CONTRACT DESCRIBED IN AS
42.05.431(C)(1), INCLUDING, WITHOUT LIMITATION, POWER AND
OTHER COSTS INCURRED UNDER SUCH AN AGREEMENT OR CONTRACT,

MUST BE ALLOWED IN THE RATES CHARGED BY THE UTILITY.]



Section 2 [3], AS 44.83.090(b) 113 amended to read:

(b) Tha authority is not subject to tha jurisdiction
of the Alaska Public Utilities Commission, Nothing in this
chapter grant* the authority any jurisdiction over tha
services or rates of any public utility or diminishes or
otherwise alter* the jurisdiction of the Alaska Public
Utilities Commission with respect to any public utility,
including any right the commission may have to review and
approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale
agreements and contract* described in AS 42.05.431(c)(1l) and

AS 42.05.431(C)(3).

Section 3 [4], AS 44.83.162 is amended by adding a new

subsection to read:

(p) In calculating power cost equalization, the
commission may not consider validated costs or
kilowatt-hour sales associated with a United States

Department of Defense facility.

Section 4 [5], This Act is ratroactiva to November 1, 1987.

Section 5 (6]. This Act takes effect immediately under AS

01.10.070(C).
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"An Act relating to the authority of the Alaska Public Utilities Commission...."
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Alaska Public Utilities Commission

organizational support for iiu.

FISCAL IMPACT: O NON! 0O FISCAL NOTE ATTACHCD

SACXOAOUNCVLfOISLATr | INTINT W - - - - * Ay (S ——
As a resu t of a 1986 amendment to APUC legislation, the APUC was provided wi

regulatory authority to review and approve wholesale power agreements between utilities.
The effect on the Alaska Power Authority has been demonstrated with those agreements and
related contracts associated with the Bradley Lake project. The project has been unable
to move Torward because of the regulatory change adopted through the 1986 amendment. The
intent of this bill is to provide the necessary exemption language to allow for construc-

ANALYSIS OF BJLUPROGRAM EFFECTS
The amendments in Sections 1-3 (as described below) will provide the necessary APUC

regulatory exemption for wholesale power agreements and related contracts associated with

the Bradley Lake project. This amendment serves to clearly exempt these specific con—
tractu without removing APUC"s -jurisdiction over all other power sales agreements between
the Power Authority and utilities on future Power Authority power projects. These amend—

ments provide the statutory exemption language necessary to allow for the Bradley Lake
Hydroelectric project to proceed as planned, although now on a vrevised construction
SCHEDULE (see attached). Proposed amendments 1in Sections 1-3 provide the necessary
statutory authority to insure that long-term financing of the project 1is possible.

The amendment 1in Section 4 will not provide substantive change to the Power Cost Equaliza-—
tion (PCE) program. The amendment will provide necessary statutory clarification which
will assist in maintaining the current PCE level of a local utility supplying power to a
U.S. Department of Defense facility without increasing the cost of power to the residen-

amenoments proposed -
The proposed amendments in Sections 1-3 of the above referenced bill AS 42.05.431,
AS 42.05.511 and AS 44.83.090(b) respectively. Amendments to AS 42.05.431 and
AS 42.05.511 will provide statutory authority to allow the Power Authot ity to contract
with utilities to guarantee that the utilities will charge sufficient rates to cover the

Power Authority®s bond obligations on the Bradley Lake Hydroelectric project. These
amendments also serve to expand the scope of the Bradley Lake project regulatory exemption
to include secondary contracts that are associated with the project. Although not speci—

fically named in the bill, these related contacts include anfci agreement for Wheeling and

FUASt ATTACH A 10AAATLIWWT TO* AOOTTTOMM COMMOTO 0* AMALTM.
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BILL ANALYSIS
January 25, 1988
Page 2

BACKGROUND/LEGISLATIVE INTENT (Continued):

tion of the Bradley Lake project to commence this year (See attached sheet on 988 Con-—
struction Schedule).

Section 4 of this legislation provides the necessary statutory change which will serve to
clarify that APUC may not include the kilowatt-hour sales to a U.S. Department of Defense
facility when determining if a utility is eligible for PCE program benefits. This amend —
ment will resolve a pending question regarding Naknek Electric Association®s sale of power
to King SaJ/mon Air Force Base. The same potential question exists with the City of
Galena and their future sale of power to the Galena Air Force Base.

ANALYSIS OF BILL/PROGRAM EFFECTS (Continued):

tial customers of the utility. This amendment provides compliance to the Federal SWAP Act
of 1980 which allws for a U.S. Department of Defense facility to purchase power from a
local utility, with the purchase resulting in a cost savings to the local utility without

increasing costs to other consumers of power.

AMENDMENTS PROPOSED (Continued):

related services between BradleylLake power purchasers and Chugach Electric Associa—
tion, Inc., and an agreement for the sharing of transmission facilities between Bradley

Lake power purchasers and Homer Electric Association, Inc.

The proposed amendment to AS 44.83.090(b) clarifies the existing statutory authority of
the APUC to exempt from APUC review and approval only those wholesale power agreements and
contracts described in AS 42.05.431(c)(1). (The Bradley Lake Hydroelectric project
agreements and contracts).

Section 4 amends AS 44.83.162 and stipulates that APUC may not consider validated costs or
kilowatt hour sales to a U.S. Department of Defense facility when determining if a utility
is eligible for Power Cost Equalization (PCE) program benefits. This provision will
prohibit PCE calculated from including rates paid on military bases wutilizing power

generated and sold by a local utility.

1491/816(2)
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TO: Rap. John Sund
FROMi Erio Redman, of lavyers for

Chugach Electric Association, Inc.

DATE: January 27, 1288

SUBJECT: Sarvicas Agreement ForBradlay Lake Energy

This memorandum 1is to confirm formally a point made by Com-
misBioner Susan Knowlas of tha Alaska Public utilities Commission
("APUC") and by me in our raapactiva oral testimony before your
Committse during hearings today on HB 356.

Tha wheeling rate for Bradlsy Lake Energy undar tha above-
captionad Agreement 1is required, by tha Agreement, to be deter—
mined in accordance with Appendix A of the Agreement in tha con-—
text of Chugach "rata adjustment proceeding®."™ Appendix A con—
tains a formula for computing the wheeling rate, using specified
Chugach costs, specified quantitiee of energy, and a constant.
By design, tha specified costs are those which the APUC must ro-
viaw and approve (or disapprove) in any event in the oourac of
Chugach®s periodic rate adjustment proceedings. Similarly, the
quantities of energy used in the formula can or must be deter—
mined in such proceedings in order to review and approve (or dis—
approve) Chugé&oh®s rates generally, not juet Chugaoh®"s wheeling
rate for Bradley Lake Energy.

Thus, as Appendix A ehovid have made olear, the parties re-
oognize and intend that that tha costs and the quantities of en—
ergy used to establish tha wheeling rate under Appendix A- a®
distinct, from ths formula itself and the constant used in that
formula- would oontinue to be subject to APUC reyiev in Chugach®s
rate proceedings, as they are today, regardless of HB 356"» en-—
actment.



The reason Appendix A does not specifically Mention the APUC
ia laimply that the parties wished to avoid a potential future
diepute about whether Appendix A would continue to bind the par—
(possible but unforeseen) event that APUC oeasoe to
(or disapprove) Chugaah"s rates at some point
life of the Agreement, The intent of the par—
should remain binding even in that

ties in the
review and approve
during the 50 yoar
ties wee that Appendix A
event.

I hope this formal olarifioation will be of aeeietance to

you.

0ff.1/198801



Homer Electric Association, Inc.

CENTRAL OFFICE: 3977 LAKE STREET 8 HOMER, ALASKA 99603 - (907) 235-8167

February 1, 1988

Rep. C. E. Swackhammer
Alaska State Legislature
P. 0. Box V

Juneau, Alaska 99811

Dear Swack:
REF: HB 356

It is my understanding that HB 356 was passed out of House
Judiciary Committee last Friday wi”h some minor modifications.
From the information |1 have been aba to obtain Homer Electric
supports HB 356 as amended by the Judiciary Committee, and we
hope that the Finance Committee will approve it and pass it on.
I am sending a copy of this letter to John Sund to thank him
and the rest of the Judiciary Committee members for their
support and efforts to make HB 356 a workable Bill.

Sincerely yours,

BKW:em

cc: John Sund



STEVE COWPER, GOVERNOR

REPLY TO:
/ DEPARTMENT OF LAW | (34031 W 4h AVENUE
/ ANCHORAGE. ALASKA 99501-1994
OFFICEOF THEATTORNEY GENERAL / PHONE: (907) 276-3550
January 29, 1988 o 1st NATIONAL CENTER
100 CUSHMAN ST
SUITE 400
FAIRBANKS. ALASKA 99701-4679
Chairman John Sund o P.0. BOXK-STATE CAPITOL
*House Judiciary Committee JUNEAU. ALASKA 99811-0300
Alaska State Legislature PHONE: (907) 465-3600
House of Representatives
P.O. Box 4
Juneau, Alaska 99811
Re: Bradley Lake Power Sales Agreement

-- Excess Payments
Dear Chairman Sund,

Robert LeResche, Executive Director of the Alaska Power
Authority ('the Authority"), has relayed your request for an
opinion on the meaning of section 29 of the Bradley Lake Power
Sales Agreement '"the Agreement™).

The Bradley Lake project 1is a hydroelectric project
within the energy program for Alaska. Sec. 20, ch. 133 SLA 1982.
Money received by the Authority for the sale of power from
projects constructed under the energy program for Alaska must be
transmitted to the commissioner of revenue for deposit in the
state general fund unless the money has been pledged to secure
bonds. AS 44.83.398(c).

Section 29 of the Agreement provides that the power
purchasers of the Bradley Lake hydroelectric project will make
payments in excess of actual debt service once the construction
bonds have been retired. These "excess" payments will be made to
the Alaska Power Authority for deposit into the Railbelt Energy
Fund.

As you already know, the Railbelt Energy Fund 1is a
special fund treated as an account in the general fund. AS
37.05.153. The fund 1is managed by the Department of Revenue.
Interest received on money in the fund may be appropriated into
the fund annually. Id. AS 37.05.153 specifically provides that
"the legislature may appropriate money from the fund to assist 1in
meeting Railbelt energy needs." Id.

Notwithstanding any agreement entered into between a
state agency and a second party, only the Legislature may with-
draw money from the state treasury. AK Const, art. 1IX, sec. 13.
Thus only the legislature mav appropriate money from the Railbelt
Energy Fund. Nor can we expect that the Railbelt Energy Fund

03-C5LH



Chairman John Sund January 29, 1988

House Judiciary Committee Page 2
will exist in perpetuity. With certain exceptions not applicable
to this discussion, the Alaska Constitution prohibits the dedica-
tion of public revenues. AK Const, art. 11X, sec. 7. In this

case, a legislature meeting 1in the year 2038 may appropriate
money from the Railbelt Energy Fund for expenditure on a public
purpose other than -ailbelt energy.

It is my opinion that section 29 of the Agreement would
still be enforceable if the legislature withdrew from the
Railbelt Energy Fund moneys deposited there under the provisions
of the Agreement. 1 attended all the negotiation sessions
leading up to the Agreement. I personally advised all the
participants that neither the Legislature nor the Authority could
dedicate these excess payments Tfor Railbelt energy needs. Nor
could the Authority make any promises for the Legislature.

The utilities were quite conversant with the dedicated
funds prohibition of the Alaska Constitution. They wished,
however, to express 1in section 29 their very strong sentiments in
favor of having the excess payments used for Ffuture Railbelt
energy needs and in favor of a Kenai-Fairbanks intert-ie. All the
negotiators interpreted section 29 as a statement of intent and
not as a contract condition on which the excess payments were

contingent. In fact, the contract specifically provides that
"[t]lhe Purchasers®” obligations to make payment under this Section
29 are not contingent upon the success of ... continued efforts

to obtain a satisfactory intertie between Fairbanks and the Kenai
Peninsula.

In summary, should moneys earned under this Agreement
be deposited in the Railbelt Energy Fund, the Legislature may
appropriate the moneys for Railbelt energy needs or as the
Legislature deems appropriate. The Purchasers®™ obligation to
make excess payments under the Agreement is not contingent upon
dedication of these excess payments to expenditures on Railbelt

energy needs.
Please call me if I can be of further assistance.
Very truly yours,

GRACE BERG SCHAIBLE
ATTORNEY GENERAL

By:

"-dc: Robert E. LeResche
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February 4, '98&

Representative Albert Adams
Chairman, House Finance Committee

Dear Chairman Adams and Mouse finance Committee:

The Alaska Consumai Advocacy Program (ACAP), a utility consumei advocacy

group, objects to the passage 0l House Bn NO. 8b6 in Its ament format because it removes
the consumers' Chertf (I'n Ala<-iva Public Utilities ~omirikTlon) ftnm the itjlc moking one!

determination process.

However, ACAP believes that the amendments to H.B. 858 proposed by the House
Judiciary Committee are in the consumers’ best interest and if clarified, would ease some of
tha ratepayers' concern In regard lo this.hill,

The following comment pertains to Section 2 (d), pagej.
ACAP Dbelieves the Houso Judiciary Committee's intent in Inserting the phiass
"validated costs, except those disallowed under AS 42.05.881 (a)", and tha subsequent
deletion of the phrase "without limitation, power and other costs incurred under such an

agreement or contract”, was to permit only validated costs to be included in the rates
charged hy utilities: tor i-iractloy uitoi power. A oomontico onongo would help ©mure this

goal. ACAP offers to this committee the following language changes, Beginning on page 1,
line 29, (d): Only validated costs, except those disallowed under arid on page 2,
line Z described In AS J2.05,431 (c)(1), shall be allowed...

A second point of concern to consumers Is the language relating to the time period
for which the APUC is excluded from the fate making process. ACAP views the current
language as vague, it can be inferred that any long term debt which is acquited wiit, over its
retirement period prevent the APUC from reviewing or approving the wholesale agreement
or contracts. ACAP believes the intent of this amendment was to put acap on the length of
time In which the APUC was to be excluded. This cap was to bo in affect only up to the
time whan the debt service for the construction and financing of the dam as it is currently
contracted for and taking Into-sccount any refinancing schemes, was retired. ACAP urges

the House Finance Committee to amend this language in such a manner that the time period
for APUC ©y.clusion inoludoo only tho kirno fmmr-t logijirrtf.5 iri t.iHto n-a cl*bi wviviw > InlUwi

costs as described above.

ACAP thanks Chairman Adams and the House Finance Committee for the oppoiiunity
to yiuvide me curisurnarslpsrepocnve in these discussions and it urges thorn to include these

comments. ACAP's objective is to keep oversight over a project which has the potential to___
create a large adverse Impact on consumers' electric rates.

Sincerely, k
m W

v John D. i-"oss
Okaff Eicon., mist
Alaska Consumer Advocacy Program
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UTILITY CONSUMER GROUP
OBJECTS TO BILL TAKING APUC

OFF BRADLEY LAKE PROJECT
The Alaska Consumer Advocacy Program (ACAP) today released a
letter of objection sent to Governor Steve Couper, Neil Davis -
Chairman ct the APA and the House Judiciary Committee regarding
the introduction of House Bill NO* 356* The bill, uhose prime
sponsor is Governor Couper, uould remove revieu and approval
authority by the Alaska Public Utilities Commission over the
uholesale pouer agreements betueen the Alaska Pouer Authority and
the Railbelt utilities relating to Bradley Lake and also over any

future APA projects.

ACAP, a statewide consumer advocacy group objects to this
bill because it removes a check and balance on the consumer's

right to least cost electricity.

cc: Governor Steve Couper
Representative John Sund Chairman, House Judiciary Committee
Dr. Neil Davis Chairman, Alaska Pouer Authority Board

A Project of the Alaska Public Intcrost Research Group



January 20, 1988

Representative John Sund
Chairman, House Judiciary Committee

Dear Chairman Sund and House Judiciary Committee:

The Alaska Consumer Advisory Program (ACAP), a utility
consumer advocacy group, objects to House Bill No. 356,
introduced at the request of Governor Couper, because it uill
adversely affect the rights of consumers in the Railbelt to have
electricity costs accurately reflected in their electric bills.
This bill exempts all costs pertaining to uholesale pouer
contracts betueen the Bradley Lake Hydroelectric Project and the
Alaska Pouer Authority plus soy fuiuce APA projects from either
revieu or approval by the Alaska Public Utilities Commission.

This bill goes far beyond the original stated intent of the
legislation. From the consumers* perspective, exempting all
projects in uhich the APA is involved from APUC revieu, including
those projects uhich interrelate uith public utilities, is

setting a reckless precedence.

In the recent State BUD2ElI ADDRESS,Governor Couper referred

to his administration’s and legislators* efforts to exempt
Bradley Lake from the APUC’s revieu process as a removal of
"unnecessary government revieu". ACAP argues that this revieu
process is a key ingredient to ensuring that consumers receive

the least-cost electricity possible.

ACAP points out that there are three types of studies uhich

are associated uith projects such as Bradley Lake. The first
type of study determines uhether the project is feasible from an
engineering perspective. The second type determines the
financial/economic viability of the project. The '.hird type of
study evaluates the costs of the project and determines the
effect on consumers’ utility bills - it analyzes uhether they are
fair and just. Each of these studies employs distinct types of

analysis and measures different outcomes.

The feasibility and financial/leconomic analyses have been

completed and revieued by the proper agencies. The analysis of
the impact on consumers’ utility bills (to be completed by all
participating utilities) and the terms of the uholesale pouer
contracts (signed only tuo months ago) have not had any
iffiRaciial expert evaluation or revieu. H.B. No. 356 uill deny
this revieu process. This revieu process is currently mandated
by Alaska Statutes and the task is completed by the APUC. The
APUC’s duties include ensuring that all regulated utilities”’
rates, either demanded or received shall be fair, just and
reasonable and based on actual, reasonable costs.

ACAP believes that this legislation bypasses the consumer’s
only meaningful check on his/her electric bills. For example, if
H.B. No. 356 is passed, the Bradley Lake contracts stipulate that



each participatng utility shall be able to charge rates

sufficient to meet their debt service and all other costs or
expense obligations deemed applicable, including any subsequent
amendments over the 50 year life of the contracts, without any
review or approval by the APUC. ACAP is concerned that without
proper oversight, a tendency to insert excessive or improper
costs into this "inviolable™ project may develop among utilities.

Current ACAP estimates for Municipal Light and Power’s and

Chugach Electric Association’s levelized Bradley Lake ~cost
obligations is $5 million and 5.9 million per year, respectively,
for a fifty year time period. ACAP believes that it is in both
the consumers’ and governments’ best interest to keep the APUC in
the review process, especially when dealing with a $350 million
project. A "No" vote on H.B. 356 does not curtail Bradley Lake.
It only allows this project to be impartially reviewed just like

any other power source while keeping the APA within the review
process.

Sincerely,

John D. Hines
Staff Economist
Alaska Consumer Advocacy Program



RESOLUTION NO. 87-19

A RESOLUTION of the Project Management Committee ("PMC") providing for the
adoption of an open meetings policy.

WHEREAS, the members of the PMC desire to conduct their business 1n public;
and

WHEREAS, the six parties to the Agreement establishing the PMC all routinely
conduct business 1in open meetings; and

WHEREAS, while the PMC may not be a governmental unit,neither 1sit entirely
a "private" entity, as that term is commonly used; and

WHEREAS, Alaska public policy favors openness and public access; and

WHEREAS, opening meetings to the public may have a positive substantive
impact on the deliberations of the PMC by 1insuring thatimportantdecisions
are made with adequate information; and

WHEREAS, public exposure may deter misconduct, discourage hasty decision—
making, and enhance consumer acceptance of PMC actions; and

WHEREAS, Section 7(d) of the Agreement empowers the PMC to enact procedural
rules.

NOW, THEREFORE, BE IT RESOLVED by the PMC as follows;

Section 1.

All formal meetings of the Committee and its subcommittees shall be open
to the public except as otherwise provided in these bylaws. Except when
voice votes are authorized, all votes shall be conducted 1n such a manner
that-the public may know the vote of each person entitled to vote.

Section 2.

If excepted subjects are to be discussed at a meeting, the meeting shall
first be convened as a regular or special meeting and the question of holding
an executive session to discuss matters that come within the exceptions
contained 1n Section 3 of this rule shall be determined by a majority vote of

the Coirmittee. No subjects may be considered at the executive session except
those mentioned 1n the motion calling for the executive session unless
auxiliary to the main question. Formal action may not be taken during the
executive session. Only members of the Committee and designated alternates,

attorneys for members of the Committee and members of the Technical Standards
Committee may attend an executive session, unless the motion calling for the
executive session specifies other persons who are to present information to
the Committee.

007/C5/5
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Section 3.

The following excepted subjects may be discussed in an executive
session:

(A) Matters the 1immediate knowledge of which would clearly have an
adverse effect upon the finances of the Committee, the Initial
Project, or any of the individual parties represented on the

Committee]

(&) Subjects that tend to prejudice the reputation and character
of any person, provided the person may request a public
discussion;

(C) Matters which by law are required to be confidential;

(D) Matters discussed with an attorney retained by the Committee
members, or with a consultant retained by such attorney, the
Immediate knowledge of which could have an adverse effect on
the legal position of the Committee, the Initial Project, or
any of the parties represented on the Committee.

Section 4,

Reasonable notice shall be given for all regular or special meetings of
the Committee,

Section 5.
Sections 1, 2, 3 and 4 shall not apply to:

(A) Meetings at which a quorum is not present;

(B) Informal discussions, by telephone or otherwise, among
members of the Committee, at which votes are not taken and
official business 1is not conducted;

(C) Meetings and discussions, formal or Informal, of Committen
members in which all participants indicate they are acting
individually as representatives of the parties to the

Agreement and not as the assembled Committee, and at which no
Committee business 1s conducted and no votes are taken.

007/C5/6
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DATED this /2 day of C m1987*
x PROJECT WANAGEMENT COMMITTEE

ATTEST:

By:

APPROVE!) AT PROJECT MANAGEMENT COMMITTEE MEETING
HELD JULY 29-30, 1987.

007/C5/7









APPENDIX A

Computation Of Wheeling Rates

Rates for wheeling services provided under Section 4 of
this Agreement are intended to be computed on a fully allocated
cost basis and to apply to all Wheeling Utilities in a "postage
stamp" manner, 1in accordance with the following principles:

1. Basic Wheeling Rate.

() Formula. The basic wheeling rate shall be computed
each Chugach rate adjustment proceeding in accordance with the
following formula, using actual values for each variable as de—
termined for the ratemaking test year applicable to that rate
adjustment proceeding:

s A+ B+ C D+ E X K

R = The basic wheeling rate to be charged during
the rate period;

A = Chugach O & M expense allocated to transmis—
sion (currently REA Accounts 556 through
573), less such 0 & M expense properly al—
located to Chugach®"s Beluga to Point Mac—
Kenzie transmission segment;

B > Chugach A & G expense allocated to transmis—
sion (currently REA Accounts 920 through
932) , Ifess such A & G expense properly al—
located to Chugach®s Beluga to Point Mac—
Kenzie transmission segment;

C > Chugach taxes allocated to transmission
(currently REA Account 408), less such taxes
properly allocated to Chugach®s Beluga to
Point MacKenzie transmission segment;

D = Chugach depreciation allocated to transmis—
sion (currently REA Account 403), less such
depreciation properly allocated to Chugach®s
3eiuga to Point MacKenzie transmission seg—
ment;

SERVICES AGREEMENT FOR 3RADLEY LAKE ENERGY
APPENDIX A — Page 1

In
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E = Chugach interest expense and generation-and-
transmission TIER (or other applicable gen—
eration and transmission margin requirement)
allocated to transmission, less interest
expense and generation and transmission TIER
properly allocated to Chugach®"s Beluga to
Point MacKenzie transmission segment;

F = The sum in kilowatthours of (i) Chugach's
total generation (exclusive of generation
for economy sales) plus purchases, and (ii)
the Bradley Lake Energy of the Wheeling
Utilities;

and
K = The applicable phase-in factor or constant
as set forth below 1in Provision 2 of this
Appendix A.

(b) Notes on specific variables.

() The Point MacKenzie Substation 1is not part of
Chugach"s Beluga to Point MacKenzie transmission segment,
and thecosts of that Substation shall not be excluded in
determiningthe values for those variables from which the
costs of that segment are excluded.

(i) Chugach®s transmission 0 & M expense and A & G
expense associated with Chugach®"s Beluga to Point MacKenzie
transmission segment are not (and at this time cannot be)
specifically identified and isolated from Chugach®s total
transmission 0 & M expense and A & G expense. Therefore,
in computing "A"™ and "B"™ 1in the foregoing formula, reason-—
able estimates of Chugach®"s transmission 0 & M expense and
A& G expense associated with Chugach®s Beluga to Point
MacKenzie transmission segment shall be used. Such esti—
mates may be based on reasonable proxy variables, such as
the percentage of tothl recorded annual hours of transmis—
sion 0 & M labor represented by recorded annual hours of
transmission 0 & M labor on Chugach®"s Beluga to Point Mac-—
Kenzie transmission segment.

(i) As provided in Section 13 (cc) of this Agree—
ment, neither HEA nor AEG&T on behalf of HEA is a Wheeling
Utility for purposes of this Agreement (except, potential—
ly, as a successor or assignee of another Wheeling Utili—
ty"s Bradley Lake Energy). Thus, "F" in the formula set
forth above shall not include or be increased by any Brad-—
ley Lake Energy of HEA or AEG&T on behalf of HEA, even if
such Energy 1is wheeled by Chugach pursuant to Section 8 (f)
of this Agreement at wheeling rates established under this
Exhibit A.

SERVICES AGREEMENT FOR BRADLEY LAKE ENERGY
APPENDIX A — Page 2



2. Phase-In Factor fYears 1-15) And Constant (Later Years).

Beginning with the calendar year in which the Project,
achieves Commercial Operation, and in each of the next fourteen
calendar years (Calendar Years 1 through 15 in the table below),
the applicable wheeling rate shall be determined by multiplying
the then-applicable base wheeling rate (as computed above) times
a phase-in factor 1in accordance with the following table:

Calendar Year Phase-In Factor
L e 3333
2 e e e e eeeeemeaaan 3333
1 S 3333
4 e 3305
D e 4278
- J 4750
2 5222
K 5694
O e 6167

10 e 6639
1 7111
1 7583
R 3056
1 3528
1 T 9000

Beginning on the first day of the next calendar year after Cal—
endar Year 15, and 1in all succeeding calendar years, the base
wheeling rate (as computed under heading 1 above) shall be mul —
tiplied by 0.9000 as a constant. Any 1increase in the applicable
wheeling rate resulting from an increase in the phase-in factor
in accordance with the table above shall become effective with—
out the need for any regulatory approval other than approval cf
this Agreement.

SERVICES AGREEMENT EOR BRADLEY LAKE ENERGY
APPENDIX A — Page 3



Official Business

Alaska State Legislature

Senate

P.O. BOX V
State Capitol
Juneau, Alaska

January 27, 1987

The Honorable Jan Faiks
President of the Senate
Alaska State Legislature
P.O. Box V

Juneau, Alaska 99811

Dear President Faiks:
Chapter 30, SLA 86 (HCS CSSB 468 Loans) creating the Railbelt Energy
Council mandates that the Council report its reccrrmendations to the

Legislature by February 15, 1987.

This enclosed report was unanimously adopted at a meeting held January 24,
1987, at which all merrbers of the Council were present.

Respectfully submitted,

Senator Jan Faiks,
- Chairman, Railbelt Energy Council

JF-.KSD: la |

99311



REPCRT CF THE

RAILBELT ENERGY COUNCIL

TO THE

FIFTHTEENTH ALASKA STATE LEGISLATURE

FIRST SESSION

January 24, 1987
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Steven Lewis, President, PETRO5TAR

UTILITIES' AEM3ERS
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VIRGIL GILLESPIE, General Manager,
Fairbanks Municipal Utilities System

MIKE KELLY, General Manager,
Golden Valley Electric Association

RICK NEW1AM), General Manager,
Chugach Electric Association

JAMES PALIN, General Manager,
Matanuska Electric Association

TCM STAIR, General Manager,
Anchorage Mjnicipal Light 5 Power

KENT WICK, General Manager,
Homer Electric Association Utili ties
(Vice-Chairman, REC)



TABLE OF CONTENTS

Page
LISTING OF RAILBELT ENERGY COUNCIL M5VBERS ii
EXECLTTIVE SIM /A K Y ettt 1
INTRODUCTION. ... ettt ettt e e r e e e e e e ean e eens 4



EXECUTIVE SLMvARY

In 1986, the Alaska Legislature created the Railbelt Energy Council
(REC) and charged it with addressing five areas of concern dealing with
the Railbelt energy needs (Ch 30, SLA 1986). The Council menbership
consists of two members appointed by the Governor; two senators appointed
by the President of the Senate; two meirbers of the House of
Representatives appointed by the Speaker of the House; and one
representative from each of the seven interconnected Railbelt utilities.
The Council was to report its reccrrmendations to the Legislature by

February 15, 1987.

The Council addressed the organizational and financial aspects as
well as reviewed various alternatives for meeting the future energy needs
of the Railbelt. The Council was unable to conduct the review of the
alternatives in as great a detail as originally anticipated because of a
freeze placed on the $2.5 million appropriation to the Alaska Power
Ajthority (APA) for that specific purpose. Despite these difficulties
further exacerbated by the declining oil prices and state revenues, the
Council has addressed the major issues and unanimously approved its

findings and reccnmendations. They are sunrarized below.

FINDINGS:

1. DECREASING OIL FRICES AND STATE REVENUES ARE CAUSING SICNIFKANT
CHANGES IN THE FORECASTED RAILBELT ENERGY REQUIREVENTS FCR THE NEXT
SEVERAL YEARS. THE IMPACT CF THESE DEVELOPMENTS CN LCNG-TERM GROWTH

IS UNCLEAR.



2. CUE TO EUXETARY LIMITATIONS, STATE PARTICIPATION IN FUTURE EHERGY
PROJECTS WILL BECOME WORE CONSTRAINED.

3. INCREASING THE UTILIZATION AMD EFFICIENCY CF THE EXISTING RAILBELT
GENERATION AMD TRANSMISSION RESOURCES REPRESENTS THE BEST SOLUTION IN
THE NEAR TEFM.

H. I'WVFRCVING COOPERATION AMD COORDINATION AMONG RAILBELT UTILITIES WILL
INCREASE THE RELIABILITY AVD COST EFFECTIVENESS CF THE REGION'S
ELECTRIC SYSTEM.

5. THE LEGISLATURE ESTABLISHED THE RAILBELT EHERGY FUMD FOR THE SOLE

FURKSE CF FINANCING ENERGY FROJECTS IN THE RAILBELT REGION.

MAJOR RECCVIVEMIAT ICNS5:

l. CREATION CF A RBGICNAL GENERATION AMD TRANSMISSION TYFE UTILITY
ORGANIZATION IS IN THE BEST INTEREST CF THE RAILBELT CONSUMERS AVD
SHOULD CONTINUE TO BE SUPPORTED BY ALL CONCERNED.

2. THE ALASKA POWER AUTHORITY SHOULD CONTINUE TO PERFORM IT5 RAIL3ELT
FUNCTIONS UNTIL THE LEGISLATURE AMD ADMINISTRATION COMPLETE THEIR
REVIEW AMD DETERMINE THE APA'S FUTURE ROLE AMD STRUCTURE.

3. THE COUNCIL RECCMVECS THAT THE UTILITIES SHCULD HAVE REFRES5EHTATICN
CN THE ALASKA POMER AUTHORITY ECARD CF DIRECTORS.

4. CCNSTRJICTICN CF THE ERACLEY LAKE HYDROELECTRIC FROJECT SHOULD
CONTINUE IN ACCORDANCE WITH A FLAN CF FINANCE AMD POMER SALE
AGREEMENTS FRE/ICUSLY APPROVED OR AS W  BE MODIFIED SE7WE3H APA AVD
THE RAILBELT UTILITIES. ALL RAILBELT UTILITIES SHCULD BE GIVEN AN

OPPORTUNITY TO PARTICIPATE IN THP RRAT.IFV | AKE PROIO-~T.



A PORTION CF THE RAILBELT ENERGY FUND SHCULD BE APPROPRIATED FCR THE
COMPLETION CF THE ANCHORAGE-KENAI PENINSULA AND ANCHORAGE-FAIRBANKS
INTERTIES IN CONJUNCTION WITH THE COVPLETICN OF THE BRADLEY LAKE
FROJECT.

THE BURDEN OF PROOF FCR DEMONSTRATING A COMPELLING NEHD FCR ANY
ADDITIONAL ENERGY PROJECT BEYOND BRADLEY LAKE AND THE RAILBELT
INTERTIES, FCR WHICH STATE FINANCIAL ASSISTANCE IS BEING SOUGHT, IS
CN THE FROJECT SPCNSCR(S) AND SHCULD INCLUDE A CREDIBLE PLAN CF
FINANCE AS WELL AS FUBL1C POLICY CONSIDERATIONS JUSTIFYING THE STATE
ASSISTANCE.

AN ENERGY PROJECT REVOLVING FUND SHCULD BE ESTABLISHED, UTILIZING ANY
MONIES REMAINING IN THE RAILBELT ENERGY RIND. A METHOD TO REPLENISH
THE FUND SHCULD BE DEVELCPHD WITH AFFORDABILITY TO THE RATEPAYER AS

THE KEY TO ANY SUCH REPAYMENT PLAN.



INTFCCLCTICN

The Railbelt Energy Council was created by the Alaska Legislature
(Chapter 30, SLA 1936) during the 1986 Legislative session. The Council
was created in response to requests from the Railbelt utilities and other
interested parties concerned that with the demise of the Susitna River
Hydroelectric Project (Watana and Devil Canyon dams) early in 1986, the
Rai Ibelt's energy needs would not be met. The terms of financing for the
Susitna project were found to be unacceptable due to its large capital
cost and decreasing State revenues, although the project stiil appears

economically feasible over the long run.

The demise of the two-dam Susitna project left the Railbelt Energy
Program in question and with the problem of how best to utilize seme $280

million designated as part of the state's equity in that project.

Mother issue that had to be addressed dealt with the perception
that the cooperation and coordination among the Alaska Power Authority and
the seven interconnected Railbelt utilities was not as effective as deemed
necessar/ for formulating the most efficient solutions to Railbelt energy

needs.

In general then, the Council was created to address the
organizational, generation, transmission and financial issues as they
related to the Railbelt energy problems. Tne statutorily specified issues

are addressed later in this report. Pending completion of the Council's



work, the Legislature placed all of the remaining Susitna Project funds
into the Railbelt Energy Fund (REF) (Chapter 29 & 41, SLA 1986) while
retaining the sole authority for making appropriations from it. Further,
as a way of assisting the Council, the Legislature appropriated $2.5
million frcm REF to the APA for conducting a review and evaluation of

Railbelt electric power alternatives (Chapter 42, SLA 1986).

While the Council has addressed the five areas mandated by statute,
the report is not as conprehensive as desired largely because of two
unplanned events. First, the previous Administration froze most of the
$2.5 mi lIlion appropriation to the APA that was to be used to review and
evaluate Railbelt electric power alternatives. Second, the decline of
economic growth has substantially delayoa the need for future generation

facilities in the Railbelt.

Despite these obstacles, the Council has been able to forge unified
positions on a nurber of major issues dealing with the Railbelt energy
problems. The Council feels that inplementation of its reconmendations
will go a long way toward assuring Railbelt consigners--who represent thre&
fourths of the State's population—of more reliable and low cost
electrical energy. Further, utilization of the REF for energy projects in
the Railbelt will restore some of the regional equity originally

envisioned under the Energy Program for Alaska.



The Findings and Reccmrendations of this report are keyed to the five
specific reporting requirements of the statute (Ch. 30, Sec 2, SLA 1986).
Each of the five parts under Findings & Reccmnendations is headed with one

of the statute requirements, which is underlined for easier



ma.

1. Reconmend the best optic for planning, financing, constructing,
and managing electric power facilities in the Railbelt area.

A.

Planning. The Railbelt Energy Council finds that a well
coordinated planning effort among those responsible for
supplying the service is absolutely essential to assure that
the Railbelt customers will have the most reliable,
efficient and economic electric supply system. While there
are many interested parties thac have much valuable input to
offer to the planning process, THE FfICT REMAINS THAT THE
RESPONSIBILITY FCR SUCH PLANNING REMAINS WITH THE RAILBELT
UTILITIES AK) THE ALASKA POWER AUTHORITY. The Counci |
should not be expected to become a substitute for such a

planning entity.

THE COUNCIL BELIEVES THERE MJST EXIST A FORMAL ORGANIZATION
of all interconnected Railbelt utilities. The creation of
such a regional utility organization should continue to be
supported by the responsible agencies, the Legislature and
the Administration as being in the best interest of the

Railbelt consumers.



While the Council recognizes that in the long-term the
optimal solution would be a regional generation and trans-
mission (G&T) utility organization, it is also aware that
technical and political considerations may preclude such a
solution in the short-term. Therefore, as an interim

solution the Council reccmnends that:

1. The Railbelt utili ties and APA work di ligentiy
toward establishing a regional organization as soon as

possible.

2. Pending any change in its role and/or structure,
the APA should continue to administer and perform its

existing programs and functions relative to the Bradley

Lake and the Railbelt interties projects.

3. The APA Board of Directors be immediately

reorganized to include direct utility representation.

The Counci | reccmnends that the role of APA be re-evaluated.
Two issues that should be taken into consideration in this
review are the pending formation of a regional GoT utility
and a significantly smaller state budget. Such a review by
the Legislature and the Administration should begin curing

thp 1Qa7 /\TV] orovide fOf the Pai !belt uti *lay o irnAU.



Financing. The Council finds that it is not appropriate to

reccnmend financing options w'tthout first having a specific

project proposal. In general terms, the Counci | believes
that each project will have some unique aspect and the
optimal financing plan will have to be custom tailored after

specific economic feasibility and all relevant financial
factors have been identified and public policy aspects con-
sidered. The Council recognizes that new State capital
project funds will most likely remain scarce in the imme-

diate future..

Therefore, THE COUNCIL REGOVWWENDS THAT THE LEGISLATURE
OCNSIDER THE FINANCING OPTIONS FCR EACH NEW FROJECT
SEPARATELY M |) ENSURE OPTIMAL USE OF THE STATE MD FRIvATE

EQUITY FUNDS.

Specifical 'y, THE COUNCIL RECEMvVBCS THAT THE LEGISLATURE
CONTINUE TO SUPPORT THE FREVICUSLY APFRCVED BRADLEY LAKE

HYDROELECTRIC PROJECT” NOW UNDER CONSTRUCTION.

The Bradley project has already been deemed € jncmically and
environmentally feasible and has received licensing approval
from the Federal Energy Regulatory Commission. Construction
was begun in tite summer Of 1986. The State of Alaska has
appropriated approximately *168 million for the project, $50
mi 1lion of wh'ch was frozen after the 1986 Legislative

session.



Tne Railbelt Energy Council unanimously supports timely
ccnpletion of the Sradley project and supports full
additional funding of $50 million for a total appropriation
of $218 million as previously approved by the Legislature
and which was in effect at the time of the signing of
conditional power sales agreements. Changes to the existing
plan of finance should be contenplated only after a careful
evaluation of the irrpact they would have on the existing
power sale agreements, but with the recognition that all
seven interconnected Railbelt utilities should have direct
access to the Project through completion of the

Aochorage-Fairbanks and Anchorage-Kenai Peninsula interties.

Further, THE CCUNC1L RECCMvBCS THAT A PCKT1CN CF THE
RAILBELT ENERGY FUND BE USED TW CO/P.LETE THE ANCHCRACE TO
FAIRBANKS /AND ANCHCRACE TO KENAI PENINSULA INTERTIES. The
Council finds that the ccnpletion of these interties will
allow al I of the Railbelt utili ties to more equally share
the benefits of the Bradley Lake project as well as
provide more reliable and less costly electric service to

all consumers in the region.

Constructing. The Counci | fines that the owner or owners of
a power project should retain the responsibility and
authority to decide how best to construct it. Unless and

ijptji |+5 rO|e and/or structure are changed the -apa chnnin
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retain responsibility for the ccnpletion of the Bradley Lake
Project and the Interties. The APA should closely

coordinate its activities with the Railbe 1l utilities.

If at sane future date there should CdV€ into being a
regional utility organization, then any projects constructed
by it should be accomplished totally under that

organization's control.

D. ftenaging. The Council finds that in general the
utilities are best qualified to operate and maintain the
power supply facilities and recommends that the APA policy
of contracting out such operations to local utilities be
continued. The Counci | further recommends that management
decisions, which are normally the prerogative of the owner
and which could impact ratepayers, be closely coordinated

among the owners, operators and users.

Ch the issue of divestiture, the Council finds that; the
transfer of the federal Eklutna Hydroelectric project to
local utility or utilities makes sense only if the purchase
price and terms are favorable to consumers and other
interested parties. Accordingly, the Counci | reccnmends
that the appropriate Railbelt utilities continue to pursue
the divestiture process until the sale is consunated or it
bsccrnss ¢ 193r that ths procsss w?!l not bs successful duo to
S

political and other constraints.
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Examine all alternatives and recommend the best method for
meeting projected Railbel: energy demand”

As previously mentioned, the Council was unable to thoroughly
examine a wide spectrun of energy alternatives because funds for
energy alternative studies were frozen. In addition, the Council
finds that the dramatic decline in oil prices since the end of
the 1986 Legislative Session has had a profound effect on near-
term Railbelt energy forecasts. For the near future, this seems
to indicate that unless there is a significant upturn in the
economy, there may not be a need for major new power plant
additions after the completion of the Bradley Lake and Interties

projects and excluding any existing plant replacements.

Given these circumstances, THE COUNCIL FIfCS THAT THE PFLCENT
STrATBCY TO FCUjCW AT THIS TILVE IS TO INCREASE THE UTILIZATION
AND OPERATIONAL EFFICIENCY CF THE EXISTING RAILBELT GENERATION
AND TRANSMISSION FACILITIES AND THCSE UNDER CONSTRUCTION.
Specifically, this should include timely ccnpletion of the
Bradley Project, constructing a new Anchorage-Kenai Peninsula
intertie, upgrading the Anchorage-Fairbanks intertie,
implementation of various conser/ation measures and extending the

life of existing power plants.

There are many benefits of an improved transmission system. Seme
of these are not easily quantifiable into dollars. Examples of

such benefits include i“p~o~ed re! iabilit'/, decreased



standby generation requirements, flexibility of buying from
lowest cost generation source, the increased competition due to
greater access to alternative generation methods and facilitation
of general economic development requirements. THEREFORE, THE
COUNCIL REOCMeDS THAT THESE RJBLIC POLICY ISSUES BE CONSIDERED
AS AN IMPORTANT PART CF THE DECISION MAKING PROCESS IN AUDITION

TO THE TRADITIONAL BBJEF1T/CCST ANALYSIS.

The Council finds that electricity has become a necessity and a
prerequisite to improving the quality of life for the rural
residents. V\hile the Council recognizes that extending the
electrical service to aM rural residents is neither practical,
nor desired by seme of them, it finds that extension of such
services along state routes and interties, on a priority basis,
would be highly desirable. Accordirigly, the Council believes
that the Legislature and the Administration should adopt policies
and appropriations designed to achieve that goal, thereby
enhancing the economic development potential of the rural

residents while concurrently improving their quality of life.

Recommend alternative financing plans for assisting the private
sector and pUb|ic utilities to meet the fucure energy needs of
the Railbe 11 arei~!

The Council has in this report made specific reccnrmendations
covering methods of financing for Bradley Lake and the Interties.

The Council recognizes that State revenues have severely declined

and that no new generation, in addition :0 the Bradley Lake and



Interties projects may be needed in the near future. The Council
generally supports construction of future power supply projects

by the rrunicipal ities, utilities or the private sector.

The Counci | further reccmnends that the burden of proof for

making a cancelling case for State participation in any project
rest with the project sponsor(s) to include demonstrating that
private financing is not feasible or available and that public

policy considerations warrant financial assistance by the State.

THE CCUNCIL FIICS THAT THE USGISLATURE ESTABLISHED THE RAILBELT
ENERGY FUND FCR THE SCLE FLRFCSE CF FINANCING ENERGY FROJECTS IN
THE RAILBELT REGION. Accordingly, THE CCUNCIL REOCVMBCS THAT A
PLAN CF FINANCE BE DEVELOPED TO ASSURE THAT THESE FUNDS ARE USED
SOLELY FCR THEIR INTENDED RJRPCSE AMD THAT REPLSNIS-MENT CF THE

FLICS BE CONSIDERED A KEY ELEMENT IN ANY SUCH PLAN.

4. Determine whether a regional generation and transmission
utility organization can operate to the best interests of utility

consumers.

As alluded to under Finding 1A, the Council is aware that

previous studies have demonstrated that a regional power supply

utility organization is in the best interest of consumers.
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Currently, work is being pursued by the Railbelt utilities toward
a regional generation and transmission utility organization.

This includes a formal generation and transmission organization
study and a possible modification of the existing Alaska Electric
Generation S Transmission cooperative by-laws to accommodate

further expansion.

The Council is convinced that a regional generation and trans-
mission utility organization makes sense and that the goal is
worthwhile pursuing despite potential implementation problems.
Pending a successful resolution of the issue, the Council recom-
mends that the APA become a formal member of any organization

designated to deal with the Railbelt energy issues.

Cooperate with the Alaska Power Ajthority to examine the fea-

sibility and desirability of energy projects.

The Council notes that APA and the utilities are already cost
sharing in the study of the Anchorage-Kenai Peninsula Intertie
feasibility. The Council finds that freezing of the $2.5 million
(except for the $150,000 for the /.ichorage-Kenai Peninsula
Intertie feasibility study) designated for stucyirg tha Railbelt
electric power alternatives limited the Council's ability to
review and evaluate Pailbe 1l electric power alternr.tives such as

coal, gas, conservation. Devil Canyon, and other hydro generation

T ,lone
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Should the Legislature desire additional analysis to determine
whether any of the above options are desirable, the Council would
recommend that a highly qualified team be assembled to prepare
plans of finance to determine whether the projects are able to be
financed before proceeding with a feasibility analysis. The
Council believes that this sequence would preclude needless
expenditure of funds on detailed feasibility studies for projects

which are not able to be f;nanced despite being economically

feasible.

‘Ahi le the Council finds that restructuring the , PA Board of
Directors is the best solution to assuring improved cooperation
and coordination between the Railbelt utilities and the APA,
should the Legislature desire to extend the life of REC for any

reason, then the APA should be made a full member.



RAILBELT ENERGY PLAN

April 8, 1987

Last year, after the Susitna Hydroelectric Project was cancelled, the Legisla-
ture established the Railbelt Energy Fund and the Railbelt Energy Council.
The purpose of the Ra'lbelt Energy Fund was to reserve approximately $280
million, previously earmarked for Susitna, for other Railbelt energy projects.
A major purpose of the Railbelt Energy Council was to recommend such
projects.

In creating the Railbelt Energy Fund and the Railbelt Energy Council, legisla-
tors and administration officials made one thing very clear to the seven elec-
tric utilities in the region: They needed to agree on a plan of action and
they needed to work with and through the Railbelt Energy Council.

This has been done.

For the first time ever, all seven Railbelt utilities, which together serve more
than three quarters of the State's population, have agreed on a Railbelt ener-
gy development plan. That plan consists of two basic elements: Completion of
the Bradley Lake Hydroelectric Project and completion of a solid Railbelt
transmission intertie system.

The plan was unanimously recommended by the Railbelt Energy Council in its
January 24, 1987, report to the Legislature. Moreover, the planhas been
endorsed by a broad Railbelt coalition that includes business, labor and gov-
ernment leaders. Many local governments and chambers of commercethrough-
out the Railbelt have passed formal resolutions of support.

Among the governmental entities are the Anchorage Municipal Assembly,
Fairbanks City Council, Matanuska-Susitna Borough, Wasilla City Council,
Palmer City Council, Kenai Peninsula Borough, Homer City Council, Kenai
City Council and Soldotna City Council, as well as the Kenai Caucus and Uni-
fied Fairbanks organizations. Labor supporters include the Alaska AFL-CIO
and its 48 unions and affiliates, including the International Brotherhood of
Electrical Workers Local 1547, and Teamsters Union Local 959. Local chambers
of commerce that have passed resolutions include Anchorage, Fairbanks,
Wasilla, Palmer, Big Lake, Willow, Talkeetna, Kenai, North Kenai and Homer.
The Alaska State Chamber of Commerce has made the Bradley Lake project
and the intertie system one of its highest legislative priorities.



-- Regional cooperation and coordination will be improved, as already
evidenced through the establishment of the Railbelt Energy Council
and the Railbelt energy coalition.

BRADLEY LAKE

The major benefit of the Bradley Lake project is the assurance of a stable,
long-term supply of low-cost power, to be shared throughout the Railbelt uti-
lizing the proposed intertie system. Because of higher capital costs, hydro-
electric power is initially more expensive than that from fossil fuel plants.
However, Bradley Lake energy is expected to become cheaper than the
least-cost alternative of natural gas within the first five to seven years of
Bradley's operation. The real payoff is that hydroelectric projects like
Bradley Lake will last up to 100 years, compared to 20 or 30 years for gas
turbines and other fossil-fuel generation facilities.

It is very important to remember that Bradley Lake will be more than an ad-
ditional power source for the Railbelt. It will also be replacement power, be-
cause many of the region's existing gas-fired generation units will be wearing
out in the early and mid-1990s.

The current plan, agreed to by all seven Railbelt utilities, is for the State
and those utilities -- through long-term power sales agreements -- to split
the cost of the project. Under the current $350 million cost estimate, the
State's contribution would be $175 million, which is $43 million less than a
previously agreed-to state equity share of $218 million. Should the cost of
Bradley drop further, as many expect it will, the State's contribution would
be reduced proportionately.

Of the $175 million from the State, $118 million already has been committed to
project. The Governor has introduced legislation -- S.B. 159 and H.B. 165 --
to appropriate an additional $50 million from the Railbelt Energy Fund, to re-
place $50 million previously approved from the general fund but later rescind-
ed. With the $118 million, the $50 million will bring the State's Bradley Lake
contribution to $168 million, or within $7 million of the currently proposed
$175 million. It is expected that the final $7 million will be appropriated by
the current Legislature for fiscal 1988. Approximately $50 million already has
been spent on the project, much of it for site preparation and support facili-
ties.

THE INTERTIES

Construction has not yet begun on the interties, but studies are well under
way. An economic analysis on both the southern and northern interties has
been completed. So has a preliminary engineering feasibility study on the
southern intertie, with the final report due in the very near future. An en-
gineering feasibility study on the northern intertie is in progress, with a fi-
nal report due in early May. It is important that environmental work com-
mence this year so the transmission system can be in place when the Bradley
Lake project comes on line, or as soon afterward as possible.
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Another very important general benefit of the interties is that they will facili-
tate economic development and commerce, the results of which will be felt
even beyond the Railbelt. In this respect, the interties are analogous to a
highway, whose contribution to economic development and commerce is easily
understood yet difficult to model. Where a highway carries motor vehicles,
the interties will carry an equally essential commodity -- electric energy.
Like good roads, a good electric transmission system is essential to a region’s
development.

SUMMARY

The program to complete the Bradley Lake project and the Railbelt interties is
sound. 7 he projects will benefit the majority of Alaska’s consumers, and
there is unprecedented support from a broad spectrum of interests, including
every electric utility in the region as well as labor, business and local gov-
ernment.

Both the Bradley Lake project, and the interties are bona fide public works
projects, and they will pay long-term dividends. The Railbelt's power supply
network will be strengthened in a number of ways, including reliability and
lower-cost generation in the future. The regional arid statewide economies --
including the job sector -- will be stimulated during construction and for
many years to come.

While there inevitably is disagreement over how best to use public funds, es-
pecially during times when revenues are less plentiful, there is a demonstra-
ble need for the Bradley Lake project and the intertie system. This program
fulfills a high public purpose.

:rbprog



present transfer capability of 70 MVto a full capability
of 350 MA.  No other change in the transmission system is
assumed.

4) Full Railbelt Intertie Proposal: Both of the transmission
improvements described above are assumed: the
Anchorage/Kenai Peninsula Intertie and the
Anchorage/Fairbanks upgrade.

The benefits that were quantified in this analysis are defined as
the reduction in system cost that occurs as a result of a given
transmission improvement. For example, th® quantified benefit of
the full Railbelt Intertie proposal is defined as the difference
in system cost between scenario #1 and scenario H, i.e. the base
case cost minus the system cost given the full Intertie proposal.
As discussed in greater detail in the report from Lotus Consulting
Group, the value of the benefits identified in the system modeling
exercise are as follows:

Sum of Benefits ~ Net Present Value

in 1986 Dollars of Benefits*

(millions) (millions)
Full Intertie Proposal $423.2 $204.6
Anchorage/Kenai Only 209.4 102.2
Anchorage/t<.irbanks Only 210.6 101.2

* The base year for the net present value calculation is 1987,
8549/723



Approximately 25% of the identified value of the Anchorage/Kenai
Peninsula intertie is attributable to an estimated 100 MN of
capacity cost savings made possible by reserve sharing. The other
5% of value is due primarily to siting flexibility for new plant
capacity and economy interchange. It should be noted that the
entire output of the Bradley Lake project is absorbed by the system
in every scenario, including the base case. The effect of the
intertie project on Bradley Lake would be to increase the
distribution, not the amount, of Bradley Lake power sales.

The identified value of the Anchorage/Fairbanks upgrade is due
primarily to the increased displacement of oil-fired generation in
the Fairbanks area by natural gas-fired generation from the
southcentral area. The key factors that contribute to this
estimate are the assumed differential between the natural gas price
and the fuel oil price, and the assumed electricity demand forecast
over the long run for the Fairbanks area.

Other Benefits

* System Reliability: Strengthening the transmission links
between load centers creates a more resilient interconnected
system that is better able to recover from disturbances such
as the loss of a major generating unit. The existing
transmission links between Anchorage and the Kenai Peninsula
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and between Anchorage and Fairbanks will result in a
separation of the three areas from one another if a
significant disturbance occurs. This will usually result in
the loss of load in at least two of the three areas. This
separation occurs precisely at the time when it is most
important to maintain the connection between areas to enable
generating reserves to be transported to the area where the
disturbance has occurred.

A stronger interconnection between the three load centers
would reduce the probability of islanding (where one area
loses its interconnection with another area", and
consequently reduce the probability or magnitude of an outage.

* Enhanced Competition Among Fuel Suppliers: Though the
magnitude of this benefit to Railbelt consumers is
particularly difficult to assess, it could be one of the
most significant aspects of the Intertie project. An example
might help to illustrate the potential. A conservative
estimate of natural gas consumption for electric generation
during the early years of the study period is 30 BCF per year.
At $1.60 per MVBTU, the cost of that gas in 1986 dollars would
be $48 million per year. If enhanced competition resulted in
a reduction in the wellhead price of 5 cents per MVBIU, the
annual savings in fuel cost would amount to about $1.5 million
per year. Extending that benefit over the 30 year study
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period from 1991 through 2020, the total saving achieved in
this  manner would be $45million, with a present valueof
about $24 million. Qil and coal suppliers would be faced with
similar competitive pressures.

Comparison of Costs and Benefits

There are two routes that are presently under consideration for a
new Anchorage/Kenai Peninsula intertie. The best construction cost
estimates currently available are about $§76  million for oneroute
and about $96 million for the other route. Because the
construction cost is not the only consideration in route selection,
a decision on a preferred route has not yet been made. For
purposes of this preliminary comparison of costs and benefits, a
construction cost of $86 million is assumed based on the average
cost of the two routes.

A study aimed at careful development of a cost estimate for the
Anchorage/Fairbanks upgrade is scheduled to take place during the
month of April, 1987. Until that study is complete, the best
figure available continues to be a rough estimate of $100 million.
Therefore, the construction cost of the full Railbelt Intertie
proposal is assumed to be $186 million (in 1986 dollars) for
purposes of this comparison. Further, it is assumed that these
costs would be spread over a two year construction period,
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specifically that half of the cost would be incurred in 1989 and
the other half in 1990,

The annual operations and maintenance (O&M) cost of a new
Anchorage/Kenai Peninsula line has been estimated at 1.5% of the
construction cost by the firm that performed the preliminary
engineering and design of those alternatives. Applying that 1.5%
factor to the estimated construction cost of thefull Railbelt
Intertie proposal yields an estimated annual O8Mcost of about $2.8
million (in 1936 dollars).  For this comparison,it is therefore
assumed that a $2.8 million Q&M cost is incurred for the full
project for each year between 1991 and 2020.

The sum of the construction and QM costs described above for the
full Railbelt Intertie proposal is approximately $270 million (in
1986 dollars) over the period 1989 through 2020. The present value
of those costs is approximately $210 million. (5)

The sum of the benefits identified in the modeling exercise is
therefore approximately $150 million higher (in 1986 dollars) than
the sum of the estimated costs (i.e. $423 million in benefits vs.
$270 million in costs). However, because most of the costs are
incurred before most of the identified benefits are realized, the
present value of costs and identified benefits are approximately
the same. If the benefits not captured in the modeling exercise
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were brought into thii comparison, then the present value of
benefits would exceed the present value of costs.

As stated earlier, the goal of this study was to produce an
understanding of the benefits of both transmission proposals
sufficient to judge whether they are promising with regard to
economic feasibility criteria. On the basis of the analysis
performed, it is concluded that the proposed transmission projects
are capable of delivering economic benefits in excess of their
costs, and consequently warrant further consideration.
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(1)

FOOTNOTES

It is recognized that Chugach Electric Association, which
operates the Beluga generating station, still has access to
significant quantities of old gas at Beluga at prices in the
vicinity of § .30 per MMBTU. In the initial modeling runs
performed for this study, the Beluga gas price (in 1986
dollars) was assumed to ramp up from $L.04/MMBTU in 1991 to
$1.60/MMBTU in 2003, remaining constant at $1.60 thereafter.
The price prior to 2003 represented a blend of old and new
gas with a declining proportion of old. It was assumed that
gas at the blended price was available to generate power for
economy sales to other utilities, though such sales to
Anchorage Municipal Light and Power (AML&P) were limited by
forcing the AVL&P units to run. (AML&P operates most of the
"Anchorage area" generating capacity.) The basis for this
constraint was the Chugach policy of reserving its limited
supply of old gas for the benefit of its own customers.

In the final modeling runs, however, the Beluga gas price
(in 1986 dollars) was assumed to be $1.60 in 1991 and to
remain constant in real terms thereafter. By ignoring the
declining quantities of old gas, production costs are
overestimated for the early years of the study, but are
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overestimated equally in the base case (with the existing
transmission system) and in the alternate case (with the
improved transmission system). The benefit of ignoring

the old gas for purposes of the modeling is that the price
of energy for economy sales from Beluga will always reflect
the price of new gas at $1.60, which is more realistic than
the assumption used initially. By assuring that economy
sales from Beluga will be based only on the new gas price,
It became possible to remove the "must run" requirement for
the AML&P units.

Further, the analysis incorporates the assumption that natural
gas will be available in sufficient quantities at wellhead
prices at Beluga and on the Kenai Peninsula, and at wellhead
plus transportation in Anchorage, to meet all estimated
demands at these locations through the year 2020. Variations
regarding the natural gas supply assumption could produce
alternative patterns of use for the proposed transmission
projects.

(2) The estimated increase in the minemouth price to $1.60/MMBTU
for the Healy plant in 1995 is based on the following
observations:

1) The current minemouth price for coal paid by
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Fairbanks Municipal Utility System is $34.48 per
ton, which is approximately $2.20/MMBTU.

2) The current minemouth price for coal paid hy
the U.S. military at Fort Wainwright is $31.79
per ton, which is approximately $2.05/MMBTU.

3) The prices noted above were recently negotiated, and
suggest that the price of coal for the Healy power
plant will be subject to upward pressure when the
current contract expires. However, particularly as
a result of the Anchorage/Fairbanks intertie, the
extent of such increase will be limited by
competition. The assumption of a moaerate increase
was therefore adopted in balancing these
considerations.

(3) The high existing reserve margins in the Railbelt are, in
large part, due to the more hostile operating environment,
the relatively large size of certain generating resources
with respect to the loads of the individual systems, and the
limited extent of interconnection among the utilities. Most
of the existing generating capacity was installed prior to
the construction of the Anchorage/Fairbanks intertie and also
before the establishment of a high capacity interconnection
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in Anchorage between Chugach Electric and Municipal Light and
Power. Mild winters in recent years have also contributed to
the appearance of high reserve margins.

(4) Although the reserve margins used in this analysis are
considered reasonable for modeling purposes, actual reserve
requirements may well depart from these general estimates
according to the specific determinations and judgments of the
utilities.

(5) For clarification, costs of the Intertie proposal were
estimated as follows:

COST
YEAR (Millions of 1986 Dollars)
1989 $ 93.0 Construction
1990 93.0 Cost = $186 million
1991 2.8
1992 2.8 08M Cost =
$2.8 million / year
for 30 years
2020 2.8
(Net Present Value =
TOTAL $ 270.0 $209.8 million)
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® BELUGA PLANT

(O BERNICE LAKE AND
SOLDOTNA PLANTS

© BRADLEY LAKE PROJECT

TEELAND SUBSTATION

Proposed Alternate Routes
forAnchorage/Kenal
Peninsula Intertie

«a3a3aad New line to be built by
Homer Electric Assoc.



BRADLEY LAKE HYDROELECTRIC PROJECT

TRANSMISSION SHARING AGREEMENT

by and among

The HOMER ELECTRIC ASSOCIATION, INC.,
and

CHUGACH ELECTRIC ASSOCIATION, INC.,
The CITY OF FAIRBANKS d/b/a FAIRBANKS MUNICIPAL
UTILITIES SYSTEM,
The GOLDEN VALLEY ELECTRIC ASSOCIATION, INC.,
The MUNICIPALITY OF ANCHORAGE d/b/a MUNICIPAL LIGHT & POWER,
The CITY OF SEWARD d/b/a SEWARD ELECTRIC SYSTEM.

and

Prepared: November 6, 1987
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AGREEMENT FOR SALE OF TRANSMISSION CAPABILITY

THIS AGREEMENT is entered 1into by and among HOMER ELECTRIC
ASSOCIATION, INC, ("HEA™), CHUGACH ELECTRIC ASSOCIATION, INC.
("Chugach™), the CITY OF FAIRBANKS d/b/a FAIRBANKS MUNICIPAL
UTILITIES SYSTEM ("FMUS"™), the GOLDEN VALLEY ELECTRIC ASSOCIATION,
INC. ("GVEA™), and the MUNICIPALITY OF ANCHORAGE d/b/a MUNICIPAL
LIGHT AND POWER  ("ML&P™), each an electric cooperative or a
municipality duly organized and with its principal offices located
in the State of Alaska.

WITNESSETH:

WHEREAS, each Party hereto is an electric utility or operates
an electric utility; and

WHEREAS, each Party has determined that its purchase of
electric power from the Bradley Lake Hydroelectric Project
pursuant to a Power Sales Agreement among the Alaska Power
Authority and all other Parties is prudent under the <cir—
cumstances, and that over the expected useful life of the Project
such power 1is likely to produce net economic benefits for the
electric ratepayers served by that Party; and

WHEREAS, the Parties have simultaneously herewith executed a
Power Sales Agreement under which they will purchase power
produced by the project from and after the Date of Commercial
Operation (as defined in the Power Sales Agreement); and

WHEREAS, the delivery of Bradley Lake energy and power from
the Project to the Parties requires use of electric transmission
facilities; and

WHEREAS, HEA intends to construct, and is willing to comnmit
to construct, between the Bradley Junction and the Soldotna
Substation, a distance of approximately 46.8 miles, a 556 ACSR,
115 kv transmission line, at an approximate cost of $14.1 million;
and

WHEREAS, HEA is willing to convey to the parties a portion of
the transmission capability of the line described above, to assist
in the delivery of the energy pursuant to the terms hereafter set
forth;

NOW THEREFORE, IN CONSIDERATION of the mutual covenants set forth
herein, the Parties agree as follows:



SECTION 1. PARTIES

The Parties to this Agreement are HOMER ELECTRIC ASSOCIATION,
INC, ("HEA"™), CHUGACH ELECTRIC ASSOCIATION, INC. ("Chugach"™), the
CITY OF FAIRBANKS d/b/a FAIRBANKS MUNICIPAL UTILITIES SYSTEM
("FMUS™), the GOLDEN VALLEY ELECTRIC ASSOCIATION, INC. ("GVEA™),
and the MUNICIPALITY OF ANCHORAGE d/b/a MUNICIPAL LIGHT AND POWER
("ML&P™) .

SECTION 2. CONSTRUCTION OF TRANSMISSION LINE

(a) Construction Schedule. HEA shall construct the
Transmission Line in accordance with the schedule set forth in
Attachment D, and place it into service on or before 90 days prior
to the scheduled date for completion of the Project.

(b) Capacity. HEA shall construct and place into service
such addition®ll1 facilities, including capacitors, and shall
provide or procure sufficient generation capability, to the extent
that it is economically feasible, to provide voltage support to
the line so that the capacity of the Transmission Line will be not
less than 135 megawatts. HEA shall consult with the purchasers
prior to the commencement of any such construction and shall allow
the Purchasers to review its plans for such facilities.

(c) Failure to Provide Voltage Support. Notwithstanding the
foregoing, HEA may elect not to provide the voltage support
required by Section 2(b), or it may elect to provide voltage
support, but to a lesser degree or at a later date, but unless and
until HEA does provide such support, the right of HEA to use the
Transmission Line shall be subordinate to the right of any
Purchaser to use the Transmission Line to wheel that Purchaser®s
Bradley Lake energy, to the extent of the Purchaser®s share of the
capability of the Transmission Line. Any failure of HEA to
provide voltage support sufficient to increase the capacity of the
Transmission Line to the amount required by Section 2(b) shall not
relieve a Purchaser of its obligation to pay for its share of the
cost of providing any lesser amount of voltage support.

SECTION 3. SALE OR LEASE OF CAPABILITY

(a) On the Date of Commercial Operation, HEA shall sell
lease and each Purchaser agrees to purchase or lease a share of
the capability of the Transmission Line 1in an amount (stated 1in
megawatts) equal to that Purchaser®s Percentage Share (stated in-—
megawatts) of the Bradley Lake Project. For the purposes of this
Agreement, Chugach®"s share of the capability of the Transmission
Line shall be an amount equal to the combined Chugach. MEA and

Seward Percentage Shares (stated in megawatts).



(b) HEA shall operate the Purchaser®s Transmission Line
capability as if it were part of HEA"s system and make the
Purchaser®s Transmission Line capability available for the use of
the Purchaser to deliver energy and power in the manner directed

by the Purchaser. HEA shall be compensated for line losses, if
any, resulting from power of the Purchasers flowing over the
Transmission Line. The Project Management Committee will

determine the amount of [line losses and the appropriate amounts
and manner of compensation.

(c) Use of Capability. Nothing in this Agreement is
intended to limit or restrict the use of the transmission ca—
pability by the Purchasers for transmitting power in addition to
Bradley Lake Power.

SECTION 4. PAYMENT

For —capability purchased pursuant to this Agreement, each
Purchaser shall pay amortization costs and operation and
maintenance expenses as further set forth herein.

(a) Amortization Costs. Within one year of the Effective
Date, each Purchaser shall elect in writing whether to pay
amortization <costs through direct payments pursuant to Section
4(a) (1) or through installment payments pursuant to Section
4(a)(ii). A Purchaser failing to make such an election shall be
deemed to have elected to pay through direct payments pursuant to
Section 4 (a)(i). Amortization costs shall thereafter be paid by
each Purchaser 1in accordance with its election pursuant to the
schedule described in Section 4(d).

(i) A  Purchaser electing to pay amortization costs
through direct payments shall pay a fixed portion of the
Construction Cost as determined by the formula set forth in
Attachment A.

(ii) A Purchaser electing to pay amortization costs
through installment payments shall pay a portion of HEA"s monthly
payments on the Construction Loan as determined by the formula set
forth in Attachment B.

(b) 0O & M Expense. In addition to making amortization
payments, each Purchaser shall reimburse HEA in each month f-r a
portion of HEA"s actual expenses associated with operatmi and
maintaining the Transmission Line in accordance with the f "rmula
set forth in Attachment C. Such expenses shall include but -hall
not be limited to all expenses vrelated to providing necessary
voltage support equipment for the Transmission Line installed at
or between Bradley Junction and Soldotna Substation, arvl all



taxes, if any, for which HEA may become liable as a result of the
sale of transmission capability.

(c) Initial Carrying Capacity. The carrying capacity of the
Transmission Line for the purposes of making the computations
required by Attachments A, B and C, subject to the provisions of
Section 10, 1is 135 megawatts.

(d) Schedule of Payments.

(i) A Purchaser electing topay amortization costs
through direct payments shall make such payment within 30 days
demand therefor by HEA, but not before 30 days following the Date
of Commercial Operation.

(ii) A Purchaser electing topay amortization costs
through installment payments shall pay the first monthly payment
on or before 30 days after the effective date of the documents
evidencing the Construction Loan.

(e) Lharacter of Payments. The amounts payable under this
Agreement are operating expenses of each Purchaser®s System, and
are valid and binding obligations of each Purchaser, payable only
from the gross revenues of said Purchaser®s System as a cost of
electric transmission, and not payable from any taxes.

(f) Tax Consequences. 1In the event the sale of ansmission
capability or the payment arrangements contemplated by this
Agreement result in any Party being liable for the payment of
Federal income tax, the Parties shall work together to revise the
Agreement to reduce or eliminate such liability, provided, that
any such revisio.. shall not reduce the amount of transmission
capability to which a Party is entitled hereunder, nor shall HEA
be obligated to convey any greater interest in the Transmission
Line than as is herein provided.

(9) Purchaser®s Obligation. Except as provided in Section
10, each Purchaser shall make payments in the amounts and at the
times required by this Agreement notwithstanding a suspension or
reduction in the amount of transmission capability of the
Transmission Line.

SECTION 5. DUTY TO OPERATE AND MAINTAIN

So long as HEA owns the Transmission Line, HEA will 1in 1iood
faith and at all times operate, maintain and repair the electrical
facilities used to perform the services provided hereunder in
accordance with Prudent Utility Practice Iin a manner consistent
with HEA"s obligations under this Agreement.

of



SECTION 6. OUTAGES

@) Forced and scheduled outages. The Transmission Line 1is
subject to Forced Outage and to scheduled outages for maintenance.

(b) HEA®"s systenm. During any outage of the Transmission
Line, absent an agreemen to the contrary, a Purchaser shall not
be entitled under the terms of this Agreement to the use of
transmission capacity on HEA"s system or to wheeling services over
the transmission line from Bradley Junction to Soldotna substation
via the Fritz Creek Substation.

(c) Scheduling. HEA shall schedule outages for maintenance
or wupgrading of the Transmission Line in consultation with the
Bradley Lake Project Management Committee.

SECTION 7. FAILURE TO CONSTRUCT ACCORDING TO SCHEDULE.

(a) Default. Subject to the provisions of Section 7(b), if
HEA fails, in any material respect, to construct the Transmission
Line in accordance with the schedule set forth in Attachment D,
unless such delay 1is a result of Force Majeure, HEA shall be
deemed to be indefault hereunder andthe Parties thereupon shall
be entitled toassume ownership and control of the Transmission
Line and to <complete the construction thereof, and HEA shall
assign and <convey to the Parties entitled thereto, all of its
right, title and interrest in the Transmission Line.

(b) Takeover. Upon default by HEi>, a Party may perfect its
right to construct the Transmission Line as follows:

(i) The Party shall first give notice to HEA and to all
of the other Parties of 1its e)<=Jtior to construct the
Transmission Line.

(ii) Within 30 days from the date of receipt of the
notice HEA shall be entitled to cure any such default.

(iii) If HEA fails to cure the default within the period
prescribed by subsection (ii), above, then withir. 45 days of
the receipt of the notice referred to in subsection (i),
above, each Party electing to participate in the const:-;*-tion
of the Transmission Line shall notify the ether Far-. :*»s of
such election.

(iv) Thereafter, ,11 Parties electing to exercise “heir
respective rights to construct the Transmission Line _-hill be
entitled to do so, pursuant to such arrangements as rh.oy may
agree upon among themselves.



(c) Cooperation by HEA. Upon th* fection by any Parties
of their rights to construct the Transmission Line as set forth in
section 7(b), HEA shall deliver to such Parties all documents in
its possession relating to the construction of the Transmission
Line, 1including design documents and construction documents, and
shall execute in favor of the Parties assignments of all
assignable easements and permits, together with svch other
documents as may be reasonably required to transfer control of the
construction of the Transmission Line to such Parties.

(d) Title. Any Party which perfects its right to complete
the construction of the Transmission Line pursuant to the terms
hereof, shall be entitled to demand and receive from HEA a

conveyance of all of HEA"s right, title, and interest in the
Transmission Line, provided, that in the event more than one Party
becomes entitled to make such demand HEA shall have no

responsibility for determining the parties entitled thereto, but
HEA may deliver any instrument of conveyance to all such Parties
as tenants in common.

(e) Repayment of HEA"s costs. In the event one or more
Parties obtain title to the Transmission Line pursuant to the
terms hereof, such Party or Parties shall pay to HEA, on or before
12 months from the date of recefving such title all sumo expended
by HEA for the construction of the Transmission Line.

(f) Damages. The exercise by any Pirty of any right under
this section shall not operate to limit or restrict the Party's
right to pursue any other legal remedies.

SECTION 8. UPGRADING OF LINE

(a) Increased share. |If after the initial construction of
the Transmission Line, additional improvements constructed by HEA
result in an increase of the capacity of the Transmission Line
above the capacity stated -,n Section 2(b) no Purchaser will be
entitled to any share of the increased capacity of the
Transmission Line, except such Purchasers as were offered and
accepted an opportunity to share in the costs of the upgrade.

(b) Reimbursement of costs. A Purchaser may be equitably
entitled to some financial compensation in the event the
Transmission Line is upgraded, depending upon the nature of the

upgrade and the arrangements entered into for the purpose of
financing and allocating the -rapacity associated with the upgrade.

(c) Treatment of f voltage support. Any capital cost
of adding or enhancir. "ge support for the Transmission Line
included within the dt -ion of Construction Cost shall not be

considered to be an upgrade; rather the cost shall be treated as
though it were a cost of constructing the Transmission Line and
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shall be paid by the Parties in accordance with the provisions of
Section 4(a).

(d) Shared <costs. The cost of making any capi
improvements which result in benefits to both the HEA system and
to the Transmission Line will be allocated on an equitable basis.

SECT.JN 9. INTERVENING TAPS ON TRANSMISSION LINE

HEA may, at some future time, desire to place substations or
taps ("facilities") along the Transmission Line in order to
provide for the specific needs of HEA"s systen. All capital and
operating costs associated with such facilities, including voltage
support equipment that is required as a result of the installation
of such facilities, will be the responsibility of HEA. HEA agrees
to allow the other Parties to review its plans for such
facilities, and the subsequent design of such facilities, and
absent compensation from HEA to the Purchasers, HEA shall propose
no changes to the Transmission Line that will significantly
degrade the line"s reliability or result in an increase in losses
to the other Parties.

SECTION 10. DOWNRATING

If, after the constructionof the Transmission Line its
carrying capacity is diminished: (a) the Parties shall attempt to
make the necessary repai_j or modifications to restore the

original carrying capacity of the Transmission Line, if it is eco—
nomically feasible to do so, with each Party to pay the cost of
making such repairs or modifications in accordance with Section
4(b); but (b), if it is not economically feasible to make such
repairs or modifications, each Purchaser”™s share of the
Transmission Line"s capability shall be decreased by a percentage
equal to the percentage decrease in carrying capacity of the
Transmission Line.

SECTION 11. SPECIAL PROVISIONS AFFECTING CHUGACH

(a) Chugach®"s treatment of the transmission capability for
ratemaking purposes. The costs paid by Chugach for its share of
the capability of the Transmission Line shall not be included 1in
any revenue rrquirement, nor included for any other purpose, 1in
establishing rates to be paid by AEG&T to Chugach under the
Agreement for Sale of Electric Power and Energy between HEA,
Chugach, and AEG&T, effective May 13, 1986 (the "Tripartite
Agreement).

(b) Deliveries to AEG&T. Notwithstanding the provision.- of
Section 6, during any outage on the Transmission Line but only to



the extent of such outage, Chugach shall be entitled to use
Bradley Lake power in place of other power, subject to the
physical constraints of the HEA system, to satisfy all or any part
of Chugach®s power sales obligations to AEG&T for the benefit of
HEA, and to deliver the power from Bradley Junction via the Fritz
Creek substation, but such delivery "m~11 not otherwise relieve
Chugach of its obligations to provide mt w-th power pursuant to
the terms of the Tripartite Agreement.

(c) Conveyance to AEG&T. If HEA at any time transfers
AEG&T the ownership of the Transmission Line, Chugach shall also
transfer its Transmission Line capability to AEG&T under a Project
Agreement among AEG&T, HEA, Chugach, and any other entities
conveying shares of the Transmission Line to AEG&T, 1if Chugach 1is
then a Joint Action Member of AEG&T.

SECTION 12. TERM OF AGREEMENT; AMENDMENT

(a) Ternm. This Agreement shall become effective upon the
Effective Date and shall continue in force until the Termination
Date, subject only to the limitations set forth in Section 12(b),
provided, that if the Date of Commercial Operation does not occur
before January 1, 1996, then this Agreement shall terminate on
January 1, 1996.

(b) Amendments. This Agreement may be amended, extended, or
terminated at any time by the written consent of all Parties, but
no such amendment, extension, or termination shall be effective
unless approved by the federal and state agencies (if any) whose
approval 1is required at the time.

SECTION 13. DISPUTE RESOLUTION.

The Parties agree that any procedures for dispute resolution
under this Agreement be entrusted to good faith negotiations and
adoption by the Project Management Committee, with HEA"s
affirmative vote required for adoption of such procedures. HEA
shall not withhold its affirmative vote unreasonably, 1ut HEA"s
unreasonableness in this regard may be challenged and determined
only in an action to enforce this Agreement and shall not be
determined by vote or other action of the Project Management
Committee.

SECTION 14. APPROVALS.

All Parties agree to seek and support as expeditiously as
possible and in good faith, all necessary approvals of this
Agreement and its terms. Each Party agrees that this Agreement



and each of its provisions is lawful, valid, binding and
enforceable in accordance with its terms.

SECTION 15. MISCELLANEOUS PROVISIONS.

() Waiver. Any waiver at any time by any Party of its
rights with respect to any default of the other Party, or with
respect to any other matter arising 1in connection with this
Agreement, shall not be <considered a waiver with respect to any
prior or subsequent default, right or matter.

(b) Successors and Assigns. This Agreement and all of the
terms and provisions hereof shall be binding upon and inure to the
Isnefit of the respective successors and assignees of the Parties;

rovided, that no assignment or other transfer of this Agreement,

or any interest hereunder (other than to an entity which is a
party to the Power Sales Agreement) shall be effective without the
prior written consent of all of the other Parties (which consent
shall not be unreasonably withheld), and any successor or assignee
which is not a party to the Power Sales Agreement must, in the
commercially reasonable opinion of the other Parties, be finan—
cially capable of assuming the obligations of the Party from which
the successor or assignee has accepted the assignment or other
transfer. This Section 15(b) shall not prevent an assignment of a
Party"s rights hereunder for security purposes only, and shall not
prevent a Tfinancing entity with recorded or secured rights from
exercising all rights and remedies available to it under law or
contract, provided that performance of this Agreement 1is not
thereby impaired. The Parties shall have the right to be
reasonably notified by the financing entity prior to the time of
exercise that it is exercising such rights or remedies.

(c) Performance Pending Resolution Of Disputes. Pending
resolution of any dispute, each Party shall continue to perform
its obligations under this Agreement, 1including but not limited to
the obligation to make the payments required by this agreement.
All Parties shall, be entitled to seek immediate judicial
enforcement of this continued performance obligation
notwithstanding the existence of a dispute. Applijation for such
enforcement 3hall be make to the Superior Court for the State of
Alaska, at Kenal.

(d) Applicable Law. The laws of the State of Alaska
(including without limitation the equal opportunity laws set forth
in AS 18.80.220, as the same may be amended from time to time)
shall govern the interpretation and application of this Agreement
and the actions of the Parties hereto. In addition, HEA will
comply with all other equal opportunity Jlaws and regulations
applicable to HEA.



(e) Section Headings. The section headings in this
Agreement are for convenience only, and do not purport to and
shall not be deemed to define, limit or extend the scope or intent
of the section to which they pertain.

() Payment. HEA shall endeavor to render bills to the
appropriate other Party or Parties on or before the 10th day of
each calendar month for charges which accrued under this Agreement

during the preceding month. In such bills, if any item is
desi"- ated as being estimated due to unavailability of final
unde lying data, then, adjustments to the correct amounts, when
sue amounts are determined, shall be included in a bill for
sul .<quent months. Payment from every Party billed shall be due

in the office of HEA by the 25th day after mailing of the bill.
If such bill is delayed in the mail and not received within ten
days of the date shown on the postmark, then the Party billed
shall immediately notify HEA and agree upon a new date, but in no
event shall HEA be required to accept a delay in payment beyond 15
days from the date of actual receipt of the bill by the Party
billed. Payment shall be mailed, directly deposited to the
account of HEA, or may be paid in person, at HEA"s main office in
Homer, Alaska.

(€)) Mo Third Party Beneficiaries Or Liability To Third
Parties. Notwithstanding that the operation of this Agreement may
and is intended to <confer benefits on third parties who are not
signatories to this Agreement, in promising performance to one
another under this Agreement the Parties intend to create binding
legal obligations to and rights of enforcement in (i) one another,
and (ii) one another®"s assignees or successors in interest. The
Parties expressly do not intend to <create any obligation or
liability, or promise any performance t>, any third party (includ—
ing without limitation the Authority or any individual or entity
supplied with electric power by any of the Parties). The Parties
have not created for any third party any right to enforce this
Agreement.

(h) Notice and Access to Records. HEA shall apprise the
Parties of any planned construction or maintenance activities on
the Transmission Line, or any changes in its system that might

affect the availability of capacity on the Transmission Line. HEA
shall make available to a Party such books, records, or other
information relating to the Transmission Line, its cost,

construction and operation, as that Party may reasonably request.

(1) Execution of Documents. The Parties shall execute such
other documents as may be reasonably required to effectuate the
purposes of this Agreement. Any conveyance or lease executed
pursuant to this Agreement shall contain terms which are

substantially the same as the terms hereof.
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a) Multiple copies. This Agreement shall be executed in
several counterparts, each of which shall be an original, but all
of which shall constitute one and the same instrument.

(k) Increase in Purchaser®s Share. If and to the extent
that the amount of Bradley Lake Power delivered to a Purchaser, or
a Purchaser®s Percentage Share (as defined in the Power Sales
Agreement), shall increase or decrease as a result of the
occurance of an event described ir> Section 9(b)(i) of the Power
Sales Agreement, the Purchaser®s snare of the Transmission Line
capability shall be increased or decreased.

(1) Default by Purchaser. |If a Purchaser suspends, reduces,
fails to make or is prevented from making payments required under
this Agreement, HEA, without waiving any other rights or remedies

available to it, and upon not less than 30 days" advance written
notice to the Purchaser, may terminate or suspend the right of the
Purchaser to receive power over its share of the transmission
capability, and 1in such event HEA shall be entitled to the use of
such transmission capability.

(m) Relationship to Alaska Intertie Agreement. Except for
the rights and duties set out in this Agreement to use the
Transmission Line from Bradley Junction to Soldotna Substation,
this Agreement does not change or modify the rights and duties set
out in the Alaska Intertie Agreement.

SECTION 16. DEFINITIONS.

(a) AEG&T. The Alaska Electric Generation and Transmission
Cooperative, Inc.

(b) Agreement. This Agreement governing sale of Trans—
mission Line capability.

(c) Alaska Intertie Agreement. Alaska Intertie Agreement
dated December 23, 1985 among the Alaska Power Authority,
Municipality of Anchorage, Alaska, d.b.a. Municipal Light & Power,
Chugach Electric Association, Inc., City of Fairbanks, Alaska,
Municipal Utilities Systen, Golden Valley Electric Association,
Inc. and Alaska Electric Generation and Transmission Cooperative,
Inc.

(d) Alaska Power Authority. The Alaska Power Authority, an
agency of the State of Alaska, and any successor thereto as owner
of the Bradley Lake Hydroelectric Project.

(e) Authority. See Alaska Power Authority.

(f) Bradley Lake Power. Electric capacity, expressed in
kilowatts (kw), generated at the Bradley Lake Hydroelectric

11



Project for a Party in a manner consistent with the Power Sales
Agreement and applicable criteria, procedures, and guidelines
adopted by the Project Management Committee. As used in this
Agreement, Bradley Lake Power does not include capacity produced
by generators other than those located at the Bradley Lake Hydro—
electric Project, regardless of whether energy or capacity from
such other generators is or may be sold to a Party pursuant to
provisions of the Power Sales Agreement relating to reserves for
the Project.

(g) Bradley Lake Hydroelectric Project. The hydroelectric
generating project as defined m the Power Sales Agreement.

(h) Construction Cost. The sum of the costs, as determined
in accordance with generally accepted accounting principles,
associated with the construction of the Transmission Line and any
capital improvements installed at or between Bradley Junction and
Soldotna Substation and required to provide voltage support as
provided in Section 2(b), provided that the cost of the
construction of the Transmision Line shall not exceed the
equivalent sum of $18 million and the cost of the ~construction of
any such voltage support shall not exceed the equivalent sum of $2
million, based upon the value of the US dollar <c¢n November 1,

1987.

(1) Construction Loan. The sum of the funds borrowed from
time to time by HEA to fund the Construction Cost, but only to the
extent such funds were actually used to pay the Construction Cost,
plus the costs associated with borrowing such funds.

(J) Date of Commercial Operation. The date on which HEA
reasonably declares sufficient carrying capacity to be available
on the Transmission Line to accommodate the Purchasers” shares on
a commercial basis.

(k) Delivery Point. The Delivery Point located at Bradley
Junction, as defined in the Power Sales Agreement.

1) Effective Date. The Ffirst "*y on which both of the
following conditions have been met: (i) all Parties have executed
this Agreement, and (ii) this Agreement has been approved 1in its
entirety by all entities whose approval is necessary. For
purposes of this provision, the approval of any entity other than
a federal or state governmental body shall be considered necessary
only if that non-governmental entity is identified in writing by
one or more Parties, at the time such Parties execute this
Agreement, as an entity whose approval is necessary to permit this
Agreement to become effective with respect to such Party or
Parties.

(m) Force Majeure. Any event, without limitation, the
occurrence of which (1) is beyond the control of HEA, and (ii)

12



makes it impractical or imprudent in terms of safety, efficiency,
or reliability to perform as agreed.

(n) Forced Outage. Any event, without limitation, beyond
the control of and unforeseen by HEA, the occurrence of which
interferes with the capability of the Transmission Line to
transmit energy by rendering physically impossible or unsafe the
transmission of all or a portion of the electric power that under
normal conditions could safely be so transmitted. Any Forced
Outage shall constitute an event of Force Majeure under this
Agreement, but events of Force Majeure are not limited to Forced

Outages.

(o) Fritz Creek Substation. The Fritz Creek Substati
owned and operated by HEA, or any successor facility.

(p) Party. Any entity listed in Section 1 of this
Agreement.

(9) Percentage Share. The amount of ProjectCapacity to

which a Purchaser shall be entitled under the terms of the Power
Sales Agreement, as determined at the Date of Commercial Operation
of the Project.

(r) Prudent Utility Practice. Prudent Utility Practice as
defined in the Power Sales Agreement.

(s) Purchaser.Every Party except HEA.

() Purchaser®s Systen. A Purchaser®"s electric utility
system for the distribution, transmission, and generation of
electrical power and which is owned and operated by the Purchaser.
IfT a Purchaser®s electric utility system 1is combined with other

utilities of the Purchaser, then "Purchaser®s System™ 1includes
only those facilities, activities, and revenues properly allocable
to Purchaser®s electric utility service. "Purchaser®s System"
does not include the Project, regardless of whether the Purchaser
operates the Project under a separate agreement with the
Authority.

) Power Sales Agreement. The agreement for the sale

purchase of electric power from the Project entered into by and
among the Authority, the Parties, and others.

(v) Project. See Bradley Lake Hydroelectric Project.
(w) Project Management Committee. The committee composed of
the Authority, the Parties and others and established and invested

with authority pursuant to the Power Sales Agreement.

(x) Soldotna Substation. The Soldotna Substation owned and
operated by HEA, or any successor Tacility.

13



(y) Termination Date. The earliest of the following dates:

(i) The date the Transmission Line is no longer used
and useful and all costs associated with the Construction
Loan have been paid;

(i) The date on which the Power Sales Agreeme
terminates p = provided at Section 2(c) of the Power Sales
Agreement;

(iii) Such other date as the Parties may mutually ac

upon, subject to such approvals as may be necessary at the
time of such agreement.

(z) Transmission Line. The transmission line, approximately
46.8 miles in length, to be constructed by HEA between the
Delivery Point at Bradley Junction and the Soldotna Substation at
a projected cost of approximately $14.1 million, being constructed
of 556 ACSR conductor and having a projected capacity (when
enhanced by voltage support) of 135 MW and a voltage of 115kv.
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ATTACHMENT A

Computation of a Purchaser®s Share of Capitf.l Costs If
the Purchaser is Responsible for Direct Payment

The portion of the Transmission Line"s Construction Cost for
which a Purchaser shall be responsible if the Purchaser assumes
responsibility for making direct payment for its share of the

Transmission Line"s capability shall be determined by the follow—
ing formula:

PP = U L,
135 MW
Where:
pp = Principal amount (in dollars) for which the

Purchaser 1is directly responsible

u = = (i) During the first 3 years following the
Date of Commercial Operation of the Project
(as determined with reference to the Power
Sales Agreement), the Purchaser®s Percentage
Share (as determined with vreference to the
Power Sales Agreement) multiplied by 110 Mw,
and

(ii) After the first 3 years following such
date, the Purchaser®s actual MW share of the
Project,

Lj = Principal amount due under the Construction
Loan

After the first three years, HEA shall repay to the
Purchaser any difference between the actual payments made
and the sums the Purchaser otherwise would have paid if the
Purchaser had been paying pursuant to the terms of Paraqraph
(i) above, rather than Paragraph (i) above, and the
Purchaser shall repay to HEA the difference between any sums
the Purchaser otherwise would have made if the Purchaser had
been paying pursuant to the terms of said Paragraph (ii)
rather than Paragraph (i), and the actual payments made.



ATTACHMENT B

Computation of a Purchaser®s Share of Loan Costs
in Payment for Transmission Capability Where
Purchaser Pays debt Service on HEA®"s Lean

Pi U X Lj
135 MW 12
Where:
Pi Monthly payment which the Purchaser
shall ma to HEA,
u * Same as in Attachment A,

and

Li For the first two years of the term of
the Construction Loan, an amount equal
to the sum of the payments which HEA
shall be obligated to pay in the third
year of the Loan term, plus a TIER
component based upon the minimum TIER
required by the mortgage securing the
Construction Loan, and for each year
thereafter, an amount equal to the sum
of the payments which HEA shall be
obligated to pay in that \year, plus a
TIER component based wupon the said
miniirM TIER requirement.

The monthly paymentsmade pursuant tounis Attachment B shall
terminate on the date which is two years prior to the date on
which the last scheduled payment shall be due pursuant to the
terms of thj Construction Loan.

* After the Tfirst three ytars, HEA shall repay to the
Purchaser any difference between the actual payments made
and the sums the Purchaser otherwise would have paid if the
Purchaser had been paying pursuant to the terms of Paragraph
(i) above, rather than Paragraph (i) above, and the
Purchaser shall repay to HEA the difference between any sums
the Purchaser otherwise would have made if the Purchaser had
been paying pursuant to the terms of said Paragraph (ii)
rather than Paragraph (i), and the actual payments made.



and

ATTACHMENT C

The Purchaser®s Monthly 0&M Payment To HEA

Po,, = U X 0,
135 MW + K2
Where:

PO,, = Dollars which the Purchaser must reim—
burse HEA for 0 & M expense in each
month,

u * = Same as in Attachment A,

K2 = Any increase in the capacity of the
Transmission Line resulting from up-—
grades to the original Transmission
Line,

= Dollar amount of HEA"s 0 & M expense for
the Transmission Line in the preceding
month (including the Transmission Line"s
equitable share of any HEA A & G expense
properly allocated to HEA transmission
in that month, and including all expen—
ses of providing voltage support to the
Transmission Line at or between Bradley
Junction and the Soldotna Substation
during that month).

After the first three years, HEA shall repay to the
Purchaser any difference between the actuai payments made
and the sums the Purchaser otherwise would have paid if the
Purchaser had been paying pursuant to the terms of Paragraph
(i) above, rather than Paragraph (i) above, and the
Purchaser shall repay to HEA the difference between any sums
the Purchaser otherwise would have made if the Purchaser had
been paying pursuant to the terms of said Paragraph (ii)
rather than Paragraph (i), and the actual payments made.



ATTACHMENT D

Schedule for Construction of
the Transmission Line

1. On or before the first day of the 5th month following
the June 1st date which next follows the date the Authority gives
notice of having awarded the contract for the construction of the
Project to the successful Dbidder, HEA shall have placed orders
for the purchase of substantially all of the major construction
materials to be used in the —construction of the Transmission

Line.

2. On or before the first day of the 11th month follow
the June 1st date which next follows the date the Authority gi\
notice of having awarded the contract for the construction of the
Project to the successful bidder, HEA shall have awarded to a
responsible contractor a contract for the construction of the
Transmission Line and shall have given the contractor a notice to
proceed under the contract.

3. On or before the first day of the 33rd month followi
the June 1st date which next follows the date the Authority gi\
notice of having awarded the contract fo the construction of the
Project to the successful bidder, HEA shall have completed and
placed into service the Transmission Line.



From.* Carolyn Guess, Acting Chariman, APUC
Re: "Clean SB22"

Date: December 23, 1987

This memo i1s to raise several questions regarding the draft of a
"clean SB22" which the Commission was reaently asked to review.
The Commission is not including in these comments any of the
broader concerns which the Commission addressed in comments on

the legislation when it was considered last session.

There are three primary 1issues which concern the Commission, as
discussed below. In each case, the Commission believes that the
"present draft of the legislation goes much beyond what 1is
actually necessary in order for the Bradley Lake project to
proceed based on contracts which do not require further

regulatory review,

1. Is the intent of the legislation to exempt from Commission
review not omy the "services agreements”™ which have already been
entered into between the utilities, but also to exempt all future
agreements between utilities that are "related"” to wheeling,
storage, regeneration, or repurchase of Bradley Lake power? The
Commission is concerned that if the intent is the latter then a
very large "hole™ 1in the Commission®s ratemaking authority may be
created. It is conceivable that at some time in the future the
Utilities may enter into X contract calling for Chugach to- build
a new generator which would be used to "regenerate™ Bradley Lake
power for® delivery to Fairbanks and that the contract would
include ratemaking provisions. As presently drafted, such an
agreement would be "related" to regeneration of Bradley Lake
power and could be beyond the Commission®s jurisdiction, not only

as to prior approval but also as to ratemaking_ effects,

2. Is the intent of the legislation to remove all of the

Commission®s ratemaking authority over the '"services agreements,"”
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Although tha Commission recognizes that exemption of the current
services agreements from tha requirement of prior approval 1is
necessary in order for the Bradley Lake project to proceed
quickly, it is not clear that exemption from tha ratemaking
authority is also necessary. As discussed above, such exemption

creates a "hole™ 1in the Commission®s ratemaking authority*

rutthor, oven I£ It S nestisvuary to reslriuu the aulUvilly ufe the
Commission to disallow costs (not Analude them 1in rates), it
should not be necessary to restrict the Commission®s authority to
determine which customers, including ether utilities, should pay

those costs*

*3, Is the intent of the legislation to cover projects other than
the Bradley Lake project? As drafted, Subsection (c)(2) would
also apply to covenants between the APA and "four-dam pool™
utilities which may be entered into in the future. Again, such a
provision should not be necessary in order for the Bradley Lake

project to proceed.

Our rewrite of the draft, modified to address the foregoing

concerns, TfTollows:

(c) Notwithstanding (b) of this section

(1) a wholesale agreement for the sale of power from a
project licensed by the Federal Energy Regulatory Commission on
or before January 1, 1987, entered into between the Alaska Power
Authority and one or more public utilities after October 31, 1987
and prior to January 1, 1988, 1is not subject to review or
approval by the Commission, and

(2) a contract entered into prior to January 1, 1988, for
wheeling, storave» regeneration, and/or wholesale repurchase of
power purchased under an agreement specified in subparagraph (1)
above is not subject to approval by the Commission; provided,
however, that the Commission shall have the authority to

sh rati for any services provided pursuant to such



contain a covenant by a public utility to establish, charge, and
collect rates sufficient to meet its obligations under the
contract, and the covenant is valid and enforceable.

)
Whatever legislation ultimately becomes law, the Commission

believes that it iIs very important for the intent of the

legislation to be very clear. If possible, a statement of that

legislative intent would be desirable.

IT there are any questions regarding our concerns or proposed
changes, either Jimmy JackBon or Susan Knowles will be available
this week at 263-2172. Susan can be reached at home next week at

"279-6336 and 1 will be back iIn the office on January 4, 1988,



BRADLEY LAKE HYDROELECTRIC PROJECT

AGREEMENT FOR THE SALE AND PURCHASE OF ELECTRIC POWER

("POWER SALES AGREEMENT™)

by and among

THE ALASKA POWER AUTHORITY,
An Agency Of The State Of Alaska,
("Seller™),

The CHUGACH ELECTRIC ASSOCIATION, INC.,
The GOLDEN VALLEY ELECTRIC ASSOCIATION, INC.,
The MUNICIPALITY OF ANCHORAGE d/b/a MUNICIPAL LIGHT AND POWER,
The CITY OF SEWARD d/b/a SEWARD ELECTRIC SYSTEM,
and
The ALASKA ELECTRIC GENERATION & TRANSMISSION COOPERATIVE, INC.,
("Purchasers™")

and
The HOMER ELECTRIC ASSOCIATION, INC.,
and

The MATANUSKA ELECTRIC ASSOCIATION, INC.,
(Additional Parties)
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POWER SALES AGREEMENT

THIS AGREEMENT dated as of , 1987. 1is
entered into by and among the ALASKA POWER AUTHORITY (the "Au-—
thority”) and the CHUGACH ELECTRIC ASSOCIATION, INC., the GOLDEN
VALLEY ELECTRIC ASSOCIATION, |INC., the MUNICIPALITY OF ANCHORAGE
d/b/a MUNICIPAL LIGHT AND POWER, the CITY OF SEWARD d/b/a SEWARD
ELECTRIC SYSTEM, and the ALASKA ELECTRIC GENERATION & TRANSMIS—
SION COOPERATIVE, INC. (individually a "Purchaser,”™ and col—
lectively the "Purchasers"), and the HOMER ELECTRIC ASSOCIATION,
INC., and the MATANUSKA ELECTRIC ASSOCIATION, INC. (as addi—
tional Parties with some, but not all, of the rights and respon—
sibilities of Purchasers).

WI1TNESSETH

The Authority recites, agrees, represents and cove—
nants as follows:

(€D The Authority 1is a public corporation of the
State of Alaska duly created, organir.ed and existing pursuant to
AS 44.83;

(@)) The Authority 1is authorized, and has taken all
steps necessary pursuant to the Constitution and laws of the
State of Alaska and the regulations and by-laws of the Authori—
ty, to enter into this Agreement and to comply fully with the

terms hereof;

(©)) The Authority desires to Tfulfill its legisla—
tively established duty of providing residents of the State of
Alaska with long-term, stable, and economic sources of power and
an adequate, economic, and reliable long-term supply of power;
and

(41 The Authority"s execution and performance of this
Agreement will not conflict with, violate, or constitute an
event of default under any other resolution, contract, agree—
ment, bond, note, mortgage, or other obligation of the Auth-—
ority, or with respect to any order, ruling, or decree of any
court or regulatory agency to which the Authority 1is subject at
the time the Authority executes this Agreement.

Each Cooperative Purchaser (as hereinafter defined)
and the Homer Electric Association, 1Inc. ("HEA") and the Mata-
nuska Electric Assocation, 1Inc. ("MEA") recites, agrees, repre—
sents and covenants as follows:

(€)) The Purchaser is a duly organized and constitut
electric cooperative under the laws of the State of Alaska and
is currently a borrower from the Rural Electrification Admini—
stration, United States Department of Agriculture, under the
Rural Electrification Act of 1936 (7 U.S.C. < 901 et seq.);

BRADLEY LAKE PROJECT POWER SALES AGREEMENT Page
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@) The Purchaser is authorized, and has taken all
steps necessary pursuant to 1its articles of incorporation and
by-laws and applicable laws and regulations, to enter into this
Agreement and to comply fully with the terms hereof;

(3 "The Purchaser performs the functions of a utili—
ty and is a wholesale power customer eligible to purchase power
produced from a project pursuant to AS 44.83; and

(C)) The Purchaser®s execution and performance of
this Agreement will not conflict with, vi late, or constitute
an event of default under any other resol cion, contract, ag-—
reement, bond, note, mortgage, or other obligation of the Pur—
chaser, or with respect to any order, ruling, or decree of any
court or regulatory agency to which the Purchaser 1is subject at
the time the Purchaser executes this Agreement.

Each Municipal Purchaser (as hereinafter defined) re—
cites, agrees, represents and covenants as follows:

(1) The Purchaser 1is a duly organized and constitut—
ed municipal corporation under the Constitution and laws of the
State of Alaska;

) The Purchaser is authorized, and has taken all
steps necessary pursuant to the Constitution and laws of the
State of Alaska and other applicable laws and regulations, and
pursuant to 1its charter and ordinances, to enter into this Ag-—
reement and to comply fully with the terms hereof;

(3) The Purchaser performs the functions of a utili—
ty and is a wholesale power customer eligible to purchase power
produced from a project pursuant to AS 44.83; and

@) The Purchaser®s execution and performance of
this Agreement will not conflict with, violate, or constitute
an event of default under any other charter, ordinance, resolu—
tion, contract, agreement, bond, note, mortgage, or other obli—
gation of the Purchaser, or with respect to any order, ruling,
or decree of any court or regulatory agency to which the Pur—
chaser is subject at the time the Purchaser executes this Ag-—
reement.

NOW, THEREFORE, the parties agree as fTollows:

Section 1. Definitions. For the purposes of this
Agreement, the following definitions apply:

(a) "Act" or references to AS 44.83 mean
44, Chapter 83 of the Alaska Statutes (AS 44.83) as the
same may be amended or supplemented from time to time.

BRADLEY LAKE PROJECT POWER SALES AGREEMENT Page 2
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() "Agreement" means this Power Sales Agree—
ment.

(©) "Annual Payment Obligation”™ means the total
amount payable by a Purchaser in or for a Fi »cal Year pur—
suant to this Agreement.

(d "Annual Project Budget"™ means the budget
for the Project as adopted or in effect for a particular
Fiscal Year, and amended or supplemented from time to
time, pursuant co Section 13.

(e) "Annual Project Costs" shall have the mean—
ing given it in Section 8 of this Agreement.

@) "Authority"” means the Alaska Power Authori—
ty as established by the Act, and any successor agency
thereto.

(g "Bond Resolution"™ means (i) the document
attached as Exhibit "A"™, or a resolution adopted by the
Authority substantially in the form of Exhibit "A", as
supplemented and amended from time to time 1in a manner
consistent with Section 11 of this Agreement and with the
provisions of the Act, or (ii) a further bond resolution,
consistent with Section 11, adopted in connection with the
issuance of bonds to refund the Bonds.

) "Bonds" means bonds, notes or other evi-—
dences of indebtedness (including refunding bonds) issued
pursuant to the Bond Resolution, the proceeds of which are
used to pay or reimburse Costs of Acquisition and Con-—
struction and Required or Optional Project Work.

(i) "Committee" means the Project Management
Committee established pursuant to Section 13.

(J) "Consultant™ means an independent indivi—
dual or firm () of nationwide and Tfavorable reputation,
having demonstrated expertise in the field or the matter
or the 1item referred to it under various specific pro-—
visions of this Agreement, and (ii) approved by the Auth-—
ority and the Committee 1in accordance with rules of pro-—
cedure to be adopted by the Committee to govern such ap-—
proval, which approval shall not be unreasonably withheld.

(9] "Cooperative Purchasers" means Chugach
Electric Association, 1Inc., Golden Valley Electric Associ —
ation, Inc., and Alaska Electric Generation & Transmission
Cooperative, Inc. The term "Cooperative Purchasers”™ in-—
cludes Homer Electric Association, Inc., and Matanuska
Electric Association, 1Inc., only to the extent specified
in Section 30 of this Agreement.

BRADLEY LAKE PROJECT POWER SALES AGREEMENT Page 2
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D) "Cost of Acquisition and Contruction™ means
the Cost of Acquisition and Construction (as defined 1in
Section 101 of the Bond Resolution) of the Project; pro—
vided, that for purposes of this Agreement the Cost of
Acquisition and Construction of the Project shall not in—
clude the Cost of Acquisition and Construction of Capital
Improvements (as defined 1in Section 101 of the Bond Res-—
olution) .

m "Bate of Commercial Operation"™ means the
date on which engineers retained for this purpose by the
Authority have reasonably declared that the Project is
fully available to be operated at not less than ninety
megawatts (90 MW) , and 1its output can be scheduled on a
commercial basis.

@) "Debt Service" means amounts that the Auth—
ority is required to set aside for the payment of principal
of, premium, 1if any, sinking fund payments, and interest on

the Bonds, as the same are scheduled to become due under
the Bond Resolution, and not by reason of any acceleration.

(0) "Delivery Point" means the Bradley Junct
facilities, as 1identified and further described in Exhibit
B.

() "Electric power" or "power" means electric
energy or electric capacity or both. here the context of

this Agreement requires a distinction, electric energy Iis
specified and/or expressed in kilowatthours or megawatt-
hours and electric capacity 1is specified and/or expressed
in kilowatts or megawatts.

()] "Excess Payment Amount"™ means the amounts,
if any, computed as provided in Section 29 and included 1in
Annual Project Costs.

) "Fiscal Year" means that twelve-month period
starting July 1 of a calendar year through and including
June 30 of the succeeding calendar year. The 1initial

Fiscal Year for purposes of this Agreement 1is that portion
of the twelve-month period starting on the Date of Commer —
cial Operation through and including the following June 30.
IfT the portion of the period 1is shorter than 90 days the
parties shall determine the initial Fiscal Year, which must
end on a June 30 and may not be longer than 456 days. The
last Fiscal Year for purposes of this Agreement shall be
that portion of the twelve-month period between the end of
the last full (i.e., twelve month) Fiscal Year and the
expiration of this Agreement.

(s) "Municipal Purchaser™ means the Municipality
of Anchorage d/b/a/ Municipal Light and Power, and the

BRADLEY LAKE PROJECT POWER SALES AGREEMENT Page 4
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City of Seward d/b/a Seward Electrical Systen.

(® "Optional Project Work™ means Project re—
pairs, renewals and replacements, improvements, better —
ments, additions, or expansions that do not constitute

Required Project Work.

(v "Percentage Share"™ means the fraction,
pressed as a percent and set forth for each Purchaser in
Exhibit D as that Exhibit may be amended from time to time,
used to compute the amount of each Purchaser®s entitlement
to Project Capacity and obligation to pay Annual Project

Costs.

(v). "Project" means the “®adley Lake Hydroelec—
tric Project as described in Exhih C.

w) "Project Capacity" ..7ans the amount of elec—

tric capacity capable of being produced by the Project

(including capacity attributable to Required or Optional

Project Work) at any and all times from the Date of Com—
mercial Operation until the termination of this Agreement

(or any renewal thereof) under the operating conditions

that exist during such times, 1including periods when the

Project may be not operating or inoperable or the operation

thereof is suspended, interrupted, interfered with, re—
duced, or curtailed, 1in each case in whole or 1in part for

any reason whatsoever, after corrections for station and

Project wuse, and depletions required under any federal

license for the Project.

) "Prudent Utility Practice”" shall mean at a
particular time any of the practices, methods and acts
engaged in or approved by a significant portion of the
electric utility industry at such time, or which, 1in the
exercise of reasonable judgment in light of facts known at
such time, could have been expected to accomplish the de—
sired results at the lowest reasonable cost consistent with
good business practices, reliability, safety and reasonable
expedition. Prudent Utility Practice is not required to be
the optimum practice, method or act to the exclusion of all
others, but rather to be a spectrum of possible practices,
methods or acts which could have been expected to accom—
plish the desired result at the lowest reasonable cost con—
sistent with reliability, safety and expedition. Prudent
Utility Practice includes due regard for manufacturers”
warranties and the requirements of governmental agencies of
competent jurisdiction and shall apply not only to func—
tional parts of a Project, but also to appropriate struc—
tures, landscaping, ©painting, signs, lighting and other
facilities. In evaluating whether any matter conforms to
Prudent Utility Practice, the parties shall take into
account (i) the nature of the parties hereto under the

BRADLEY LAKE PROJECT POWER GALES AGREEMENT Page 5
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laws of the State of Alaska and their statutory duties and
responsibilities, and (ii) the objective of integrating
Project Capacity v/ith the generating resources of the
Purchasers, including resources available under contract,

to achieve optimum utilization of the resources and achieve
efficient and economical operation of -each Purchaser’'s

System. For purposes of this Agreement, "national stan—
dards for the industry”™ means Prudent Utility Practice.

W) "Purchaser™ means, as of any particular
time, such of the Municipality of Anchorage d/b/a Municipal
Light and Power, Chugach Electric Association, Inc., Golden
Valley Electric Association, 1Inc., the City of Seward as
have executed this Agreement, and the Alaska Electric
Generation & Transmission Cooperative, 1Inc. ("AEG&T). The
term "Purchaser"™ includes Homer Electric Association, Inc.,
and Matanuska Electric Association, Inc., only to the
extent specified in Section 30 of this Agreement.

@ "Purchaser®s System"™ means a Purchaser’s
electric utility syst-. * for the distribution, transmission,
and generation of electrical power and which 1is owned and
operated by the Purchaser. If Purchaser®s electric utility
system 1is combined with other utilities of the Purchaser,
then "Purchaser®"s System"™ includes only those Tfacilities,
activities, and revenues properly allocable to Purchaser’'s
electric utility service. "Purchaser®s System"™ does not
include the Project, regardless of whether the Purchaser
operates the Project under a separate agreement with the
Authority.

(aa) "Purchaser®s Water Allocation”™ means the
number of acre feet of water f”~om the Project allocated for
generation purposes by the Committee to a Purchaser from
time to time, based on that Purchaser®s Percentage Share.

(bb) "Railbelt” means the geographic area served
by the Purchasers.

(co) "Railbelt Energy Fund" means a fund created
by the legislature, the use of which is intended only for
approved power supply and transmission projects in the
Railbelt.

(dd) "REA"™ means the Rural Electrification Ad-—
ministration, an agency of the United States Department cf
Agriculture.

(ee) "Recoverable Construction Cost" means an
amount equal to $175,000,000 less one half the amount, if

BRADLEY LAKE PROJECT POWER SALES AGREEMENT Pace
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any, by which $350,000,000 exceeds the Cost of Acquisition
and Construction, plus the principal amount of additional
Bonds (if any) 1issued pursuant to Section 31.

(ff) "Renewal and Contingency Reserve Fund"
means the Renewal and Contingency Reserve Fund established
pursuant to Section 502 of the Bond Resolution.

(99) "Required Action"™ means an action that
must be taken 1in order for the Authority to comply with
federal or state law, the orders of licensing and regula—
tory agencies, the Bond Resolution, or this Agreement.

(hh) "Required Project Work™ means repairs,
maintenance, vrenewals, replacements, 1improvements or bet—
terments required by federal or state law, a licensing or
regulatory agency with jJurisdiction over the Project, or
this Agreement, or otherwise necessary to keep the Project
in good and efficient operating condition, consistent with
(1) sound economics for the Project and the Purchasers,
and (2) national standards for the industry.

(i) "Revenue Fund" means the Revenue Fund e
ablished pursuant to Section 502 of the Bond Resolution.

an "Trustee" means the trustee appointed pur—
suant to Article IX of the Bond Resolution, or that Trust-—
ee"s successor or successors and any other <corporation
which may at any time be substituted in that Trustee®s
place under the Bond Resolution.

Section 2. Term Of Agreement.

(a) Effectiveness. This Agreement shall become
effective on the first date when (i) the Agreement has
been executed and delivered by all Purchasers and by the
Authority, and (ii) each Purchaser has obtained all nec—
essary approvals of this Agreement and of all transmission
and/or services agreements for the transmission of Project
power to the Purchasers. An approval shall not be con-—
sidered "recessary"™ for purposes of this Section 2(a) un-—
less, prior to or contemporaneously with delivery of this
Agreement, the person or entity from which such approval
must be obtained has been 1identified to the other parties
in writing by the Purchaser requiring such approval. It
is the 1intent of each Purchaser to take all steps rea-—
sonably within its power to obtain all necessary approvals
from its governing body no later than December 1, 1987.

() Commencement of payment obligations. The
payment obligations of each Purchaser under this Agreement
shall commence on the Date of Commercial Operation; pro—
vided, that the Purchasers shall be obligated to pay those
Committee costs referenced in the last sentence of Section
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13(a) regardless of whether the Date of Commercial Opera-—
tion occurs.

©) Termination. This Agreement shall termi—
nate (i) 50 years after the Date of Commercial Operation,
or (ii) when no Bonds are Outstanding under the Bond Res—
olution and all payment obligations under this Agreement
(other than any payment obligations under Section 29) have
been satisfied or provided for, whichever occurs later;
prc.vided, that if the Date of Commercial Operation does
not occur before January 1, 1996, then this Agreement
shall terminate on January 1, 1996. The parties may mu-—
tually agree to terminate or to renew this Agreement prior
to termination, subject, however, to the written approval
of the Administrator of REA 1if such written approval 1is
then required, and the terms and conditions of covenants
and agreements between the Authority and holders of Bonds.
If such approval 1is then required, no amendment of this
Agreement shall take effect without the written approval
of the Administrator of REA.

(d) Renewal. Any Purchaser may renew this Ag-—
reement on the same terms and conditions as provided here—
in for successive additional terms (such terms to equal
forty (40) years or, if shorter, the remaining useful life
of the Project) , upon written notice to the Authority by
the Purchaser given no less than six and no more than
twenty-four months prior to the end of the term of this
Agreement. Purchasers electing to renew this Agreement
shall be entitled to have their Percentage Shares adjusted
pro rata, based on their Percentage Shares as set forth in
Exhibit D as that Exhibit exists twenty-four months prior
to the end of the initial term of this Agreement, so that
the adjusted Percentage Shares of the Purchasers renewing
this Agreement total one hundred percent (100%). No re—
newing Purchaser shall be required to accept the entirety
of the Percentage Share to which that Purchaser becomes
entitled, but if the Percentage Shares of all renewing
Purchasers do not total one hundred percent, the Authority
may sell to any other utility that is a qualified purchas—
er of power under the Act any remaining Percentage Share
or portion thereof upon the same terms and conditions ap-—
plicable to the renewing Purchasers, 1if the Authority rea—
sonably determines that such utility is able to carry out
the obligations of a Purchaser under this Agreement and
that such sale to such utility will not adversely affect
the tax exemption of 1interest on any Bonds Outstanding
under the Bond Resolution that originally were issued on a
tax-exempt basis. The Authority shall not be obligated to
renew this Agreement 1if, after reasonable notice to the
renewing Purchasers, Percentage Shares that total one hun—
dred percent have not been sold to such Purchasers or tc
other qualified utility purchasers.
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Exhibits. The following exhibits are

rence into this Agreement:

Exhibit "A", Bond Resolution,

Exhibit "B",Delivery Point,

Exhibit "C", Description of theProject,

Exhibit "D", Purchasers®™ Percentage Shares
of Project Capacity and of Annual Project
Costs, and
Exhibit "E", Form Of Certain Supplemental

Bond Resolutions.

Electric Service To Be Furnished.

Sale and
Purchaser

Authority hereby
that Purchas—

purchase. The
hereby purchases,
Share of .Project Capacity (together with
from the Project 1in accordance with

The actual delivery (if any) of electric
sociated energy to Purchasers from the Pro-—

ject shall be made 1in accordance with scheduling proce—
dures adopted by the Committee.

) Available Power. The Authority shall at
all times, except when prevented by a cause or event not
within the control of the Authority, make power available
to the Purchasers from the Project in an amount equal to
the amount the Purchasers may schedule from the Project,
within the limitations imposed by available Project capab—
ility, available water, and the scheduling procedures ad-—

opted by the Committee.

(c) Required Project Work. The Authority shall
make or cause to be made all Required Project Work, pro-—
vided that funds are legally available to the Authority
for this purpose. The <costs of Required Project Work
shall be 1included 1in Annual Project Costs 1in the manner
set forth in Section 8 (a) (iv). The Authority shall give
reasonable notification to all Purchasers prior to making

or causing to be made any Required Project Work.

tive methods (i
Project Work sh
under rules of

13.

BRADLEY LAKE PROJECT

Alterna—
f any) of carrying out and funding Required
all be subject to approval by the Committee
procedure to be adopted pursuant to Section
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(d) Optional Project Work. The Authority she
not make or cause to be made Optional Project Work unless
such Optional Project Work is approved by the Committee.
Any Optional Project Work shall be at the expense, of the
benefitted Purchaser(s), as determined in advance by the
Committee, 1in proportion to the value of the benefit con-—
ferred upon each such Purchaser. If such Optional Project
Work has an adverse impact upon the operations or finances
of a Purchaser as determined by the Committee, the bene—
fitted Purchaser(s) shall compensate the adversely affect—
ed Purchaser(s) for the increased costs and reduced bene—
fits resulting from such 1impact. In the event the Pur—
chasers are unable to agree as to how any increased costs
or compensation will be apportioned, or as to the amount
of any 1increased costs or appropriate compensation, the
parties shall submit the question to dispute resolution in
accordance with the dispute resolution procedures adopted
by the Committee under Section 13.

Section 5. Electric Power Reserves For The Project

(@) Need for reserves. The parties recognize
that (i) electric power from the Project may be unavail—
able periodically because of generation and transmission
outages, repairs, maintenance, inspections, testing, and
similar events, and (ii) under the Alaska Intertie Agree—
ment or otherwise, each Purchaser is responsible for main-—
taining (or contracting for the use of) generation re—
serves 1in amounts sufficient to protect its own loads in
the event that Project power is unavailable.

((»)) Reserve procedures. Promptly after 1its
establishment, the Committee shall adopt and implement
procedures under which, in as cost-effective a manner as
possible:

(i) the Authority shall have the right to
require the operation of specific amounts of generat—
ing capacity owned by a Purchaser and made available
to the Authority, and to use the power produced by
such operation to provide reserves to requesting Pur—
chasers for some or all Project power, to the extent
such capacity would otherwise be 1idle or 1its outpuc
would otherwise not be needed by the owner of that
capacity to enable that Purchaser to meet its own
loads or to make power sales to other utilities;

(i) the additional costs incurred by any
Purchaser 1in making such capacity available to the
Authority and in operating the same for the Authority
shall be computed equitably and reimbursed promptly
to such Purchaser by the Authority; and
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(iii) the costs of so reimbursing any Pt
chaser shall be included in Annual Project Costs.

©) Alternative reserves. Nothing 1in Secti
5(b) shall:

() relieve any Purchaser of the responsi—
bility set forth in Section 5(a)(ii);

(ii) require any Purchaser to make reserve
capacity available to the Authority under Section

5(b)(i); or

(iii) require any Purchaser to avail 1it—
self of reserve power available from the Authority
under Section 5(b)(i), or to bear any of the costs of
such power if the Purchaser does not avail itself of
such power, if the Purchaser chooses and 1is able to
rely upon its own reserves to meet 1its Iloads when
Project power 1is unavailable.

Section 6, Obligations Under Bond Resolution; Com-—
pletion of Project.

(a) Assignment or payment to Trustee. The par—
ties recognize and agree that (i) the Authority may assign
its rights to receive payments under this Agreement as
security for the payment of the Bonds to the Trustee under
the Bond Resolution for the benefit of the holders of the
Bonds, and (ii) the Authority may direct that amounts pay—
able to it under this Agreement be paid directly to the
Trustee.

(b) Project funding. Tie Authority shall 1issue
Bonds, or otherwise obtain funds (including appropria—
tions) , sufficient to pay or reimburse the Cost of Acqui —
sition and Construction. Annual Project Costs shall 1in—
clude Debt Service on Bonds issued to pay the Cost of Ac-—
quisition and Construction in an aggregate principal
amount up to but not exceeding the Recoverable Construc—

tion Cost. The Authority may estimate the Recoverable
Construction Cost and 1issue Bonds at any time in amounts
up to the amount of such estimate. As soon as practicable

after the Date of Commercial Operation, the Authority
shall adjust (and re-adjust when necessary) Annual Project
Costs to reflect actual Recoverable Construction Cost.

(¢) Covenants of the Authority. The Authority
covenants that it will not cause rates for Project Power
to increase by reason of any bond resolution, covenant cr
agreement contained in any trust indenture or trust agree—
ment entered into by the Authority 1in connection with a
power project other than the Project, nor on account cf
any inadequacy in its actual or projected aggregate
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revenues, other than revenues from the Project, nor will
the Authority include in Annual Project Costs debt service
payable on debt incurred for any purpose except in respect
of the Project as provided herein.

(d) Project completion and operation. The
Authority agrees to use its bast efforts to complete the
Project expeditiously and in accordance with sound engin—
eering practice and with the provisions of the Bond Reso—
lution. The Authority shall also use 1its best efforts
consistent with Prudent Utility Practice to construct and
complete, and to operate and maintain the Project "or to
arrange for such operation and maintenance) to provide
power at the lowest reasonable cost to the Purchasers in a
manner that is compatible with the Purchasers® Systems and
consistent with the Act, the Bond Resolution, and this Ag-—
reement.

(e) Best efforts by Committee members. To the
extent that the cost of Project power 1is or may be affect—
ed by actions of the Committee under Section 13, -each
Purchaser 1in 1its capacity as a member of the Committee
agrees to use its best efforts consistent with Prudent
Utility Fractice to assist in assuring that the Projeer
provides power at the lowest reasonable cost to the Pur—
chasers in a manner that 1is compatible with the Purchas—
ers" Systems and consistent with the Act, the Bond Resolu—
tion, and this Agreement.

Section 7. Payment Obligation.

() Payment Obligation. EachPurchaser agrees
to payits Percentage Share of Annual Project Costs for
each Fiscal Year. The procedures for determining the

amount of and for making such payments are set forth in
Section 13 of this Agreement.

((®)) Purchaser®s Obligations. Each Purchaser
shallmake payments 1in the amounts and at the times re—
quired by this Agreement notwithstanding a suspension or
reduction 1in the amount of power supplied by the Project.
Such payments shall not be subject to any reduction, by
offset or otherwise. The parties intend and interpret the
foregoing two sentences to mean that the obligation to
make such payments shall be absolute and unconditional and
unaffected by any 1interruption, interference, or curtail—
ment in whole or in part of power supplied by the Project.
In the event that (i) the Project is no longer operable,
or its operation 1is interrupted or curtailed for any rea—
son whatsoever in whole or 1in part, and (ii) the Authority
does not restore the Project to full operation within a
reasonable time, then the Purchasers may upon reasonable
notice to the Authority and at their own expense take such
action as they deem necessary to so restore the Project.
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The taking of such action by the Purchasers shall not al-—
ter each Purchaser®s obligation to pay 1its Percentage
Share of Annual Project Costs.

Section 8. Annual Project Costs

() Annual Project Costs defined. Annual

ject Costs means all of the costs resulting from the own-—
ership, operation, maintenance of and renewals and re—
placements to the Project, properly incurred or paid dur—
ing each Fiscal Year, including:

O) Amounts required to be set aside by
the Authority for the payment of Debt Service on
Bonds 1issued to pay the Cost of Acquisition and Con-—
struction in an eggregate principal amount up to but
not exceeding the Recoverable Construction Cost;

(i) Amounts required to be set aside for
the payment ofDebt Service on other Bonds and debt
service on other obligations approved 1in accordance
with Sections 11 and 13;

(iii) Amounts required to restore the
funds established under the Bond Resolution to the
levels required by the Bond Resolution to be main-—
tained therein;

(iv) Amounts which may be required to pay
for Required Project Work, to the extent that such
costs are not covered by insurance or Bond proceeds
or by the Renewal and Contingency Reserve Fund;

) Other amounts determined by the Com—
mittee to be necessary or appropriate to supplement
and to be paid into the Funds established under the
Bond Resolution;

(vi) Excess Payment Amounts, 1if any, com-—
puted in accordance with Section 29;

(vii) All other costs of producing and de —
livering Project power (excluding depreciation) net
accounted for by the payments out of funds and re—
serves specified in the foregoing sections and prop—
erly chargeable to the Project under the Uniform Sys—
tem of Accounts, less any credits against said costs
by reason of revenues from sources other than the di—
rect sale of power to Purchasers, and also less ar.y
credits for interest earned during construction ar.d
available for Project purposes; provided, that income
from interest earned on reserve funds shall be used
at least annually to accumulate and maintain said
reserve funds in the amounts required under the Bcr.d
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Resolution or 1in such greater amounts as may be de—
termined by the Committee, or to reduce Annual Pro—
ject Costs. Such other costs shall include:

A) Project operating and maintenance
costs, in accordance with the Annual Budget
adopted in accordance with Section 13;

(B®) Costs of Project-related 1insur—
ance, and, to the extent permitted with respect
to each Purchaser under Section 5, the costs of
electric power reserves for the Project;

© Project-specific administrative
and general expenses of the Authority, such as
costs of safety inspections and investigations;

)] Costs of the Committee, whether
incurred by the Authority or 1incurred by a Pur—
chaser on behalf of the Committee; and

) Such other Project costs as the
Committee may from time to time approve for in—
clusion 1in Annual Project Costs in accordance
with procedures to be adopted by the Committee.

(b)Proceeds of a taking. Any payment received
by the Authority as a result of a taking of the whole or
any portion of the capacity, facilities, available water,
or output of the Project by any state or federal govern—
ment agency shall be used by the Authority, after consult—
ation with theCommittee, to (i) reduce Annual Project
Costs, (ii) retire Bonds, or (iii) reimburse the State of
Alaska for a portion of the State®"s capital contribution
to the Project (recognizing the separate sources of Pro-—
ject funding under Section 6(b)), whichever of these uses
or combination of such uses shall be equitable and proper
under the circumstances existing at the time of the tak-—

ing.
Section 9. Obligations In The Event Of Default.

() Enforcement. Upon failure of a Purchas
to perform any obligation herein, the Authority may bring
any suit, action or proceeding at law or in equity
("Suit"),including mandamus, injunction and action for
specific performance, as may be necessary or appropriate
to enforce any covenant, agreement or obligation of this
Agreement against that Purchaser. The Authority may bring
such Suit (i) thirty days after giving the Purchaser a
written demand for performance, 1in the case of default by
the Purchaser on any obligation other than a payment obli—
gation, and (ii) 1immediately, 1in the case of default by
the Purchaser on any payment obligation. Each Purchaser
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shall continue to make payments 1in the event of any dis-—
pute regarding performance of any obligation by any party
under this Agreement or in the event of any dispute under
the Bond Resolution, and this obligation of continued pay-—
ment pending resolution of disputes shall be immediately
enforceable by any party upon application to any court of
competent jurisdiction.

)] Additional rights and remedies. In

tion to the Authority"s rights under Section 9(a), 1if a
Purchaser has for any reason suspended or reduced, or has
failed to make or has been prevented from making, payments
required under this Agreement, the Authority may terminate
or suspend the delivery of power tothat non-paying Pur—
chaser if, after consulting with the other Purchasers, the
Authority reasonably determines that such termination or
suspension is more effective than other available alterna—
tives in minimizing adverse impacts on such other Purchas—
ers.

) If the Authority so terminates or sus-—
pends deliveries, the Authority shall:

(A) offer to other Purchasers, on
terms and conditions applicable to other power
sold under this Agreement, any power not deliv—
ered to the non-paying Purchaser, and if neces—
sary allocate such power pro rata on the basis
of Percentage Shares among Purchasers accepting
such offer;

(B) offer any power not sold wunder
Section 9(b)(i)(A) to any qualified utility (in-—
cluding the other Purchasers) on terms and con-—
ditions deemed favorable by the Authority after
consultation with the Committee; and

(C©) if the Authority projects that the
amounts to be deposited into the Revenue Fund
will nonetheless be insufficient to pay Annual
Project Costs, increase every other Purchaser®"s
Percentage Share of Annual Project Costs and
Project Capacity pro rata to the extent and for
the period necessary to compensate for such in-—
sufficiency; provided, that no Purchaser®"s Per—
centage Share shall be 1increased by more than
twenty-five (25) percent above the amount set
forth 1in Exhibit D without the written consent
of that Purchaser.

(i) If the Authority determines that the
process of offering power to others under Sections
9(b)(1)(A) or (B) would delay exercise of the Author —
ity"s rights under Section 9(b)(i)(C), and that as a
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result the Authority will be unable to make deposits

when required under the Bond Resolution, the Authori —
ty may exercise 1its rights under (C) 1immediately and

take the actions required under (A) and (if neces—
sary) under (B) as soon as practicable thereafter.

No exercise by the Authority of any of its rights (or
any failure by the Authority to exercise any of its
rights) under this Section 9(b) shall relieve any
non-paying Purchaser of any payment obligation under
this Agreement or relieve such Purchaser of any lia—
bility for damages resulting from non-payment. In
particular, sales of power under Section 9(b)(1)(A)

and (B) are intended to reduce the financial impact
of any Purchaser®s non-payment on other, paying Pur—
chasers. Such sales are not intended to, nor shall

they, reduce the payment obligations of the non-—
paying Purchaser or the damages for which such non-—
paying Purchaser may be liable.

(iii) To the extent that the Author

uses Project reserve funds to permit it to make time—
ly payments under the Bond Resolution following non—
payment by a Purchaser, the amount needed to replen—
ish such reserve funds shall be added to the Annual
Payment Obligation of the non-paying Purchaser, and
if the non-paying Purchaser Tfails to make payment of
its Annual Payment Obligation as so 1increased, the
Authority may exercise any of the rights available :o
it under this Section 9 (b).

(©) Litigation. If Purchasers” Percentage
Shares are increased pursuant to Section 9(b)(i)(C), then
the Authority shall, and any other Purchaser(s) may, 1im—
mediately initiate and diligently pursue litigation in any
court of competent jJurisdiction to compel full and timely
payment by the non-paying Purchaser, to recover amounts
needed to compensate Purchasers whose Percentage Shares
have been 1increased, and to obtain such other relief as
shall be fair and equitable. The same or similar litiga—
tion against any non-paying Purchaser may also be initi—
ated and pursued by the Authority and/or by any paying
Purchaser if in response to any non-payment the Authority
takes action pursuant to Sections 9(b)(i)(A) or (B).

(d) Default by the Authority. In the event cf
any default by the Authority under any covenant, agreement
or obligation under this Agreement with respect to a Pur—
chaser, that Purchaser may, upon thirty (30) days written
notice to the Authority, bring any suit, action or pro—
ceeding, at law or 1in equity, 1including mandamus, injunc—
tion and action for specific performance, as may be neces—
sary or appropriate to enforce any covenant, agreement cr
obligation of this Agreement against the Authority. No
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payment obligation of a Purchaser under this Agreement 1is
subject to offset, however.

Section 10. Purchasersl Systems.

() Character of expense. The amounts payable
under this Agreement are operating expenses of each Pur—
chaser®s System, and are valid and binding obligations of
each Purchaser, payable only from the gross revenues of
said Purchaser®"s System as a cost of purchased electric
power, and not payable from any taxes.

(»)) Purchasers® rate covenants. In order to
afford, permit, and make timely payments as specified 1in
this Agreement, each Purchaser agrees that it will estab-—
lish, charge and collect rates, fees, and charges with
respect to that Purchaser®"s System in accordance with ap-—
plicable law to provide revenues sufficient to meet 1its
obligations under this Agreement and sufficient to pay,
together with any other funds or monies available there—
for, any and all other amounts payable from or which con—
stitute or may constitute a charge and lien upon such rev-—
enues including, but not limited to, amounts sufficient to
meet obligations to service debt incurred by the Purchaser
to finance the Purchaser®s System.

(©) Operation and maintenance of Purchasers”
Systems. Each Purchaser covenants and agrees that it will
operate and maintain its System 1in good repair, working
order and condition, and in accordance with Prudent Utili—
ty Practice.

(d) Limitation on certain contracts. Each Pur—
chaser covenants and agrees not to enter voluntarily into
any contract or agreement to take or to take or pay for
power, other than this Agreement, payable from the rev-—
enues of the Purchaser®s System on a parity with or super—
ior to the payment of 1its obligations under this Agree—
ment, except that a Purchaser may enter into such a con-—
tract or agreement of not to exceed two years®" duration
under which the Purchaser®s payment obligation 1is on a
parity with the payment of its obligations under this Ag-—
reement. The limitations of this Section 10(d) shall not
apply to contracts or agreements creating obligations on a
parity with obligations under this Agreement if a written
opinion from a Consultant 1is rendered that (i) the con-—
tract or agreement is reasonably expected to contribute to
the conduct of the business of the Purchaser®s System in
an efficient and economical manner consistent with Prudent
Utility Practice, and (ii) the contract or agreement will
not impair the ability of the Purchaser to raise revenues
sufficient to meet its obligations under this Agreement.
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Section 11. Bond Resolution.

() Amendment or supplementation of Bond Reso—
lution. Except as provided in Section 12, the Authority
will not amend or supplement the Bond Resolution 1in any
manner, or adopt a new Bond Resolution 1in connection with
the refunding of the Bonds, which would materially ad-—
versely affect the ability of a Purchaser to fTulfill the
terms of this Agreement or impose any increased burden or
obligation, financial or otherwise, on a Purchaser, with—
out the consent of the Purchaser, unless:

(i) the Committee has approved the Auth-—
ority"s proposed action by a resolution adopted by
the affirmative vote of members whose Percentage
Shares equal or exceed eighty percent (80%) of Pro—
ject Capacity and of Annual Project Costs; or

(ii) the Committee by majority vote of the
Purchasers requests that Required Project Work be
paid for out of the proceeds of Bonds, and such Work
is projected to cost in excess of the amount of money
then available in the Renewal and Contingency Reserve
Fund established pursuant to the Bond Resolution,
plus available insurance proceeds, 1in which event, if
such Bonds can then be legally 1issued and can be
sold, the Authority shall 1issue such Bonds, payable
from the Revenues of the Project (as defined 1in the
Bond Resolution) , to pay the portion of such costs
which exceed insurance proceeds, if any, and to re-—
store said Reserve Fund to its required level.

((»)) Insurance. The Authority will maintain
physical loss insurance to the extent required by the 3ond
Resolution, and the Authority will consult with the Com-—
mittee as provided 1in Sections 12 and 13 with respect to
the disposition of proceeds of said insurance received as
a consequence of physical destruction or impairment of the
Project, including but not limited to disposition for the
purpose of redemption of Bonds, replacement of the Pro-—
ject, or replacement of power. The Committee shall advise
the Authority from time to time as to the appropriate ex-—
tent of 1iInsurance coverage.

(©) Information. The Authority shall provide
each Purchaser a copy of any report, certificate, letter,
or other communication which the Authority 1is required to
furnish to the Trustee under the Bond Resolution or that
the Trustee furnishes to the Authority.

Section 12. Purchasers®" Consent To Supplemental 3cr.d
Resolutions To Construct The Project. The Purchasers heresy
consent to the adoption by the Authority of supplemental Bcr.d
Resolutions pursuant to Section 11(a), as necessary to comply
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with the Authority®"s obligation to finance and construct the
Project pursuant to Section 6(b) and the Authority"s obligation

under Section 6(d) to use its best efforts to complete the Pro-—
ject expeditiously and 1in accordance with sound engineering
practices and with the provisions of the Bond Resolution. The
Authority shall consult with the Purchasers regarding the pro—
visions to be 1included 1in such supplemental Bond Resolutions,

and shall use 1its reasonable best efforts to comply with the
requests of the Purchasers with respect thereto. Unless other—
wise approved in accordance with Section 11(a)(i), such supple—
mental Bond Resolutions shall:

(a) provide that the total amounts required for
the payment of Debt Service when due shall be,on an an-—
nual basis, as nearly equal as practicable;

() provide that the final maturity of Bonds
issued pursuant to such supplemental Bond Resolutions
shall not be earlier than twenty-five (25) years from the
date when the first of such Bonds is 1issued;

(c) be substantially in the form attached here—
to as Exhibit E, except to the extent that the Authority
finds that modifications are necessary to sell the Bonds
on a tax-exempt basis; and

(d) be adopted no earlier than January 1, 1989.
Section 13. Establishment Of The Committee.

(a) Formation and composition of the Committee.
The partiesagree that a Project Management Committee
("Committee") shall be established on January 15, 1988, or
on such earlier date as may be agreed to by the parties.
The Committee shall consist of the Authority and the Pur—
chasers (including as Purchasers for this purpose both
Homer Electric Association, 1Inc., and Matanuska Electric
Association, 1Inc., for themselves and for AEG&T as a Pur—
chaser represented by and through those utilities). No
Committee member shall obtain an additional vote through
merger with, acquisition of, or assignment from any ocher
Committee member, and AEG&T shall have no direct vote, but
shall be represented by and through Homer Electric Associ —

ation, Inc., and Matanuska Electric Association, Inc.,
each of which shall be entitled to vote as a Purchaser
member for purposes of Committee procedure. Each Commit—

tee member entitled to vote shall name one representative
to serve on the Committee and one designated alternate for
that representative. Each such member shall notify ail
other members 1in writing of the names, addresses, and tel —
ephone numbers of its representative and designated al—
ternate. After it 1is established, the Committee shall
meet not less than once each quarter. Costs of the Com-—
mittee (other than costs incurred by the Authority) which
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are incurred prior to the Date of Commercial Operation
shall be borne by the Purchasers 1in accordance with the
Percentage Shares of each.

() Adoption of rules of procedure. The Com—
mittee shall adopt, by the affirmative vote of a majority
of the Purchasers and the affirmative vote of the Authori—
ty, procedural rules governing the conduct of the Commit—
tee"s affairs. Such rules shall address, among other mat-—
ters, procedures for the periodic selection of Committee
officers, the conduct of Committee meetings, dispute res—
olution, the approval (including possible pre-approval) of
Consultants, and modification of the Committee"s procedur —
al rules, and, to the extent not otherwise specified 1in
this Agreement, such rules shall also specify the applic—
able voting requirements for approval of matters to be
decided by the Committee. Committee approval of opera-—
tions and maintenance arrangements Tfor the Project, the
sufficiency of the annual budget and wholesale power
rates, and the undertaking of Optional Project Work shall
require the affirmative vote of a majority of the Purchas—
ers and the affirmative vote of the Authority.

(c) Committee responsibilities? approval by the
Authority.

(i) As the legal owner and licensee of the
Project, the 1issuer of Project debt, and the agency
charged by statute with various duties affecting or
affected by the Project, the Authority has certain
non-delegable rights, duties, and responsibilities
with respect to the Project. Subject to such non-—
delegable rights, duties, and responsibilities, the
Committee shall be responsible for the management,
operation, maintenance, and 1improvement of the Pro-—
ject, in recognition that as take-or-pay purchasers
of Project Capacity after the Date of Commercial Op-—
eration, the Purchasers have substantial long-ternm
financial interests in, and service and planning re—
sponsibilities affected by, the Project.

(i) The Committee shall take the Tfollow—
ing actions, subject to the provisions of the 3cr.d
Resolution, federal and state law, the requirements
of licensing and regulatory agencies, and the rights
of the Authority and the Purchasers under other pre—
visions of this Agreement:

A) Arrange for the operation and
maintenance of the Project, and the scheduling,
production, and dispatch of Project power;

() Establish procedures for the use
of each Purchaser®s Water Allocation in a manner
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consistent with the needs and desires of other
Purchasers and the capabilities of the Project;

(C) Adopt in each Fiscal Year (and
revise as necessary or prudent during such Fisc—
al Year) a budget of Annual Project Costs for
that Fiscal Year, which budget shall be 1in an
amount estimated by the Committee to be suffic—
ient to pay all Annual Project Costs;

(D) Establish for each Fiscal Year
the estimated Annual Payment Obligation of each
Purchaser,together with a schedule for each

Purchaser of equal monthly payments that such
Purchaser shall be required to make during that
Fiscal Year, which payment schedule shall be (I)
designed to recover such estimated Annual Pay-—
ment Obligation from that Purchaser during the
Fiscal Year, and (Il) revised during such Year
to reflect any revisions to the budget of Annual
Project Costs for that Fiscal Year;

() Determine after the conclusion of
each Fiscal Year the actual Annual Project Costs
for that Fiscal Year, the actual Annual Payment:
Obligation cf each Purchaser for that Fiscal
Year, and the amount of any additional payment
required from (or the amount of any refund to be
returned to) each Purchaser to ensure that the
total of all payments received from each Pur-—
chaser for each Fiscal Year 1is equal to that
Purchaser®"s actual Annual Payment Obligation for
that Fiscal Year;

(D) Evaluate and select among altern—
ative methods (if any) of carrying out and fund-—
ing (including through issuance of bonds) Re-—
quired Project Work;

) Adopt provisions to evaluate and
approve Optional Project Work, and to determine
the compensation (if any) to be provided in ac-—
cordance with Section 4(d) of this Agreement if
the Committee approves any such Optional Project
Work;

H Adopt procedures consistent with
Section 13(f) for the resolution of disputes
that may arise between or among the Purchasers
and the Authority concerning the interpretation
of this Agreement, the obligations created by
this Agreement, or the performance of such ob-—
ligations ;
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) Make an 1initial determination of

"customary™ insurance within the meaning of

Section 714 of the Bond Resolution and determine

the appropriate amount of, and obtain, 1insurance

e for or related to the Project, 1in addition to

such insurance as may be required by the Bond
Resolution;

(@) Adopt maintenance schedules for
the Project that do not interfere unreasonably
with the operations of the Purchasers;

) Adopt and 1implement procedures
relating to electric power reserves for the Pro-—
ject in accordance with Section 5; and

(L) Consider the need for and approve
any additional amount to be added to the Renewal
and Contingency Reserve Fund over and above the
Renewal and Contingency Reserve Requirement pro—
vided under the Bond Resolution.

(iii) If and when no Bonds are outstanc
under the Bond Resolution, and the Bond Resolution 1is
therefore no longer effective, the Committee shall
provide for the establishment of such accounts and
the taking of such actions as may be necessary to
manage the Project.

(D Payment obligation wunimpaired. Notwith—
standing any Committee action or 1inaction under this Ag-—
reement, each Purchaser®s obligation to make the monthly
payments necessary to pay 1its Purchaser®s Percentage Share
of Debt Service, costs of operation and maintenance, and
all other amounts to be paid by Purchasers under this Ag-—
reement shall be absolute and unimpaired.

(e The Authority"s ability to take Required
Action. In the event the Committee fails to take any of
the actions set forth in Section 13(c)(ii)(C)-(E) in a
timely fashion, or fails to take any other action which
the Authority believes to be a Required Action, and as a
result the Authority determines that it will be unable to
meet any of its obligations imposed by statute, by the
Bond Resolution, by this Agreement, or by any licensing or
regulatory agency, then the Authority may (i) adopt a bud-—
get of Annual Project Costs, (ii) estimate the Annual Pay-—
ment Obligation of each Purchaser, (iii) require each Pur—
chaser to make payments on the basis of such estimated
Annual Payment Obligation, and (iv) take such other action
as the Authority deems necessary to meet such obligations.
Failure of the Committee to adopt an Annual Project Budget
by the ninetieth (90th) day prior to the beginning of a
Fiscal Year shall permit the Authority to adopt an Annual
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Project Budget pursuant to this subsection. All actions
and determinations under this Section 13(e) shall be taken
and made in accordance with Prudent Utility Practice.

Purchasersl duties and rights of revi

Each Purchaser shall make payment as required by the Auth—

ority as a result of any action taken by the Authority

under Section 13(e), but such payment shall not constitute

a waiver of any Purchaser®s rights under this Agreement.

Any Purchaser may seek review of such action in accordance

with the dispute resolution procedures adopted by the Com—
mittee, or may seek to enforce this Agreement judicially

in accordance with Section 9(d) 1if no applicable dispute
resolution procedures have been adopted.

Section 14. End Of Project

€)) Authorityls declaration. The Authority
shall declare the Project ended, and the Authority®"s ob-—
ligations to make power available to the Purchasers and to
operate and maintain (or to assure the operation and main-—
tenance of) the Project shall also end, if and when (i)
such a declaration is required under Section 14(b), or
(ii) the Project can no longer be operated 1in accordance
with Prudent Utility Practice.

) Consultant®s report. The Authority shall
make the declaration described 1in Section 14(a) if all of
the following conditions are met:

(i) the Project cannot be operated at full
capacity 1in a manner consistent with Prudent Utility
Practice absent repairs, modifications, or additions
("Repairs"™) to the Project;

(i) a Consultant retained by the Commit—
tee concludes that such Repairs are not <cost-
effective in comparison with other power supply alt—
ernatives then available to the Purchasers; and

(iii) Committee members who are Purchasers
and whose Percentage Shares total eighty percent
(80%) vote that such Repairs should not be undertak—
en.

©) Consequences of Authority®"s declaration.
After the Authority has declared the Project ended, each
Purchaser shall complete 1its payment obligation for Pro—
ject Capacity and associated energy delivered to such Pur—
chaser before the Project ended, and shall do so by paying
its Percentage Share of Annual Project Costs until all
Bonds have been paid or provision has been made for the
payment of the Bonds 1in accordance with the Bond Resolu-—
tion; provided, that from the date on which the Authority
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declares the Project ended, Annual Project Costs shall no
longer include (except with Committee approval) costs oth—
er than those set forth in Sections 8(a)(l), 8(a) (ii),
8 (@ (iti), 8 () (vii) (C), and 8 (a) (vii) (D).

Section 15. Records. In addition to meter records,
the parties shall keep log sheets and other records as may be
needed for the purposes of this Agreement. In keeping books of
account, each Purchaser will, to the extent that different
rules are not prescribed by this Agreement or by federal and
state laws or agencies, follow the system of accounts pre—
scribed for public utilities and licensees by the Federal Ener—
gy Regulatory Commission, except that as long as a Purchaser is
a borrower from REA then it shall follow the system of accounts
prescribed by REA for its electric borrowers.

Section 16. Inspection Of Facilities. For purposes
of this Agreement, each party may, but shall not be. obligated
to, 1inspect any other party"s facilities relating to the Pro-—
ject at any time upon reasonable notice, but such inspection or
failure to inspect shall not render the 1inspecting party, its
officers, agents or employees, Jliable or responsible for any
injury, Jloss, damage, or accident resulting from defects in
such electric installation, or for violation of this Agreement.

Section 17. Covenants To Maintain Integrity Of Ag-—
reement.

(@) Retail rate approval. Each Purchaser will
affirmatively and promptly pursue all administrative and
judicial remedies necessary to secure Alaska Public Utili—
ty Commission approval of retail rates required to meet
the terms of this Agreement where Commission approval is
required.

(b) Compliance with law. Each Purchaser will
take all necessary steps to comply with applicable federal
and state laws and regulations, licenses and permits re—
lating to the use and operation of the Purchaser®s System.

© Sales, mergers, and assignments. No Pur—
chaser shall abandon, sell, mortgage, Jlease or otherwise
dispose of the Purchaser®s System or any assets of that
System (including by sale to or merger with any other
utility), or assign this Agreement or any interest there—
under to any assignee or successor in interest, unless:

(€D such disposal or assignment
with the terms of any of the Purchaser®s covenants or
agreements with the holders of the Purchaser®s bonds,
notes or other evidences of indebtedness relating to
the abandonment, sale, mortgage, 1lease or other dis—
position of property of the Purchaser®s System; and
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(2) such disposal or assignment 1is:

(A) consented to in writing by a maj—
ority of the Committee, 1including the Authori —
ty % representative; or

(B) made to another utility that is
already a Purchaser under this Agreement and 1is
able to meet the obligations resulting from the
disposal or assignment; or

(©) 1limited to assets that the Pur—
chaser determines to be surplus to the needs of
that Purchaser®s System, but the depreciated
value of assets so disposed of or assigned in
any given year shall not exceed five percent
(5%) of the depreciated value of the assets of
the Purchaser®s System prior to the disposal or
assignment; or

() evaluated by a Consultant and
that Consultant certifies that, taking into ac-—
count the other obligations of the Purchaser or
of the assignee or successor in interest (as the
case may be) , the Purchaser or the assignee or
successor in interest 111 have (A) substantial —
ly the same or greate : ability to produce suf-—
ficient revenues to meet its payment obligations
as would the Purchaser absent the transaction,
and (B) the ability toperform all obligations
under this Agreement.

Any assignee of this Agreement must assume in writing all
of the assigning Purchaser®s obligations hereunder, must
pay any amounts due and owing from the assigning Purchaser
hereunder, and (unless the assignee 1is already a Purchas—
er) must provide the Authority and the Purchasers with an
opinion of counsel that this Agreement is enforceable
against the assignee.

(d) Status of Bonds. The parties will not take
anyaction, 1including entry into power sales agreements,
which would cause the interest on any Bond which 1is orig—
inally issued on a tax-exempt basis to become taxable un-—
der the Internal Revenue Code of 1986, as the same may be
amended from time to time.

(e) Licenses and permits. The parties will
take all necessary steps within their control to comply
with applicable federal and state Jlaws and regulations,
and to obtain and thereafter comply with all applicable
licenses and permits relating to the use and operation of
the Project, including without Jlimitation, the Federal
Energy Regulatory Commission Jlicense applicable to the
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Project. The Authority will take all necessary steps to
cause the Federal Energy Regulatory Commission license to
be renewed, 1if necessary, so that it is in effect during
the term of this Agreement or any renewal hereof.

Section 18. Assignment.

(a) Assignment generally. This Agreement shall
inure to the benefit of, and shall be binding upon the
respective successors and assigns of the parties to this
Agreement; provided, that this Agreement or any interest
herein may be transferred or assigned by a Purchaser only
in accordance with the provisions of Section 17(c).

(b) Specific rights and transactions. Notwith—
standing Sections 17(c) and 18(a);

(1) A Cooperative Purchaser shall have the
right to assign its assets, including its rights un—
der this Agreement for security purposes to REA, or
to a lender or guarantor 1in connection with loans to
such Cooperative Purchaser where the proceeds of such
loans are used to refinance obligations of such Coop—
erative Purchaser to REA or the Federal Financing
Bank wunder Section 311 of the Rural Electrification
Act or otherwise; provided, however, that (A) neither
REA nor any secured lender or guarantor exercising
any rights, powers or privileges with respect to this
Agreement under any mortgage, deed of trust or other
security agreement shall be entitled to exercise the
rights of the Cooperative Purchaser under this Agree—
ment wunless the obligations of such Cooperative
Purchaser hereunder shall have been performed, (B) no
such assignment shall in any way relieve such Cooper —
ative Purchaser of any obligations hereunder, and (C)
no assignment shall be permitted hereunder if such
assignment would adversely affect the tax exemption
of interest on any Bonds Outstanding under the Bond
Resolution that originally were 1issued on a tax-
exempt basis.

(2) A Purchaser®"s agreement to resell pow-—
er from the Project shall not be deemed a transfer or
assignment of this Agreement, but neither shall any
such resale of Project power relieve the Purchaser of
any payment obligation under this Agreement.

Section 19. Notices, Computation Of Time And Holi-—
days . Any notice required by this Agreement to be given to ar.v
party shall be effective when it is received by such party, and
in computing any period of time from such notice, such period
shall commence at 12:01 p.m. prevailing time at the place of
receipt on the date of receipt of such notice. Whenever this
Agreement calls for notice to or notification by any party the
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same (unless otherwise specifically provided) shall be in writ—
ing directed to the Authority"s executive director or a Pur—
chaser®"s general manager. If the date for making any payment
or performing any act is a day on which banking 1institutions
are closed in the place where payment is to be made or a legal
holiday, payment may be made or the act performed on the next
succeeding day which is neither a legal holiday nor a day when
banking institutions are closed in such place.

Section 20. Applicable Law. The laws of the State
of Alaska (including without Ilimitation the equal opportunity
laws set forth in AS 18.80.220, as the same may be amended from
time to time) shall govern the interpretation and application
of this Agreement and the actions of the parties hereunder.

Section 21. Availability Of Information. The par—
ties shall make available to each other, for inspection and
copying during business hours, all books, records, plans and
other information relating to any calculation or determination
to be made pursuant to this Agreement.

Section 22. Severability.

(@) Severability generally. If any section,
paragraph, clause or provision of this Agreement or any
agreement referred to in this Agreement shall be Ffinally
adjudicated by a court of competent jJurisdiction to be
invalid or unenforceable, the remainder of this Agreement
shall be unaffected by such adjudication and all the re—
maining provisions of this Agreement shall remain in full
force and effect as if such section, paragraph, clause or
provision or any part thereof so adjudicated to be invalid
had not been included herein.

(b) Correction and substitution. If any sec—
tion, paragraph, clause or provision of this Agreement or
any agreement referred to in this Agreement shall be fi—
nally adjudicated by a court of competent jurisdiction to
be invalid or unenforceable, then and 1in such event the
parties agree that they shall exercise their best efforts
to correct such invalidation and substitute appropriate
agreements and contractual arrangements to achieve the
intent of this Agreement.

(c) References to REA. From and after the time
any Cooperative Purchaser 1is no Jlonger indebted to REA
under any mortgage or other security agreement with REA,
all references to REA and required approvals of the Admin—
istrator of REA provided for in this Agreement shall be of
no further force and effect witn respect to that Coopera—
tive Purchaser.

Section 23. Remedies Cumulative. No remedy confer—
red upon or reserved to the parties hereto 1is intended to be
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exclusive of any other remedy or remedies available hereunder
or now or hereafter existing at law, 1in equity, by statute or
otherwise, but each and every such remedy shall be cumulative
and shall be in addition to every other such remedy.

Section 24. Waiver Not Continuing. Any waiver at
any time by either party to this Agreement of 1its rights with
respect to any default of the other party hereto, or with re—
spect to any other matter arising 1in connection with this Ag-—
reement, shall not be considered a waiver with respect to any
subsequent default, right or matter.

Section 25. Section Headings. The section headings
in this Agreement are for convenience only, and do not purport
to, and shall not be deemed to, define, 1limit or extend the
scope or intent of the section to which they pertain.

Section 26. Multiple Copies. This Agreement shall
beexecuted in several ~counterparts, each of which shall be an
original, but all of which shall constitute one and the same
instrument.

Section 27. Covenant To Act In Good Faith. In order
to permit this Agreement, throughout its term, to be fully ef—
fective iIn accordance with the original intent of the parties,
each party agrees that it shall at all times act in good faith
in performing 1its obligations and 1in exercising 1its rights
under this Agreement.

Section 28. No Third Party Beneficiaries. Notwith—
standing that the operation of this Agreement may and 1is in—
tended to confer benefits on third parties who are not signa-—
tories to this Agreement, this Agreement shall be enforceable
only in accordance with 1its provisions expressly governing en—
forcement. In promising performance to one another under this
Agreement, the parties intend to create binding legal obliga—
tions to and rights of enforcement in (a) one another, and (b)
such assignees or successors in interest of the parties as may
enjoy a right to enforce this Agreement by virture of provis—
ions of this Agreement that expressly create such a right in
such assignees or successors in interest. By entering into
this Agreement, the parties expressly do not intend to create
any obligation or promise any performance to any other third
party, nor have the parties created for any other third party
any right to enforce this Agreement.

Section 29. Excess Payments.
(@) Payments 1in Recognition of Efforts
tain Intertie. In recognition of the Railbelt Energy

Council®s commitment to continue efforts to obtain a sat—
isfactory transmission intertie between Fairbanks and the
Kenai Peninsula, and the Railbelt Energy Council®s recog—
nition of the importance of such an intertie to the well-
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being of the Railbelt region and the Purchasers®" ratepay—
ers, and in anticipation of legislative funding of such an
intertie, the Purchasers agree to make the payments de—
scribed below in excess of actual debt service required
for retirement of Bonds 1issued to pay Recoverable Con—
struction Costs. The Purchasers®™ obligations to make pay-—
ment under this Section 29 are not contingent upon the
success of such continued efforts to obtain a satisfactory
transmission intertie between Fairbanks and the Kenai Pen—
insula.

(b) Calculation of Excess Payment Amount. Sub-—
ject to the limitations set forth m Sections 29(e) and
29(f), upon the retirement of all Bonds issued to pay Re-—
coverable Construction Costs (and of all Bonds 1issued to
refund such Bonds) and the consequent reduction of Debt
Service includable in Annual Project Costs, there shall be
added to and included 1in Annual Project Costs an amount
(the "Excess Payment Amount") calculated as follows:

(i) The average annual Debt Service on
such retired Bonds, less

(i) any debt service included 1in Annual
Project Costs that is associated with bonds or other
debt issued to fund Required Project Work.

In no event shall the Excess Payment Amount be negative.

(©) Payment of Excess Payment Amount. Each
Purchaser shall pay 1its Percentage Share of the Excess
Payment Amount as part of that Purchaser®s Annual Payment
Obligation so long as that Purchaser continues to purchase
Project power under this Agreement or any renewal thereof.

(D Disposition of Payments. All Excess Pay-—
ment Amounts received from Purchasers, and all additional
charges paid pursuant to Section 29(b), shall be paid to
the Authority for deposit into the Railbelt Energy Fund.

() Limitation. Notwithstanding any other pro—
vision of this Section 29, no Purchaser®s Annual Payment
Obligation shall include a charge with respect to any Ex—
cess Payment Amount 1in excess of four cents ($0.04) per
kilowatthour of Project power delivered to such Purchaser.

) Duration. The provisions of this Section
29 shall not serve to extend the term of this Agreement or
any renewal thereof, and shall cease to be effective upon
the expiration or termination of this Agreement (as the
same may be extended through any renewal thereof).
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Section 30. Special Arrangements Regarding AEG&T.

(a) Contracts acknowledged. The parties recog—
nize that Homer Electric Association, Inc. ("HEA") and
Matanuska Electric Association, Inc. ("MEA"), have previ—
ously entered into contracts with the Alaska Electric Gen—
eration & Transmission Cooperative, Inc. ("AEG&T"), and
that under such contracts AEG&T is to sell and HEA and MEA
are to buy electric power in amounts necessary to meet the
full requirements of HEA and MEA, such power to be gen-—
erated by AEG&T or to be purchased by AEG&T from other
suppliers. Under this Agreement, therefore, AEG&T 1is a
Purchaser on behalf of HEA and MEA, and AEG&T"s payment
obligations are secured by HEA®s and MEA®"s respective ob—
ligations to provide at all times the monies necessary for
the performance of AEG&T"s payment obligations, as more
fully described in Section 30(b).

(b) Treatment of HEA and MEA as Purchasers for
certain purposes. HEA and MEA shall have all the rights
and obligations of individual Purchasers and/or Coopera—
tive Purchasers with respect to Sections 2(a), 4(d), 6(e),
8(a) (vii) (® , 10, 13(c), 13(d), 15, 17, 18, 31, and 32,
unless the context otherwise requires. If AEG&T at any
time fails to meet its payment obligations under this Ag-—
reement, then to the extent of such failure by AEG&T and
for so long as such failure continues, HEA and MEA shall
each be obligated to meet directly its respective share of
AEG&T"sg payment obligations in the same manner as if HEA
and MEA were individual Purchasers obligated to make pay-—
ment in accordance with Section 7 and Section 9. All
rights and remedies available to the Authority and/or to
the other Purchasers against AEG&T shall also be available
to the Authority and the other Purchasers against HEA and
MEA to the extent of the respective individual share of
HEA and/or MEA, as applicable. For purposes of this Sec—
tion 30(b), HEA®"s share shall be a Percentage Share of
Project Capacity equal to 12.0 percent, and MEA®"s share
shall be a Percentage Share of Project Capacity equal to
13.8 percent.

(c) Arrangements among HEA, MEA, and AEG&T. In
accordance with the provisions of Section 30(a) and sub-—
ject to the provisions of Section 30(b), AEG&T as a Pur—
chaser hereunder shall act on behalf of HEA and MEA for
purposes of power deliveries, billing, payment, notifica—
tion, and other communications under this Agreement.
AEG&T shall be, on behalf of HEA and/or MEA, the Purchaser
from the Authority and the re-seller to HEA and/or MEA of
power to be taken by HEA and/or by MEA under this Agree—
ment. Further, AEG&T will receive, on behalf of HEA
and/or MEA, all billings and other communications under
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this Agreement, and AEG&T will be required to pay such
bills for and on behalf of HEA and/or MEA from funds made
available to AEG&T by HEA and/or MEA for this purpose.

Section 31. Capitalization Of Certain Costs Of Pur—
chasers .

() Promptly after the Committee is formed, and
before the Authority fir3t 1issues Bonds, the Purchaser
members of the Committee shall determine by the affirma—
tive vote of members whose Percentage Shares equal or ex—
ceed eighty percent (80%) of Project Capacity and of An—
nual Project Costs:

(i) whether and to what extent the costs
borne by the Purchasers pursuant to the last sentence
of Section 13(a) should be capitalized through issu—
ance of additional Bonds, with the costs of debt ser—
vice on those additional Bonds to be added to Annual
Project Costs? and

(ii) whether and to what extent the costs
incurred by the 1individual Purchasers 1in conjunction
with this Agreement prior to the Date of Commercial
Operation should be capitalized and reimbursed
through issuance of additional Bonds, and whether and
to what extent the costs of debt service on those
additional Bonds should be added to Annual Project
Costs and allocated among Purchasers either 1in ac—
cordance with their respective Percentage Shares or
in some other manner.

() If the Purchasers provide the Authority
with a written determination that additional Bonds should
be 1issued for either or both of the foregoing purposes,
then notwithstanding any other provision of this Agree—
ment, the Authority shall 1issue additional Bonds in the
requisite principal amount, allocate the proceeds of such
additional Bonds among the appropriate Purchasers in ac-—
cordance with such written determination, and include the
costs of debt service on such additional Bonds in Annual
Project Costs; provided, that the Authority shall not be
obligated to issue such additional Bonds unless the Auth-—
ority is reasonably able to do so in conjunction with the
issuance of other Bonds? and provided further, that the
allocation among Purchasers of the costs of debt service
on additional Bonds 1issued for the purpose set forth in
Section 31(a)(ii) shall be made in the manner specified in
such written determination.

Section 32. Efforts To Obtain Intertie. The Pur-—

chasers recognize the importance of the completion of a satis-—
factory high-capacity Fairbanks to Kenai Peninsula transmission
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intertie, and of full $218 million funding for the Project, and
agree to continue all reasonable efforts to obtain sufficient
state funding for such transmission intertie and Bradley Lake.

IN WITNESS WHEREOF, the parties have caused this Ag-—
reement to be executed the day and year first above written.

THE ALASKA POWER AUTHORITY

By

As

ALASKA ELECTRIC GENERATION & TRANSMISSION COOPERATIVE, INC.

By

As

CHUGACH ELECTRIC ASSOCIATION, INC.

By

As

HOMER ELECTRIC ASSOCIATION, INC.

By

As
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GOLDEN VALLEY ELECTRIC ASSOCIATION, INC.

By

AS

MATANUSKA ELECTRIC ASSOCIATION, INC.

As

THE MUNICIPALITY OF ANCHORAGE d/b/a MUNICIPAL LIGHT AND POWER

By

As

THE CITY OF SEWARD d/b/a SEWARD ELECTRIC SYSTEM

By

As
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ALASKA POWER AUTHORITY

POWER REVENUE BOND RESOLUTION

3E IT RESOLVED by the Board of Directors of the
Alaska Power Authority, as follows:

ARTICLE 1
Definitions and Statutory Authority

101. Definitions. The following terms shall, for
purposes of this Resolution, have the following meanings:-

"Accountant®s Certificate” shall mean a certificate
signed by a firm of independent certified public accountants of
recognized national standing, selected by the Authority and
approved in writing by the Trustee (which approval shall not be
unreasonably withheld), which may be the firm of accountants
which regularly audits the books of the Authority, provided
that, if the Trustee shall fail to so approve, it shall deliver
to the Authority a statement of its reasons for such Tfailure.

"Act" shall mean Title 44, Chapter 83 of the Alaska
Statutes (AS 44.83) as the same may be amended or supplemented
from time to time.

"Additional 3onds"™ shall mean Bonds authenticated and
delivered pursuant to Section 204.

"Aggregate Debt Service" for any period shall mean,
as of any date of calculation, the sum of the amounts of Debt
Service for such period with respect to all Series.

"Annual Budget™ shall mean the annual budget, as
amended or supplemented, adopted or in effecr for a particular
Fiscal Year as provided in Section 709.

"Annual Project Costs" shall have the meaning given
it in Section 8 of the Power Sales Agreement.

"Authority" shall mean the Alaska Power Authority
organized and existing under the Act.

"Authorized Officer"” shall mean the Chairman of the
Board of Directors, Vice Chairman of the Board of Directors,



Executive Director, Secretary or Treasurer or any officer or
employee of the Authority authorized to perform specific acts or
duties by resolution duly adopted by the Board of Directors.

"Board of Directors”™ shall mean the Board of Direc—
tors of the Authority.

"Bond" or "Bonds" shall mean any bond or bonds, note
or notes, or evidence of indebtedness or evidences of indebted—
ness, as the case may be, authenticated and delivered under and
pursuant to, and entitled to the benefit® and security of, this
Resolution.

"Bondholder"” or "Holder of Bonds"™ shall mean any
person who shall be the registered owner of any Bond or Bonds.

"Bond Registrar™ shall mean the Trustee or any other
bank or trust company organized under the laws of any state of
the United States of America or any national banking association
appointed by the Authority to perform the duties of Bond Regis—
trar enumerated in Section 703.

"Bond Year" shall mean each period of 12 calendar
mcnths ending on each July 1.

"Capital Improvements"™ shall mean (a) repairs,
maintenance, renewals, replacements, 1improvements or betterments
required by federal or state law, a licensing or regulatory
agency with jurisdiction over the Project, or the Power Sales
Agreement, or otherwise necessary to keep the Project in good
and efficient operating condition, consistent with (1) sound
economics for the Project and the Purchasers and (2) national
standards for the industry, which Capital Improvements consti—
tute Required Project Work under the Power Sales Agreement; or
(b) repairs, renewals and replacements, improvements, better—
ments, additions or expansions which Capital Improvements do not:
constitute Required Project Work, but which in each case are
approved by the Committee as Optional Project Work pursuant to

the Power Sales Agreement. For purposes of this Resolution,
"national standards for the industry” shall mean Pruder.- Utility
Practice.

"Capital Reserve Fund"” shall mean the Capital Reserve
Fund established in Section 502.

"Capital Reserve Requirement™ shall mean (i) an
amount equal to the lesser of Maximum Aggregate Debt Service or
ten per cent of the proceeds of Bonds; or (ii) such other lesser
amount as is required in order to maintain the tax-exempt status
of the Bonds.
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"Code"™ shall mean the Internal Revenue Code of 1986,
as amended.

"Committee" shall mean the Project Management Commit—
tee established in the Power Sales Agreement.

"Construction Engineer" means an independent engineer
or engineering firm or corporation having a nationwide and
favorable reputation and demonstrated experience in the field of
construction engineering and construction management at the time
retained by the Authority to perform the acts and carry out the
duties provided for such Construction Engineer 1in this Resolu—
tion.

"Construction Fund™ shall mean the Construction Fund
established in Section 502.

"Consulting Engineer™ means an independent engineer
or engineering firm or corporation having a nationwide and
favorable reputation and demonstrated experience in the field of
consulting engineering for power systems at the time retainedby
the Authority pursuant to Section 708 to perform the acts and
carry out the duties provided for such Consulting Engineer in
this Resolution.

"Cost of Acquisition and Construction”™ shall mean all
costs and expenses of planning, designing, acquiring, con-—
structing, installing and financing the Project or a Capital
Improvement, placing the Project or a Capital Improvement in
operation, and obtaining governmental approvals, certificates,
permits and licenses with respect thereto, heretofore or hereaf—
ter paid or incurred by or on behalf of the Authority or by any
Purchaser which has heretofore entered into a contract or con—
tracts with the Authority with respect to construction or acqui—
sition of the Project or a Capital Improvement. Such costs
shall include amounts required to be paid to any other party
which are applied or are to be applied under agreement to the
payment of items of Cost of Acquisition and Construction. The
Cost of Acquisition and Construction shall include, but shall
not be limited to:

(1) Costs of preliminary investigation and develop—
ment, the performance or acquisition of feasibility and planning
studies, the securing of regulatory approvals, as well as costs
for land and land rights, water and water rights, engineering,
contractors® fees, labor, materials, equipment, utility services
and supplies, accounting, legal and financing fees and expenses;

(2) Working capital and reserves in such amounts as
shall be required during construction of the Project or a Capi—
tal Improvement and to place the Project or a Capital

POWER REVENUE BOND RESOLUTION
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Improvement in operation and such additional amounts of working
capital and reserves as are required by this Resolution;

3) Interest accruing in whole or in part on 3onds
prior to and during construction and for such additional period
as the Authority may reasonably determine to be necessary for
the placing of the Project or a Capital Improvement or any
facility thereof in operation in accordance with the provisions
of this Resolution;

(4) Amounts, 1if any, required by this Resolution or
a Supplemental Resolution to be paid from the proceeds of Bonds
issued to finance the Cost of Acquisition and Construction into
any Funds or Accounts established pursuant to this Resolution;

(5) The payment of principal, premium, 1if any, and
interest when due (whether at the maturity of principal or at
the due date of interest or upon redemption) on any bond antici—
pation note or other note or evidence of indebtedness 1issued 1in
anticipation of Bonds for the purpose of financing the Cost of
Acquisition and Construction of the Project or a Capital Im—
provement, 1including, without limitation, the Variable Rate
Demand Bonds;

(6) Training and testing costs incurred by the
Authority which are properly allocable to acquisition and con—
struction;

(7) All costs of insurance applicable to the period
of construction;

(8) The cost of restoring and repairing in accord—
ance with Prudent Utility Practice all public or private proper—
ty damaged or destroyed in the construction of the Project or a
Capital Improvement, or the amount required by law to be paid by
the Authority as adequate compensation for such damages, or
amounts required by law or Prudent Utility Practice to be paid
with respect to the restoration, relocation, removal, recon—
struction or duplication of property made necessary or caused by
the construction and installation of such Project or a Capital
Improvement to the extent such costs are not otherwise paid out
of the proceeds of insurance;

(9) Legally required or permitted Federal, state and
local taxer and payments in lieu of taxes applicable to the
period of construction;

(10) All other costs incurred by or on behalf of the
Authority and properly allocable to the acquisition and con—
struction of "¢ Project or a Capital Improvement; and

POWER REVENUE BOND RESOLUTION
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(11) Costs of Issuance.

"Costs of Issuance" shall mean any item of expense
payable or reimbursable, directly or indirectly, by the Authori—
ty and related to the authorization, offering, sale, issuance
and delivery of Bonds, including, but not limited to, printing
costs, costs of preparation and reproduction of documents, fil—
ing and recording fees, initial fees and charges of any Fiduci—
ary, legal fees and disbursements, fees and disbursements of the
Consulting Engineer, fees and disbursements of other consultants
and profe.ssionals, costs of credit ratings, fees and charges for
preparation, execution, transportation a"d safekeeping of Bonds,
application fees and premiums on municipal bond insurance,
credit fcicility charges and costs and expenses relating to the
refunding of Bonds or other obligations issued to finance or
refinance the Project or a Capital Improvement, including, but
not limited to, the refunding of the Variable Rate Demand Bonds
and any obligations of the Authority outstanding at the time of
adoption of this Resolution, the proceeds of which were applied
to pay the Cost of Acquisition and Construction of the Project.

"Counsel®"s Opinion" or "Opinion of Counsel"™ shall
mean an opinion of counsel of nationwide recognized standing in
the field of municipal bonds, selected by the Authority and
satisfactory to the Trustee.

"Date of Commercial Operation" shall have the meaning
ascribed thereto in the Power Sales Agreement.

"Debt Service"™ for any period shall mean, as of any
date of calculation and with respect to any Series, an amount
equal to the sum of (i) interest accruing during such period on
Bonds of such Series, except to the extent that such interest is
to be paid from deposits in the Interest Account in the Debt
Service Fund made from Bond proceeds and (ii) that portion of
each Principal Installment for such Series which would accrue
during such period if such Principal Installment were deemed to
accrue daily in equal amounts from the next preceding Principal
Installment due date for such Series (or, if there shall be no
such preceding Principal Installment due date, from a date one
year preceding the due date of such Principal Installment or
from the date of issuance of the Bonds of such Series, whichever
date 1is later). Such 1interest and Principal Installments for
such Series shall be calculated on the assumption that no Bonds
of such Series Outstanding at the date of calculation will cease
to be Outstanding except by reason of the payment of each
Principal Installment on the due date thereof. For purposes if
this definition (x) interest and Principal Installments with
respect to interest accreting on compound interest or zero
coupon or like interest paying Bonds shall be deemed to accrue
in the 12 mraths immediately prior to the final maturity of such
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Bonds; and (y) the Authority may determine that interest will
accrue on variable rate Bonds at a rate equal to the actual rate
during a prior period.

"Debt Service Fund"™ shall mean the Debt Service Fund
established in Section 502.

"Depositary"™ shall mean any bank or trust company
organized under the laws of any state of the United States or
any national banking association selected by the Authority and
approved in writing by the Trustee as a depositary of moneys and
securities held under the provisions of this Resolution, and may
include the Trustee; provided that, if the Trustee shall fail to
so approve, it shall deliver to the Authority a statement of its
reasons for such failure.

"Event of Default"” shall have the meaning given to
such term in Section 801.

"Excess Investment Earnings" shall mean for each Bond
Year, the excess of (i) the amount earned on certain investments
held under this Resolution, or otherwise constituting gross
proceeds of the Bonds under Section 148(f)(6)(B) of the Code, as
specified in the Supplemental Resolution authorizing the issu—
ance of such Bonds (excluding amounts held in the Excess Invest—
ment Earnings Fund and amounts 1in the Revenue Fund but including
unrealized gains and losses upon the retirement of such Bonds
over (ii) the amount that would have been earned on such invest—
ments at the yield on such Bonds (determined on a present value
basis from the date of issuance of such Bonds, without adjust—
ment for costs of issuance).

"Excess Investment Earnings Fund" shall mean the
Excess Investment Earnings Fund established in Section 502.

"Federal Obligation” shall mean any direct obligation
of, or any obligation the full and timely payment of principal
of and interest on which is guaranteed by, the United States of
America.

"Fiduciary"™ or "Fiduciaries" shall mean the Trustee,
the Bond Registrar, the Paying Agents, or any or all of them, as
may be appropriate.

"Fiscal Year" shall mean the twelve-month period
commencing on July 1 of each year and including June 30 of the
succeeding calendar year.

"Fund" or "Funds" shall mean, as the case may be,
each or all of the Funds established in Section 502.
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"Interest Account”™ shall mean the Interest Account in
the Debt Service Fund established in Section 507..

"Investment Securities”" shall mean and include any of
the following securities, if and to the extent the same are at
the time legal for investment of the Authority"s funds:

(i) Federal Obligations;

(ii) obligations of the Government National
Mortgage Association-, the Federal National Mortgage Asso—
ciation to the extent that such obligations are guaranteed
by the Government National Mortgage Association, the
Federal Financing Bank, the Federal IntermediateCredit
Banks, Federal Banks for Cooperatives, Federal Land Banks,
Federal Home Loan Banks, Farmers Home Administrationand
Federal Home Loan Mortgage Association;

(ii) new housing authority bonds 1issued
public agencies or municipalities and fully secured as to
the payment of both principal and interest by a pledge of
annual contributions under an annual contributions con—
tract or contracts with the United States of America; or
project notes issued by public agencies or municipalities
and fully secured as to the payment of both principal and
interest by a requisition or payment agreement with the
United States of America;

(iv) direct and general obligations of any state
of the United States of America, to the payment of the
principal of and interest on which the full faith and
credit of such state is pledged, provided that at the time
of their purchase under this Resolution such obligations
are rated not less than AA or Aa or their equivalents by
Moody"s Investors Services, Inc. or Standard & Poor"s
Corporation, or their successors;

(v) evidences of ownership of interests in
Federal Obligations in the custody of a bank or trust
company organized under the laws of any state or any
national banking association in each case having capital
and surplus not less than $200,000,000 in amount;

(vi) certificates of deposit, whether negotiable
or nonnegotiable, issued by any bank or trust company
organized under the laws of any state of the United States
of America or any national banking association (including
any Fiduciary), provided that such certificates of deposit
shall be purchased directly from such a bank, trust
company or national banking association and shall be
either (1) continuously and fully insured by the Federal
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Page 7 A7801FJG

by



Deposit Insurance Corporation, or (2) continuously and
fully secured by Qualified Collateral, which shall have a
market value (exclusive of accrued interest) at all times
at least equal to 100% of the principal amount of such
certificates of deposit and shall be lodged with the trust
department of the Trustee or with a Federal Reserve Bank
or branch, as custodian, by the bank, trust company or
national banking association issuing each such certificate
of deposit required to be so secured;

(vii) repurchase agreements with banks which are
members of the Federal Reserve System or with government
bond dealers recognized as primary dealers by the Federal
Reserve Bank of New York that are secured by Federal
Obligations or the obligations referred to in paragraph
(ii) (herein called "Other Obligations"), having a current
market value at least equal to 100% of the amount of the
repurchase agreement, marked to market weekly, and which
Federal Obligations or Other Obligations shall have been
deposited in trust by such bank or dealer with the trust
department of the Trustee or with a Federal Reserve Bank
or branch, or with another third party custodian approved
by the Trustee, by such bank or dealer and by the Authori—
ty, as collateral security for such repurchase agreements;
and

(viii) "commercial paper" rated either A-1 or P-I,
or corporate bonds or notes, 1in each case issued by a
United States corporation, rated in one of the two highest
rating categories by any nationally recognized agency.

"Maximum Aggregate Debt Service" shall mean, as of
any date of calculation, the greatest amount of Aggregate Debt
Service payable in any unexpired Bond Year.

"Operating Expenses"™ shall mean (i) the Authority's
operation, maintenance, administrative and general expenses of
the Project, and shall include, without limiting the generality
of the foregoing, costs of investigations, 1insurance, ordinary
repairs of the Project which do not entail the acquisition and
installation of a unit of property (as generally prescribed by
the Federal Energy Regulatory Commission), fuel costs, rents,
engineering expenses, legal and financial advisory expenses,
Committee expenses, refunds for overpayments by Purchasers,
salaries and required Project employee costs, any taxes or
payments in lieu of taxes pursuant to the Act or otherwise
pursuant to law, (ii) any other current expenses or obligations
required to be paid by the Authority under the provisions of
this Resolution or by law, all to the extent properly allocable
to the Project, or required to be incurred under or in connec—
tion with the performance of the Power Sales Agreement, and
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(iii) the fees and expenses of the Fiduciaries. Operating
Expenses includes all the items listed in Section 8(a) of the
Power Sales Agreement under the definition of Annual Project
Costs except the-items listed under Section 8(a)(i), (ii) and
(iv). Operating Expenses shall not include any costs or expens-—
es for new construction or any allowance for depreciation.

"Operating Fund"™ shall mean the Operating Fund estab—
lished in Section 502.

"Operating Reserve Account”™ shall mean the Operatin9
Reserve Account established in Section 502.

"Operating Reserve Account Requirement™ shall mean an
amount equal to 20 percent of the Operating Expense component of
the Annual Budget as calculated annually, or such other amount
as may be determined pursuant to the Power Sales Agreement.

"Optional Project Work™ shall have the meaning given
it in Section 1 of the Power Sales Agreement.

"OQutstanding"™, when used with reference to Bonds,
shall mean, as of any date, Bonds theretofore or thereupon being
authenticated and delivered under this Resolution except:

(i) Bonds cancelled by the Trustee at or prio
to such date;

(i) Bonds (or portions of Bonds) for the pay—
ment or redemption of which moneys equal to the principal
amount or Redemption Price thereof, as the case may be,
with interest to the date of maturity or redemption date,
shall be held in trust under this Resolution and set aside
for such payment or redemption (whether at or prior to the
maturity or redemption date), provided that if such Bonds
(or portions of Bonds) are to be redeemed, notice of such
redemption shall have been given as in Article 1V provided
or provision satisfactory to the Trustee shall have been
made for the giving of such notice;

(iii) Bonds in lieu of or in substitution for
which other Bonds shall have been authenticated and deliv—
ered pursuant to Article 11l or Section 406 or Section
1106; and

(iv) Bonds deemed to have been paid as provided
in subsection 2 of Section 1201.

"Paying Agenc" shall mean any bank or trust company
organized under the laws of any state of the United States or
any national banking association designated as paying agent for
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the 5onds of any Series, and its successor or successors hereaf—
ter appointed in the manner provided in this Resolution.

"Power Sales Agreement” shall mean the Power Sales
Agreement for the purchase and sale of Project capacity (togeth—
er with associated energy) dated as of be —
tween the Authority and the Purchasers as the same may be
amended.

"Principal Account™ shall mean the Principal Account
in the Debt Service Fund established in Section 502.

"Principal Installment” shall mean, as of any date of
calculation and with respect to any Series, so long as any Bonds
thereof are Outstanding, (i) the principal amount of Bonds of
such Series due on a certain future date for which no Sinking
Fund Installments have been established, or (ii) the unsatisfied
balance of any Sinking Fund Installments due on a certain future
date for Bonds of such Series, plus the amount of the sinking
fund redemption premiums, if any, which would Le applicable upon
redemption of such Bonds on such future date in a principal
amount equal to said unsatisfied balance of such Sinking Fund
Installments, or (iii) if such future dates coincide as to
different Bonds of such Series, the sum of such principal amount
of Bonds and of such unsatisfied balance of Sinking Fund In—
stallments due on such Tfuture dateplus such applicable redemp—
tion premiums, if any.

"Project" shall mean the Bradley Lake Hydroelectric
Project, as the same is described on Exhibit C to the Power
Sales Agreement.

"Project Capacity"” means the amount of electric
capacity capable of being produced by the Project (including
capacity attributable to Required or Optional Project Work) at
any and all times from the Date of Commercial Operation until
the termination of the Power SalesAgreement(or any renewal or
replacement thereof) under the operating conditions that exist
during such times, including periods when the Project may be not
operating or inoperable or the operation thereof 1is suspended,
interrupted, interfered with, reduced, or curtailed, 1in each
case in whole or in part for any reason whatsoever, after
corrections for station and Project use, and depletions required
under any federal license for the Project.

"Prudent Utility Practice"™ shall mean at a particular
time any of the practices, methods and acts, engaged in or
approved by a significant portion of the electric utility indus—
try at such time, or which, 1in the exercise of reasonable judg-—
ment in the light of the facts known at such time, could have
been expected to accomplish the desired result at the lowest
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reasonable cost consistent with good business practices, reli—
ability, safety and reasonable expedition. Prudent Utility
Practice 1is not required to be the optimum practice, method or
act to the exclusion of all others, but rather to be a spectrum
of possible practices, methods or acts which could have been
expected to accomplish the desired result at the lowest reason—
able cost consistent: with reliability, safety and expedition.
Prudent Utility Practice includes due regard for manufacturers”
warranties and requirements of governmental agencies of compe—
tent jurisdiction and shall apply not only to functional parts
of a Project, but also to appropriate structures, landscaping,
painting, signs, lighting and other facilities. In evaluating
whether any matter conforms to Prudent Utility Practice, there
shall be taken into account (i) the nature of the Authority and
Purchasers under the laws of the State of Alaska and their
statutory duties and responsibilities and (ii) the objective of
integrating the Project with the generating resources of the
Purchasers, including resources available under contract, to
achieve optimum utilization of the resources and efficient and
economical operation of each Purchaser®s electrical system. For
purposes of this Resolution, "national standards for the indus—
try" shall mean Prudent Utility Practice.

"Purchasers”™ shall mean the entities defined as
Purchasers in the Power Sales Agreement.

"Qualified Collateral”™ shall mean:

(1) Obligations described under items (i), (I
and (iii) of the definition of Investment Securities;

(i) direct and general obligations of any stal
of the United States of America which are rated not less
than AA or Aa or their equivalents by Standard & Poor"s
Corporation or Moody"s |Investor®s Service, 1Inc., or their
successors.

"Redemption Price"™ shall mean, with respect to any
Bond, the principal amount thereof plus the applicable premium,
if any, payable upon redemption thereof pursuant to such Bond or
this Resolution.

"Refunding Bonds"™ shall mean all Bonds, whether
issued in one or more Series, authenticated and delivered on
original issuance pursuant to Section 205, and any Bonds there—
after authenticated and delivered in lieu of or in substitution
for such Bonds pursuant to Article 111 or Section 406 or Section
1106.

"Renewal and Contingency Reserve Fund" shall mean the

Renewal and Contingency Reserve Fund established in Section 502.
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"Renewal and Contingency Reserve Requirement™ shall
mean an amount equal to $5,000,000.

"Required Project Work™ shall have the meaning given
it in Section 1 of the Power Sales Agreement.

"Resolution”™ shall mean this Resolution as from time
to time amended or supplemented by Supplemental Resolutions in
accordance with the terms hereof.

"Revenue Fund" shall mean the Revenue Fund estab—
lished in Section 502.

"Revenues" shall mean (i) all revenues, income, rents
and receipts, derived or to be derived by the Authority from, or
attributable to the ownership and operation of, the Project,
including all revenues attributable to the Project or to payment
of the costs thereof including, without limitation, all revenues
received or to be received by the Authority under the Power
Sales Agreement or under any other contract for the sale of
power, energy, transmission or other service from the Project or
any part thereof or any contractual arrangement with respect to
the use of the Project or any portion thereof or the services,
output or capacity thereof, and (ii) interest received or to be
received on any moneys or securities (other than in the Con—
struction Fund or in the Excess Investment Earnings Fund) held
pursuant to this Resolution and required to be paid into the
Revenue Fund.

"Series" shall mean all of the Bonds authenticated
and delivered on original issuance and identified pursuant to
this Resolution or a Supplemental Resolution authorizing such
Bonds as a separate Series of 5onds, and any 3onds thereafter
authenticated and delivered in lieu of or in substitution for
such Bonds pursuant to Article 11l or Section 406 or Section
1106, regardless of variations in maturity, interest rate,
Sinking Fund Installments, or other provisions.

"Sinking Fund Installment”™ means, as of any particu—
lar date of determination and with respect to the Outstanding
Bonds of any Series, the amount required by a Supplemental
Resolution to be paid in any event by the Authority on a single
future date for the retirement of Bonds of such Series which
mature after said future date, but does not include any amount
payable by the Authority by reason only of the maturity of a
Bond.

"Supplemental Resolution”™ shall mean any resolution
supplemental to or amendatory of this Resolution, adopted by the
Authority in accordance with Article X.
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"Trustee™ shall mean the trustee appointed pursuant
to Article IX, and its successor or successors and any other
corporation which may at any time be substituted in its place
pursuant to this Resolution.

"Variable Rate Demand Bonds"™ shall mean the
$267,500,000 Alaska Power Authority Variable Rate Demand 3onds
(Bradley Lake Hydroelectric Project) dated November 20, 1985.

102. Interpretation. In this Resolution, unless

context otherwise requires:

(i) The terms "hereby," "hereof," "hereto,"

"hereunder, "herein" and any similar terms used herein
refer to this Resolution, and the term "hereafter”™ shall
mean after, and the term "heretofore"™ shall mean before,
the date of adoption of this Resolution;

(i) Words of the masculine gender shall
and include correlative words of the feminine and neuter
genders and words importing the singular number shall mean
and include the plural number and vice versa;

(iii) Words importing persons shall include

firms, associations, partnerships (including limited
partnerships), trusts, corporations and other legal enti—
ties, including public bodies, as well as natural persons;

th

(iv) Words 1importing the redemption or redeemin

of a Bond or the calling of a Bond for redemption do not
include or connote the payment of such Bond at its stated
maturity or the purchase of such Bond;

) Any percentage of Bonds, for purposes of

this Resolution, shall be computed on the basis of the
unpaid principal amount of Bonds Outstanding at the time
the computation is made or is required to be made hereun—
der;

(vi) Any heauings preceding the text of the

several Articles and Sections of this Resolution, and any
table of contents or marginal notes appended to copies
hereof, shall be solely for convenience of reference and
shall not constitute a part of this Resolution, nor shall
they affect its meaning, construction or effect;

(vii) Articles and Sections mentioned by number

only are the respective Articles and Sections of this
Resolution so numbered; and
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(viii) The term "principal”™ when used in connec-
tion with compound interest or zero coupon or like inter—
est paying Bonds shall mean the initial principal amount
of such 50"nds as at their date of issuance plus interest
accreted thereon tc the date of calculation.

103. Authority for this Resolution.. This Resolution
is adopted pursuant to the provisions of the Act. The Board of
Directors has ascertained and hereby determines and declares
that adoption of this Resolution 1is necessary to carry out the
powers and duties expressly provided by the Act, that each and
every act, matter, thing or course of conduct as to which
provision is made in this Resolution is necessary or ccnvenient
in order to carry out andeffectuate the purposes of the Author—
ity in accordance with the Act and to carry out powers expressly
given in the Act, ard that each and every covenant or agreement
herein contained and made is necessary, useful or convenient in
order to better secure the Bonds and a < contracts or agreements
necessary, useful and convenient to cart/ out andeffectuate the
corporate purposes of theAuthority under the Act.

104. Resolution to Constitute Contract. In consid-—
eration of the purchase and acceptance of any and all of the
Bonds authorized to be issued hereunder by those who shall hole
the same from time to time, this Resolution shall be deemed to
be and shall constitute a contract between the Authority and the
holders from time to time of the Bonds, a trust agreement under
the Act and a security agreement under the Alaska Uniform
Commercial Code. The pledge and assignment made in this Resolu—
tion and the covenants and agreements herein set forth to be
performed on behalf of the Authority shall be for the equal
benefit, protection and security of the holders of any and all
of the Bonds, all of which, regardless of thu time or times of
their authentication and delivery or maturity, shall be of equal
rank without preference, priority or distinction of any o the
Bonds over any other thereof except as exprersly provided m or
permitted by this Resolution.

105. Obligation of Bonds. The Bonds shall be direct
and general obligations of the Authority, and the full faith ar.d
credit of the Authority are hereby pledged to the payment of the
principal of and interest on the Bonds in accordance with their
terms. All Bonds shall be entitled to the benefit of the
continuing pledge and lien created by this Resolution to secure
the full and final payment of the principal and Redemption Price
of and interest on all of the Bonds.
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ARTICLE 11
Authorization and Issuance of Sonds

201. Authorization of Sonds. 1. The Resolution
provides for the authorization of Bonds of the Authority to be
designated as "Power Revenue Bonds™ for the purpose of providing
funds for the financing or refinancing of the Project and
Capital Improvements. The aggregate prinripal amount of the
Bonds which may be executed, authenticated and delivered under
this Resolution is not limited except as may hereafter be
provided in this Resolution, or as may be limited by the Fower
Sales Agreement or by law.

2. The Bonds may, if and when authorized by the
Authority pursuant to one or more Supplement* . Resolutions, be
issued in one or more Series, and the designation thereof, in.
addition to the name "Power Revenue Bonds"™, shall include such
further appropriate particular designation added to or incorpo—
rated in such title for the Bonds of any particular Series as
the Authority may determine. Each Bond shall bear upon its face
the designation so determined for the Series to which it be—
longs .

3. Nothing contained In this Resolution shall be
deemed to preclude or restrict the consolidation pursuant to a
Supplemental Resolution of any Bonds of two or more separate
Series authorized pursuant to such Supplemental Resolution to be
issued pursuant to any of the provisions of Sections 202, 204
and 205 into a single Series of Bonds for purposes of sale and
issuance; provided that each of the tests, conditions and other
requirements contained in Sections 202, 204 and 205 as applica—
ble to each such separate Series shall be met and complied with.
Except as otherwise provided in this subsection or in such
Supplemental Resolution, such a consolidated Series shall be
treated as a single Series for all purposes of this Resolution.

202. General Provisions for Issuance of Bonds. 1.
All (but not less than all) the Bonds of each Series shall be
executed by the Authority for issuance under this Resolution and
delivered to the Trustee and thereupon shall be authenticated by
the Trustee and by it delivered to the Authority or upon its
older, but only upon the receipt by the Trustee of:

() A Counsel®™s Opinion to the effect that
(i) the Authority has the right and power under the Act as
amended to the date of such Opinion to adopt this Resolu—
tion, and this Resolution has been duly and lawfully
adopted by the Authority, 1is in full force and effect and
is valid and binding upon the Authority in accordance wizh
its terms, and no other authorization for this Resolution
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is require"-~ (ii) the Authority has the right and power
under the Act as so amended to enter into the Power Sales
Agreement and the Power Sales Agreement is valid and
binding upon the Authority 1in accordance with its terms,
and no other authorization for the Power Sales Agreement
is required; (iii) this Resolution creates the valid
pledge and assignment which it purports to create of the
Revenues, moneys, securities and funds held or set aside
under this Resolution subject only to the provisions of
this Resolution permitting the application thereof for the
purposes and on the terms and the conditions sat forth in
this Resolution; and (iv) the Bonds of such Series are
valid and binding general obligations of the Authority for
the payment of which the full faith and credit of the
Authority are pledged as provided in this Resolution, and
entitled to the benefits of this Resolution and of the Act
as amended to the date of such Opinion, and such Bonds
have been duly and validly authorized and issued in
accordance with law, including the Act as amended to the
date of such Opinion, and in accordance with this Resolu—
tion; provided, that such Opinion may take exception for
limitations imposed by or resulting from bankruptcy,
insolvency, moratorium, vreorganization or other laws
affecting creditors®™ rights generally;

(b) A written order as to delivery of such
Bonds, signed by an Authorized Officer of the Authority;

(c) A copy of the Supplemental Resolution
authorizing such Bonds, certified by an Authorized Office
of the Authority, which shall, to the extent necessary an
not already fixed by the Resolution, among other provi—
sions, specify: (i) the authorized principal amount,
designation and Series of such Bonds; (ii) the purposes
for which such Series of Bonds 1is being issued, which
shall be (A) the purpose specified in Section 203, (B) one
of the purposes specified in Section 204, or (C) the
refunding of Bonds as provided in Section 205; (iii) the
date, and the maturity date or dates, of the Bonds of such
Series; (iv) the interest rate or rates or the maximum
rate of interest of the Bonds of such Series or the method
of calculating the interest rate, which interest rate may
be determinable at cne or more specified times or periodi—
cally by reference to an index or other reference point,
an interest accreting or compound interest, zero coupon,
or like method of interest rate or yield calculation and
the interest payment dates therefor, provided that the
interest rate shall be identical for all such Bonds of
like maturity; (v) the denominations of, and the manner cf
dating, numbering and lettering, the Bonds of such Series;
(vi) the Paying Agent or Paying Agents and the place or
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placas of payment of the principal and Redemption Price,

if any, of, and interest on, the Eonds of such Series;
(vii) the Redemption Price or Prices, 1if any, and subject
to Article 1V, the redemption terms for the Bonds of such
Series; (viii) the amount and due date of each Sinking
Fund Installment, if any, for Bonds of like maturity of
such Series; (ix) if so determined by the Authority,
provisions for the sale of the Bonds of such Series; (X)
the amount (or the method of determining the amount), if
any, to be deposited from the proceeds of such Series of
Bonds in the Debt Service Fund and provisions for the
application thereof to the payment of all or a portion of
the interest on such Series of Bonds or any other Series
of Bonds; (xi) the amount to be deposited from the pro—
ceeds of such Series cf Bonds in the Capital Reserve Fund,
such that, immediately after the authentication and
delivery of such Series of Bonds, the amount in such Fund
shall equal the Capital Reserve Requirement; (xii) the
amount, if any, to be deposited from the proceeds of such
Series of Bonds in the Renewal and Contingency Reserve
Fund, such that, immediately after the authentication and
delivery of such Series of Bonds, the amount in such Fund
shall be not less than the Renewal and Contingency Reserve
Requirement; (xiii) the amount, 1if any, to be deposited
from the proceeds of such Series of Bonds in the Operating
Reserve Account; (xiv) the method of calculating Excess
Investment Earnings; (xv) the amount to be deposited from
the proceeds of such Series of Bonds in the account in the
Construction Fund established for t.ne Project or tht
undertaking of Capital Improvements for which such Bonds
are authorised to be issued; and (xvi) the form of the
Bonds of such Series and of the Trustee"s certificate of
authentication, which forms shall be, respectively,
substantially in the forms set forth in Section 1301, with
such variations, omissions and insertions as are required
or permitted by this Resolution; and (xvii) such other
matters as shall be necessary or appropriate so as to
comply with the provisions of this Resolution;

(d) Except in the case of Refunding 3onds, a
certificate of an Authorized Officer of the Authority
stating that the Authority is not in default in the per—
formance of any of the covenants, conditions, agreements
or provisions contained in this Resolution;

(e) A certificate from the Committee stating
that the Supplemental Resolution authorizing such Bonds
has been adopted in accordance with Section 11 of the
Power Sales Agreement, provided that, the Supplemental
Resolution adopted pursuant to Section 12 of the Power
Sales Agreement does not require such a certificate; and
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() Such further documents as are required
the provisions of Section 203, 204 or 205 or Article X or
any Supplemental Resolution adopted pursuant to Article X.

2. After the original issuance of Sonds of any
Series, no Sonds of such Series shall be issued except in lieu
of or in substitution for other Bonds of such Series pursuant to
Article 11l or Section 406 or Section 1106.

3. The Supplemental Resolution authorizing the
initial Series of Bonds for the Project shall establish Princi—
pal Installments for such Series.

203. Project Issue. 1. There 1is hereby authorized
an issue of Bonds under this Resolution which shall be designat—
ed "Power Revenue Bonds"™ and which shall be issued in the
aggregate principal amount not exceeding $175,000,000, pursuant
to the Supplemental Resolution establishing the terms of the
issue in Series from time to time, for the purpose of paying ail
or a portion of the Cost of Acquisition and Construction of the
Project.

2. The proceeds of the initial Series of Bonds,
including accrued interest shall be paid to the Trustee and
deposited by the Trustee, as follows:

(a) The amount, 1if any, necessary so that the
amount in the Renewal and Contingency Reserve Fund 1is
equal to 100% of the Renewal and Contingency Reserve Fur.d
Requirement shall be deposited in the Renewal and Contin-—
gency Reserve Fund;

(b) The amount, if any, necessary so that the
amount in the Capital Reserve Fund is equal to the Capital
Reserve Fund Requirement shall be deposited in the Capital
Reserve Fund;

(c) The amount, 1if any, necessary so that the
amount in the Operating Reserve Account is equal to the
Operating Reserve Requirement shall be deposited in the
Operating Reserve Account; and

(d) The balance of the proceeds shall be depos—
ited into the Construction Fund.

204. Additional Bonds. 1. One or more Series of
AdditionalBonds may be authenticated and delivered upon origi—
nal issuance for the purpose of paying all or a portion of the
Cost of Acquisition and Construction of any Capital Improve—
ments, upon compliance with the terms and conditions set forth
in Section 202, and upon receipt by the Trustee of (i) evidence
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that such Capital Improvements have been approved by the Commit—
tee in accordance with the Power Sales Agreement, and (ii) a
written Opinion of the Consulting Engineer that neither the
issuance of the Additional Bonds nor the payment of the Cost of
Acquisition and Construction of the Capital Improvements will
impair the ability of the Authority to pay Debt Service through
collection of revenues under the Power Sales Agreement.

2. The proceeds, including accrued interest,

Additional Bonds of each Series shall be applied simultaneously
with the delivery of such Bonds, as provided in the Supplemental
Resolution authorizing such Series.

of 1

205. Refunding Bonds. 1. One or more Series of

Refunding Bonds may be authenticated and delivered upon original
issuance to refund any Outstanding Bond or Bonds. Refunding
Bonds shall be issued in a principal amount sufficient, together
with other moneys available therefor, to accomplish such refund—
ing and to make the deposits in the Funds and Accounts under

this Resolution required by the provisions of the Supplemental
Resolution authorizing such Bonds. Bonds 1issued to retire the
Variable Rate Demand Bonds are not subject to the requirements

of this section for Refunding Bonds.

2. Refunding Bonds of each Series shall be
ticated and delivered by the Trustee only upon receipt by the
Trustee (in addition to the documents required by Section 202)
of:

() Irrevocable instructions to the Trustee,
satisfactory to it, to give due notice of redemption, on a
redemption date or dates specified in such instructions,
of any of the refunded Bonds to be redeemed;

(b) Irrevocable instructions to the Trustee,
satisfactory to it, to give due notice provided for in
Section 1201 to the Holders of the Bonds being refunded;
and

(c) Either (i) moneys (including moneys with—
drawn and deposited pursuant to subsection 4 of Section
507) in an amount sufficient to effect payment at the
applicable Redemption Price of the refunded Bonds to be
redeemed and of the principal amount of the refunded Bonds
not to be redeemed, together with accrued interest on such
Bonds to the redemption date or maturity date, as the case
may be, which moneys shall be held by the Trustee 1in a
separate account irrevocably in trust for and assigned to
the respective Holders of the Bonds to be refunded, or
(ii) Federal Obligations in such principal amounts, of
such maturities, bearing such interest, and otherwise
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having such terms and qualifications, and any moneys, as
shall be necessary to comply with the provisions of
subsection 2 of Section 1201, which Federal Obligations
and moneys shall be held in trust by the Trustee and used
only as provided in said subsection 2.

3. The proceeds, 1including accrued interest, of the
Refunding Bonds of each Series shall be applied simultaneously
with the delivery of such Bonds for the purposes of making
deposits in such Funds and Accounts under this Resolution as
shall be provided by the Supplemental Resolution authorizing
such Series of Refunding Bonds and shall be applied to the
refunding purposes thereof in the manner provided in said Sup-—
plemental Resolution.

4. The Supplemental Resolution authorizing a Series
of Refunding Bonds may establish such funds and accounts in
addition to the Funds and Accounts established herein as are
necessary to provide for such refunding.

ARTICLE 111
General Terms and Provisions of Bonds

301. Medium of Payment; Form and Date: Letters
Numbers. 1. The Bonds shall be payable, with respect to
interest, principal and Redemption Price, in any coin or curren—
cy of the United States of America which at the time of payment
is legal tender for the payment of public and private debts.

2. The Bonds of each Series shall be negotiable
instruments issued in the form of fully registered Bonds. If
and to the extent it is hereafter judicially determined or
determined by enactment of law that coupon bonds may be issued
with interest exempt from federal income taxation or if the
Authority determines to issue Bonds the interest on which is not
exempt from taxation, the Authority may provide for the issu-—
ance, execution, authorization, exchange and other details of
coupon bonds by Supplemental Resolution.

3. Each Bond shall be lettered and numbered as
provided in this Resolution or the Supplemental Resolution
authorizing the Series of which such Bond is a part and so as to
be distinguished from every other Bond.

4. Bonds of each Series shall be dated as provided
in the Supplemental Resolution authorizing such Series.

5. The principal and Redemption Price of the Bonds
shall be payable upon presentation and surrender at the princi—
pal corporate trust office of any Paying Agent or as may be
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provided by Supplemental Resolution. Interest on Sonds shall be
paid by the Trustee by check or draft mailed to the registered
owners of record at the addresses of such owners appearing on
the registration books maintained by the Authority for such
purpose at the principal corporate trust office of the Bond
Registrar or as may be provided by Supplemental Resolution.

302. Legends. The Bonds of each Series may contain
or have endorsed thereon such provisions, specifications and
descriptive words not inconsistent with the provisions of this
Resolution as may be necessary or desirable to comply with
custom, the rules of any securities exchange or commission or
brokerage board, or otherwise, as may be determined by the
Authority prior to the authentication and delivery thereof.

303. Execution and Authentication. 1. The Bonds
shall be executed in the name of the Authority by the manual or
facsimile signature of its Chairman or its Vice Chairman, and
its corporate seal (or a facsimile thereof) shall be impressed,
imprinted, engraved or otherwise reproduced thereon and attested
by the manual or facsimile signature of the Secretary or an
Assistant Secretary of the Authority, or in such other manner as
may be required or permitted by law. In case any one or more of
the officers who shall have signed or sealed any of the Bonds
shall cease to be such officer before the Bonds so signed and
sealed shall have been authenticated and delivered by the
Trustee, such Bonds may, nevertheless, be authenticated and
delivered as herein provided, and may be issued as if the per—
sons who signed or sealed such Bonds had not ceased to hold such
offices. Any Bond of a Series may be signed and sealed on
behalf of the Authority by such persons as at the time of the
execution of such Bonds shall be duly authorized to hold the
proper office in the Authority, although at the date borne by
the 3onds of such Series such person may not have been so au-—
thorized or have held such office.

2. The Bonds of each Series shall bear thereon a
certificate of authentication, 1in the form set forth in Section
1301 and any Supplemental Resolution authorizing such Bonds,
executed manually by the Trustee. Only such Bonds as shall bear
thereon such certificate of authentication shall be entitled to
any right or benefit under this Resolution and no Bond shall be
valid or obligatory for any purpose until such certificate of
authentication shall have been duly executed by the Trustee.
Such certificate of the Trustee upon any Bond executed on behalf
of the Authority shall be conclusive evidence that the Bond so
authenticated has been duly authenticated and delivered under
this Resolution and that the Holder thereof is entitled to the
benefits of this Resolution.

POWER REVENUE BOND RESOLUTION
Page 21 A7801FJG



304. Exchange of Bonds. Bonds, upon surrender
thereof at the principal corporate trust office of the Bond
Registrar with a written instrument of transfer satisfactory to
the Bond Registrar, duly executed by the registered owner or his
duly authorized attorney, may, at the option of the registered
owner thereof, and upon payment by such registered owner of any
charges which the Eond Registrar may make as provided in Section
306, be exchanged for an equal aggregate principal amount of
Bonds of the same Series and maturity of any other authorized
denominations.

305. Negotiability, Transfer and Registry. 1. Bonds
shall be transferable only upon the books of the Authority,
which shall be kept for such purposes at the principal corporate
trust office of the Bond Registrar, by the registered owner
thereof in person or by his attorney duly authorized in writing,
upon surrender thereof together with a written instrument of
transfer satisfactory to the Bond Registrar duly executed by the
registered owner or his duly authorized attorney. Upon transfer
of any such Bond, the Authority shall issue in the name of the
transferee a new Bond or Bonds of the same aggregate principal
amount and Series and maturity as the surrendered Bond.

2. The Authority and each Fiduciary may deem
treat the person in whose name any Bond shall be registered upon
the books of the Authority as the absolute owner of such Bond,
whether such Bond shall be overdue or not, for the purpose of
receiving payment of, or on account of, the principal and
Redemption Price, if any, of and interest on such Bond and for
all other purposes, and all such payments so made to any such
registered owner or upon his order shall be valid and effectual
to satisfy and discharge the liability upon such Bond to the
extent of the sum or sums so paid, and neither the Authority nor
any Fiduciary shall be affected by any notice to the contrary.
The Authority agrees to indemnify and save each Fiduciary
harmless from and against any and all loss, cost, charge,
expense, judgment or liability incurred by it, acting in good
faith and without negligence under this Resolution, 1in so treat—
ing such registered owner.

306. Regulations With Respect to Exchanges and
Transfers. In all cases in which the privilege of exchanging or
transferring Bonds 1is exercised, the Authority shall execute and
the Trustee shall authenticate and deliver Bonds in accordance

with the provisions of this Resolution. All Bonds surrendered
in any such exchanges or transfer shall forthwith be delivered
to the Trustee and cancelled by the Trustee. For every such

exchange or transfer of Bonds, whether temporary or definitive,
the Authority or the Bond Registrar may make a charge sufficient
to reimburse it for any tax, fee or other governmental charge
required to be paid with respect to such exchange or transfer.
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Neither the Authority nor the Bond Registrar shall be required
(a) to transfer or exchange Bonds of a Series which could be
redeemed for a period of 15 days next preceding any selection of
such Bonds to be so redeemed or thereafter until after the first
mailing of any notice of redemption; or (b) to transfer or
exchange any Bonds called for redemption.

307. Bonds Mutilated, Destroyed, Stolen or Lost. If
any 5ond becomes mutilated or is lost, stolen or destroyed, the
Authority may execute and the Trustee shall authenticate and
deliver a new Bond of like date of issue, maturity date, princi—
pal amount and interest rate per annum as the Bond so mutilated,
lost, stolen or destroyed, provided that (i) in the case of such
mutilated Bond, such Bond is first surrendered to the Authority,
(ii) 1in the case of any such lost, stolen or destroyed Bond
there is first furnished evidence of such loss, theft or de—
struction satisfactory to the Authority together with indemnity
satisfactory to the Authority, (iii) all other reasonable
requirements of the Authority are complied with, and (iv)
expenses 1in connection with such transaction are paid by the
Holder. Any Bonds surrendered for exchange shall be cancelled.
Any such new Bonds issued pursuant to this Section in substitu—
tion for Bonds alleged to be destroyed, stolen or lost shall
constitute original additional contractual obligations on the
part of the Authority, whether or not the Bonds so alleged to be
destroyed, stolen or lost be at any time enforceable by anyone,
and shall be equally secured by and entitled to equal and
proportionate benefits with all other Sonds issued under this
Resolution, 1in any moneys or securities held by the Authority cr
any Fiduciary for the benefit of the Bondholders.

308. Temporary Eor.ds. 1. Until the definitive
Bonds cf any Series are prepared, the Authority may execute, 1in
the same manner as is provided in Section 303, and upon the
request of the Authority, the Trustee shall authenticate and
deliver, in lieu of definitive Bonds, but subject to the same
provisions, limitations and conditions as the definitive Bonds
except as to the denomination thereof, one or more temporary
Bonds substantially of the tenor of the definitive Bonds in lieu
of which such temporary Bond or Bonds are issued, 1in denom—
inations authorized by the Authority, and with such omissions,
insertions and variations as may be appropriate to temporary
Bonds. The Authority at its own expense shall prepare and
execute, and, upon surrender of such temporary Bonds for ex—
change and the cancellation of such surrendered temporary Bonds,
the Trustee shall authenticate and without charge to the Holder
thereof deliver in exchange therefor, definitive Bonds, 1if any,
of the same aggregate principal amount and Series and maturity
as the temporary Eonds surrendered. Until so exchanged, the
temporary Bonds shall in all respects be entitled to the same
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benefits and security as definitive Bonds authenticated and
issued pursuant to this Resolution.

2. If the Authority shall authorize the issuance of
temporary Bonds in more than one denomination, the Holder of any
temporary Bond or Bonds may, at his option, surrender the s" e
to the Trustee 1in exchange for another temporary Bond or Bonds
of like aggregate principal amount and Series and maturity of
any other authorized denomination or denominations, and there—
upon the Authority shall execute and the Trustee shall authenti —
cate and, 1in exchange for the temporary Bond or Bonds so surren-—
dered and upon payment of the taxes, Tfees and charges provided
for in Section 306, shall deliver a temporary Bond or Bonds of
like aggregate principal amount, Series and maturity 1in such
other authorized denomination or denominations as shall be
requested by such Holder.

3. All temporary Bonds surrendered in exchange
either for another temporary Bond or Bonds or for a definitive
Bond or Bonds shall be forthwith cancelled by the Trustee.

ARTICLE 1V
Redemption of Bonds

401. Privilege of Redemption and Redemption Price.
Bonds subject to redemption prior to maturity pursuant to this
Resolution or a Supplemental Resolution shall be redeemable,
upon notice as provided in this Article IV, at such times, at
such Redemption Prices and upon such terms 1in addition to the
terms contained in this Article 1V as may be specified in this
Resolution or in the Supplemental Resolution authorizing such
Series.

402. Redemption at the Election or Direction of the
Authority. In the case of any redemption of Bonds at the
election or direction of the Authority, the Authority shall give
written notice to the Trustee of its election or direction so to
redeem, of the redemption date, of the Series, and of the
principal amounts of the Bonds of each maturity of such Series
to be redeemed (which Series, maturities and principal amounts
thereof to be redeemed shall be determined by the Authority in
its sole discretion, subject to any limitations with respect
thereto contained in this Resolution and the Supplemental

Resolution with respect to such Series). Such notice shall be
given at least 40 days prior to the redemption date or such
shorter period as shall be acceptable to the Trustee. In the

event notice of redemption shall have been given as 1in Section
405 provided, there shall be paid prior to the redemption date
to the appropriate Paying Agents an amount 1in cash which, in
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addition to other moneys, 1if any, available therefor held by
such Paying Agents, will be sufficient to redeem on the redemp—
tion date at the Redemption Price thereof, plus interest accrued
and unpaid to the redemption date, all of the Bonds to be
redeemed. The Authority shall promptly notify the Trustee in
writing of all such payments by it to ? Paying Agent.

403. Redemption Otherwise Than at the Authority"s
Election or Direction. Whenever by the terms of this Resolution
the Trustee 1is required or c “chorized to redeem Bonds otherwise
than at the election or direction of the Authority, the Trustee
shall select the Bonds to be redeemed, give the notice of
redemption and pay out of moneys available therefor the Redemp-—
tion Price thereof, plus interest accrued and unpaid to the
redemption date, to the appropriate Paying Agents in accordance
with the terms of this Article IV and, to the extent applicable.
Section 507.

404. Selection of Bonds to be Redeemed. If less than
all of the Bonds of like maturity of any Series shall be called
for prior redemption, the particular Bonds or portions of Bonds
to be redeemed shall be selected at random by the Trustee in
such manner as the Trustee 1in its discretion may deem Tfair and
appropriate.

405. Notice of Redemption. When the Trustee shall
receive notice from the Authority of its election or direction
to redeem Bonds pursuant to Section 402, and when redemption of
Bonds 1is authorized or required pursuant to Section 403, the
Trustee shall give notice, in the name of the Authority, of the
redemption of such Bonds, which notice shall specify the Series
and maturities of the Bonds to be redeemed, the redemption date
and the place or places where amounts due upon such redemption
will be payable and, if less than all of the Bonds of any like
Series and maturity are to be redeemed, the letters and numbers
or other distinguishing marks of such Bonds so to be redeemed,
and, 1in the case of Bonds to be redeemed in part only, such
notice shall also specify the respective portions of the princi—
pal amount thereof to be redeemed. Such notice shall further
state that on such date there shall become due and payable upon
each Bond to be redeemed the Redemption Price thereof, or the
Redemption Price of the specified portions of the principal
thereof in the case of Bonds to be redeemed in part only, to-—
gether with interest accrued to the redemption date, and that
from and after such date interest thereon shall cease to accrue
and be payable. Such notice shall be given by mailing such
notice, postage prepaid, not less than 25 or more than 40 days
before the redemption date, to the registered owners of any
Bonds or portions of Bonds which are to be redeemed, at their
last addresses, if any, appearing upon the registry books.
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406. Payment of Redeemed Sonds. Notice having bee
given in the manner provided in Section 405, the Bonds or
portions thereof so called for redemption shall become due and
payable on the redemption date so designated at the Redemption
Price, plus interest accrued and unpaid cne redemption date,
and, upon presentation and surrer.d-51 thereof at the office
specified in such notice, such Bonds, or portions thereof, shall
be paid at the Redemption Price, plus interest accrued and
unpaid to the redemption date. If there shall be drawn for
redemption less than all of a Bond, the Authority shall execute
and the Trustee shall authenticate and the Paying Agent shall
deliver, upon the surrender of such Bond, without charge to the
owner thereof, for the unredeemed balance of tne principal
amount of the Bo" id so surrendered, at the option of the owner
thereof, Bonds or like Series and maturity in any of the author—
ized denominations. If, on the redemption date, moneys for the
redemption of all the Bonds or portions thereof of any like
Series and maturity to be redeemed, together with interest to
the redemption date, shall be held by the Paying Agents so as to
be available therefor on said date and if notice of redemption
shall have been mailed as aforesaid (and notwithstanding any
defect therein or the lack of actual receipt thereof by any
Bondholder), then, from and after the redemption date interest
on the Bonds or portions thereof of such Series and maturity so
called for redemption shall cease to accrue and become payable.
If said moneys shall not be so available on the redemption date,
s Bonds or portions thereof shall continue to bear interest
until paid at the same rate as they would have borne had they
n-v. seen called for redemption.

ARTICLE V
Establishment of Funds and Application Thereof

501. Pledge of Revenues and Other Funds. 1. A
pledge of the Revenues, and of all moneys, securities and funds,
except the Excess Investment Earnings Fund, held or set aside or
to be held or set aside by the Authority or any Fiduciary under
this Resolution, 1is hereby made, and the same are hereby pledged
and assigned to secure the payment of the principal and Redemp—
tion Price of and interest on the Bonds and any Sinking Fund
Installments for the retirement thereof, subject only to the
provisions of this Resolution permitting the payment, setting
apart or appropriation thereof for or to the purposes and on the
terms, conditions, priorities and order set forth in or provided
under this Resolution. This pledge shall be valid and binding
from the time when it is made; the Revenues so pledged and then
or thereafter received by the Authority shall immediately be
subject to the lien of such pledge without any physical delivery
or further act; and the lien of such pledge and the obligation
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to perforin the contractual provisions hereby made shall be valid
and binding as against ail parties having claims of any kind in
tort, contract or otherwise against the Authority, 1irrespective
of whether such parties have notice thereof.

2. The Bonds “hall be direct and general obliga—
tions of the Authority £o the payment of which tne full faith
and credit of the Authority are pledged and neither the State of
Alaska nor any political subdivision (other than the Authority)
nor any Purchaser shall be obligated to pay the principal or
Redemption Price thereof or interest thereon and neither the
faith and credit nor the taxing power of the State of Alaska or
any political subdivision thereof (other than the Authority) or
of any Purchaser is pledged to the payment of the principal or
Redemption Price of, or interest on, the Bonds. The Authority
may not pledge the full faith and credit of the State or any
political subdivision thereof, except the Authority, to the
payment of the Bonds and the issuance of the Bonds by the Au—
thority may not directly or indirectly or contingently obligate
the St;te or a political subdivision of the State to apply money
from, cr levy or pledge any form of taxation whatever to the
payment of the 3onds. Nothing contained in this section shall
be construed to affect any obligation of a Purchaser under the
Power Sales Agreement.

3. Nothing contained in this Resolution shall be
construed to prevent the Authority from acquiring, constructing
or financing through the issuance of its bonds, notes or other
evidences of indebtedness any facilities which do not constitute
a part of the Project for the purposes of this Resolution or
from securing such bonds, notes or other evidences of indebt—
edness by a mortgage of the facilities so financed or by a
pledge of, or other security interest in, the revenues therefrom
or any lease or other agreement with respect thereto or any
revenues derived from such lease or other agreement; provided
that such bonds, notes or other evidences of indebtedness shall
not be payable out of or secured by the Revenues or any Fund
held under this Resolution and neither the cost of such facili—
ties nor any expenditure in connection therewith or with the
financing thereof shall be payable from the Revenues or from any
such Fund.

502. Establishment of Funds and Accounts.

following Funds and Accounts, each to be held by the Trustee,
are hereby established:

(1) Construction Fund,

(2) Debt Service Fund, which shall consist of an
Interest Account and a Principal Account,
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(3) Capital Reserve Fund,
(4) Renewal and Contingency Reserve Fund, and
(5) Excess Investment Earnings Fund.

2. The following funds, each to be held by the
Authority, are hereby established:

(1) Revenue Fund, and

(2) Operating Fund, which shall include therein an
Operating Reserve Account.

503. Construction Fund. 1. There shall be paid
the Construction Fund the amounts required to be so paid by the
provisions of this Resolution and any Supplemental Resolution,
and there may be paid into the Construction Fund, at the option
of the Authority, any moneys received for or in connection with
the Project by the Authority from any other source, unless
required to be otherwise applied as provided by this Resolution
Amounts 1in the Construction Fund shall be applied to the Cost o
Acquisition and Construction in the manner provided in this
Section 503, and until so applied are pledged for the security
of and the payment to Bondholders of the principal or Rademptio
Price of and interest on the Bonds and shall at all times be
subject to the lien of such pledge.

2. There shall be established within the Construc—
tion Fund separate accounts for the Project and for each
undertaking of Capital Improvements for which Bonds are author—
ized to be issued.

3. The proceeds of insurance, including the pro—
ceeds of any self-insurance fund, maintained pursuant to this
Resolution against physical loss of or damage to the Project or
Capital Improvements, or of contractor®"s performance bonds or
other assurances of completion with respect thereto, pertaining
to the period of construction thereof, shall be paid into the
appropriate separate account in the Construction Fund.

4. The Trustee shall, during and upon completion c
the Project or Capital Improvements, make payments from the
Construction Fund in the amounts, at the times, in the manner,
and on the other terms and conditions set forth in this para-—
graph and in paragraph 5 of this Section 503. Before any such
payment shall be made, the Authority shall file with the Trust—
ee :

in

(a) its requisition therefor, stating in re—

spect of each payment to be made (1) the name of the
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person, Ffirm or corporation to whom payment is due,
(2) the amount to be paid, and (3) in reasonable detail
the purpose for which the obligation was incurred; and

(b) its certificate signed by the chief finar

cial officer of the Authority attached to the requisition
certifying (1) that obligations in the stated amounts have
been properly incurred by the Authority m or for the
construction or acquisition of the Project or Capital
Improvements, and that each item thereof is a proper
charge against the Construction Fund and is a proper Cost
of Construction and Acquisition of the Project or Capital
Improvements and has not been paid, (2) that there has not
been filed with or served upon the Authority notice of any
lien, right to lien, or attachment upon, or claim affect—
ing the right to receive payment of, any of the moneys
payable under such requisition to any of the persons,

firms or corporations named in such requisition, or if any
such lien, attachment or claim has been filed with or
served upon the Authority, that such lien, attachment or
claim has been released or discharged in the amount in
which such lien, right to lien, attachment or claim 1is
stated in said notice, or if no amount is so stated the
amount stated by the Construction Engineer as his opinion
of the amount thereof, and (3) that such requisition
contains no item representing payment on account of any
retained percentages which the Authority is at the date cf
such certificate entitled to retain.

Upon receipt of each such®" requisition and accompanying certifi—
cates, the Trustee shall transfer from the Construction Fund to
the credit of a special account in the name of the Authority an
amount equal to the total of the amounts to be paid as set forth
in such requisition but not more than the excess of such amounts
over the amount stated of any lien, right to lien, attachment or
claim referred to above in subparagraph (b), the amounts in such
special account to be held solely for the payment of the obliga—
tions set forth in such requisition. In making such transfer,
the Trustee may rely upon such requisition and accompanying
certificates.

5. If any requisition filed with the Trustee
accordance with paragraph 4 of this Section 503 contains any
item for the payment of the cost and expense of acquisition of
any lands, easements, or rights or interests in or relating to
lands, there shall be attached to such requisition, before any
transfer or payment with respect to such item shall be made, in
addition to the certificates mentioned in said paragraph 4:
(a) a certificate of an Authorized Officer to the effect that
such lands, easements, rights or interests have been or are
being acquired and are necessary for the Project or Capital
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Improvements; and (b) a Counsel®s Opinion stating, 1in the
opinion of the signer, that the Authority has authority to
acquire such lands, easements, rights or interests, and that the
Authority will have upon the payment of such item title in fee
simple to, or perpetual easements for the purposes of the
Authority over and through, such lands subject to no lien,

charge or encumbrance thereon or affecting the title thereto
except such as will not under any circumstances cause the
possession and use of the property by the Authority for its
purposes to be disturbed, or, if such payment be a payment for
an option to purchase or a quitclaim deed or a lease or a
release or on a contract to purchase or be a payment to the
United States of America or the State of Alaska or any political
subdivision, or to a public utility, for the acquisition of a
right or interest in lands less than a fee simple or a perpetual
easement, or if such payment be a part payment for any such
purpose, the written approval, by the signer of such Counsel®s
Opinion, of such payment as proper, and of the acquisition of
such lesser right or interest as sufficient, for the purposes of
the Authority.

5. As soon as practicable after the date as
which the Construction Engineer shall determine that (i) the
Project or Capital Improvements conforms to the plans and
specifications thereof as may be modified from time to time and
is ready for normal continuous operation; (ii) acquisition,
construction and installation of the Project or Capital Improve—
ments has been completed in every material respect; and
(iii) costs (including contingencies), as estimated by the
Construction Engineer, of all work remaining to be done 1in order
to complete such acquisition, construction and installation will
not exceed 2% of the Cost of Acquisition and Construction of the
Project or Capital Improvements, the Authority shall cause the
Construction Engineer to file a report to that effect with the
Authority and the Trustee.

7 As soon as practicable after the date referrec

to in paragraph 6 of this Section 503, or the Date of Commercial
Operation of the Project or Capital Improvements, whichever 1is
the later, the Authority shall cause the Construction Engineer
to file with the Authority and the Trustee a report setting
forth, as of such later date, the following in reasonable detail
with respect to the Project or Capital Improvements: (a) the
total Cost of Acquisition and Construction exclusive of claims
of contractors and others which are the subject of actual or
prospective dispute or controversy and exclusive of the cost
(including contingencies), as estimated by the Construction
Engineer, of the remaining work; (b) the portion of the total
Cost of Acquisition and Construction specified pursuant to
clause (a) of this paragraph which has been paid in full;

(c) the portion of the total Cost of Construction and
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Acquisition specified pursuant to said clause (a) which remains
to be paid, including all amounts which are not the subject of a
dispute or controversy but are dependent upon the satisfaction
of any agreements of conditions precedent to such payment;

(d) the aggregated amount of the claims of contractors and
others which are the subject of a dispute or controversy;

(e) the cost (including contingencies), as estimated by the
Construction Engineer and as approved by the Authority of the
remaining work; and (f) such amount, 1if any, as the Construction
Engineer shall determine 1is necessary or desirable to be set
aside in the Construction Fund for contingencies.

8. The Trustee shall at any time or from time
time after the filing with the Trustee of the report of the
Construction Engineer as provided in paragraph 7 of this Sec—
tion 503, withdraw from the Construction Fund the balance in the
Construction Fund, or any part thereof, in the amounts, at the
times, in the manne*. . and on the other terms and conditions set
forth in this paragraph. Before any such withdrawal shall be
made, the Authority shall file with the Trustee:

(a) its requisition therefor, stating the amount of
such withdrawal;

(b) a certificate of the chief financial officer of
the Authority attached to the requisition certifying
(1) that the Project or Capital Improvements has been
completed, and (2) that a sum (which shall not be less
that the amount staged in the report of the Construction
Engineer filed with the Trustee pursuant vo paragraph 7 of
this Section 503) stated in the certificate is sufficient
to pay, and 1is required to be reserved in the Construction
Fund to pay, all items of Cost of Acquisition and Con—
struction of the Project or Capital Improvemonts then
remaining unpaid, 1including the estimated amount of any
such items the amount of which is not finally determined
and all claims against the Authority arising out of the
Project or Capital Improvements; and

(c) A Counsel®s Opinion stating, 1in the opinion of
the signer, that the Authority has acquired title to all
property constituting a part of the Project or Capital
Improvements and all property incidental thereto suffici—
ent for the purposes of the Authority, free from all
liens, charges, conditions or encumbrances except such as
will not under any circumstances cause the possession and
use of the property by the Authority for its purposes to
be disturbed, and that, as to such parts of the Project or
Capital Improvements as constitute real property acquired,
constructed or installed under a right or interest less
than a fee simple or perpetual easement, the right or
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interest is sufficient for the purposes of the Authority,
and that there are no uncancelled mechanics®", laborers”,
contractors®, or materialmen®s liens on any such property
or any funds of the Author:"y or on file in any public
office where the same should be filed in order to be valid
liens against any fund of the Authority or any part of
such property or of the Project or Capital Improvements,
and that, in the opinion of the signer of such Counsel’s
Opinion, the time within which such liens can be filed has
expired.

Upon filing of such certificates and Counsel®s Opinion, the
balance in the separate account in the Construction Fund estab—
lished therefor in excess of the amount, if any, stated in such
certificate shall be transferred to the Capital Reserve Fund, if
and to the extent necessary to make the amount of such Fund
equal to the Capital Reserve Requirement, and any balance shall
be paid over or transferred to the Revenue Fund and applied, if
and to the extent a Counsel®s Opinion states that such applica—
tion is necessary to preserve the tax-exempt status of interest
on the Bonds, to the retirement of Bonds by purchase or redemp—
tion. IfT the Cost of Acquisition and Construction of the
Project exceeds $350,000,000, the balance 1in the Construction
Fund for the Project instead of being paid over to the Revenue
Fund shall be paid to the. St»te of Alaska. If subsequent to the
filing of such certificate it shall be determined that any
amounts specified in such certificate as being required for the
payment of any remaining part of the Cost of Acquisition and
Construction are no longer so required, such fact shall be
evidenced by a certificate or certificates of an Authorized
Officer of the Authority which shall be filed wi:h the Trustee
stating such fact and any amount shown therein US no longer
being required shall be transferred to the Capital Reserve Fund,
if and to the extent necessary to make the amount of such Fund
equal to the Capital Reserve Requirement, and any balance shall
be applied to the extent stated in such Counsel®s Opinion. If
the Cost of Acquisition and Construction of the Project exceeds
$350,000,000, the balance shall be paid over to the State of
Alaska. IT the Cost of Acquisition and Construction of the
Project is less than $350,000,000, Bonds of the initial Series
in the amount equal to one half of the difference between
$350,000,000 and the Cost of Acquisition and Construction of the
Project shall be retired by purchase or redemption from money in
the Construction Fund or from other available sources, including
funds made available by the Stala of Alaska. Any balance
remaining in the Construction Fund after such retirement shall
then be paid to the State of Alaska.

9. The Trustee shall during the construction of
Project or Capital Improvements, pay from the appropriate
separate account in the Construction Fund to the Authority, wupon
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its requisitions therefor signed by an Authorized Officer of the
Authority, at one time or from time to time, a sum or sums not
more than $250,000, such sums to be used by the Authority as a
revolving fund for the purpose of paying such ite..."i of the Cost
of Acquisition and Construction thereof as cannot conveniently
be paid as in this Section otherwise provided. So long as the
amount in such revolving fund shall at any time be less than
$250,000, such revolving fund shall be reimbursed by the Trustee
from time to time for such expenses so paid, by payments from
the Construction Fund upon requisitions and certificates signed
by an Authorized Officer and filed with the Trustee specifying
the payee and the amount and particular purpose of such payment
from such revolving fund for which such reimbursement is re—
quired and certifying that each such amount so paid was neces—
sary for the payment of an item of the Cost of Acquisition and
Construction of the Project or Capital Improvements and that
such expenie could not conveniently be paid except from such
revolving fund. In making such reimbursement the Trustee may
rely upon such requisitions, and accompanying certificates.

10. Notwithstanding any of the other provisions
this Section, to the extent that othrr moneys are not available
therefor, amounts in the Construction,Fund shall be applied to
the payment of principal of and interest on Bonds when due.

504. Revenues and Revenue Fund. All Revenues shall
be promptly deposited by the Authority and the Trustee, as the
case may be, upon receipt thereof to the credit of the Revenue
Fund.

505. Operating Fund. 1. As soon as practicable after
deposit of Revenues in the Revenue Fund and in any case no
later than the last business day of each month after the
deposit, the Authority shall withdraw from the Revenue Fund and
pay to the Operating Fund a sum .Tich, together with any
amount therein not set aside in the Operating Reserve Account
or as a reserve for working capital, is equal to one-twelfth
(or such other fraction as may be appropriate if the period
with respect to which such amount is withdrawn is other than
uionthly) of the total moneys appropriated for Operating
Expenses in the Annual Budget for the then current Fiscal Year.
If and to the extent provided in a Supplemental Resolution
authorizing Bonds of a Series, amounts from the proceeds of
such Bonds may be deposited in the Operating Fund and set aside

therein as a reserve for working -oital. The Authority shall
establish an Operating Reser- .nt within the Operating
Fund. The Operating Reser\ - .,c shall be established and
maintained at all times in :.ount not Less than the Operat—
ing Reserve Account Requirement. Amounts 1in the Operating

Reserve Account may be expended for Operating Expenses to the
extent othe, amounts in the Operating Fund are not available.
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2. Amounts in the Operating Fund shall be paid out
from time to time by the Authority for reasonable and necessary
Operating Expenses. Any amounts budgeted by the Committee 1in
the Annual Budget for Annual Project Costs constituting costs of
the Committee shall be paid out from time to time to the Commit—
tee by the Authority.

506. Payments Into Certain Funds. As soon as
cable after the deposit of Revenues into the Revenue Fund and
after the payment has been made to the Operating Fund pursuant
to Section 505, and with a4 least the frequency stated below,
the Authority shall apply moneys from the Revenue Fund and
deposit said amounts with the Trustee on the dates set forth
below and the Trustee shall deposit said amounts in the follow—
ing order in the amounts and in the Funds set forth below.

1. Annually on a date or dates to be determined by
Supplemental. Resolution to the credit of the Excess Investment
Earnings Fund in such amount as 1is necessary to cause the amount
on deposit in the Excess Investment Earnings Fund (after a
deposit therein, if any, from the Construction Fund) to be equal
to the Trustee®"s estimate of Excess Investment Earnings for the
Bond Year.

2. Semi-annually on June 1 and December 1, in the
Debt Service Fund (i) for credit to the Interest Account, unless
the sum on deposit therein equal * or exceeds the interest due or.
all Bonds on the next succeeding interest payment date, an
amount equal to the interest due on such interest payment date
less the interest to be paid on such interest payment date from
Bond proceeds held in said Account for such purpose; provided,
however, that for the purposes of computing the amount on
deposit in said Account, there shall be excluded the amount, if
any, set aside in said Account for the payment of interest due
after the next succeeding interest payment date; and (ii) for
credit to the Principal Account, unless the sum on deposit
therein equals or exceeds all Principal Installments due on the
next succeeding July 1, an amount equal to such Principal
Installments; provided that the Authority may establish by
Supplemental Resolution payments into the Debt Service Fund at
different times and in different amounts as necessf.ry for
interest paid other than semi-annually and in fixed amounts.

3. In the Capital Reserve Fund, the amount, if any,
required so that the balance in the Fund equals the Capital
Reserve Requirement.

4. Semi-annually on June 1 and December 1, in the
Operating Reserve Account, the amount, if any, required so that
the balance in the Account equals the Operating Reserve Account
Requirement.
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5. In the Renewal and Contingency Reserve Fund,
amount, if any, required so that the balance in the Fund, within
a period no greater than four (4) years from the initial deposit
and thereafter from the most recent withdrawal therefrom, shall
equal t-.a Renewal and Contingency Reserve Requirement or such
larger amount as may be determined from time to time by the
Committee to be included in the calculation of Annual Project
Costs pursuant to Section 8(a)(v) of the Power Sales Agreement.

507. Debt Service Fund. 1. The Trustee shall pay
of the Debt Service Fund to the respective Paying Agents (i) out
of the Interest Account, on or before each interest payment date
for any of the Bonds the amount required for the interest
payable on such date; (ii) out of the Principal Account, on or
before each Principal Installment due date, the amount required
for the Principal Installment payable on such due dace; and
(iii) out of the Interest Account, on or before any redemption
date for the Bcr.ds, the amount required for the payment of
interest on the Bonds then to be redeemed. Such amounts shall
be applied by the Paying Agents on and after the due dates
thereof. The Trustee shall also pay out of the Interest Account
the accrued interest included in the purchase price of Bonds
purchased for retirement.

2. Amounts accumulated in the Principal Account
with respect to any Sinking Fund Installment (together with
amounts accumulated in the Interest Account with respect to
interest on the Bends for which such Sinking Fund Installment
was established) may, and if so directed by the Authority,
shall, be applied by the Trustee, on or prior to the 60th day
preceding the due date of such Sinking Fund Installment, to
(i) the purchase of the Bonds of the Series and maturity for
which such Sinking Fund Installment was established, or (ii) tr.e
redemption at the applicable sinking fund Redemption Price of
such Bonds. After the 60th day but on or prior to the 40th day
preceding the due date of such Sinking Fund Installment, any
amounts then on deposit in the Principal Account may, and “f so
directed by the Authority, shall, be applied by the Trustee to
the purchase of Bonds of the Series and maturity for which such
Sinking Fund Installment was established in an amount not
exceeding that necessary to complete the retirement of the
unsatisfied balance of such Sinking Fund Installment. All
purchases of any Bonds pursuant to this subsection 2 shall be
made at prices not exceeding the applicable sinking fund Redemp—
tion Price of such Bonds plus accrued interest, and such pur—
chases shall be made by the Trustee as directed by the Au-—
thority. The applicable sinking fund Redemption Price of any
Bonds so purchased or redeemed shall be deemed to constitute
part of the Principal Account until such Sinking Fund Install—
ment date, for the purpose of calculating the amount of such
Account. As soon as practicable after the 40th day preceding
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the due date of any such Sinking Fund Installment, the Trustee
shall proceed to call for redemption, by giving notice as pro-—
vided in Section 405, on such due date Bonds of the Series and
maturity for which such Sinking Fund Installment was established
in such amount as shall be necessary to complete the retirement
of the unsatisfied balance of such Sinking Fund Installment.

The Trustee shall pay out of the Principal Account to the
appropriate Paying Agents, on or before such redemption date,
the amount required for the redemption of the Bonds so called
for redemption, and such amount shall be applied by such Paying
Agents to such redemption. All expenses in connection with the
purchase or redemDtion of Eonds shall be Daid from the Operating
Fur

3. The amount, 1if any, deposited in the Interest
Account from the proceeds of each Series of Bonds shall be set
aside in such Account and applied to the payment of interest on
Bonds as provided in the Supplemental Resolution relating to the
issuance of such Series of Bonds.

4. In the event of the refunding of one or more
Series of Bonds, the Trustee shall, upon the direction of the
Authority, withdraw from the Debt Service Fund amounts accumu—
lated therein with respect to Debt Service on the Eonds being
refunded and deposit such amounts with itself as Trustee to be
held for payment of the principal or Redemption Price, if
applicable, and interest on the Series of Bonds being refunded;
provided that such withdrawal shall not be made unless (a)
immediately thereafter the Series of Bonds being refunded shall
be deemed to have been paid pursuant to subsection 2 of Section
1201, and (b) the amount remaining in the Debt Service Fund
after such withdrawal shall not be less than the requirement of
such Fund pursuant to paragraph (2) of Section 506.

508. Capital Reserve Fund. 1. If five business d
prior to any date on which a Principal Installment or interest
is due the amount in the Debt Service Fund shall be less than
the amount required to be in such Fund to pay said Irincipal
Installment or interest,, the Trustee shall apply amounts from
the Capital Reserve Fund to the extent necessary to make good
the deficiency.

2. Whenever the moneys on deposit in the Capital
Reserve Fund shall exceed the Capital Reserve Fund Requirement,
such excess shall, on the request of the Authority, be trans—
ferred to the Authority for deposit in the Revenue Fund at least
annually and shall be deemed "other available funds"” within the
meaning of Section 712 to be used for the payment of amounts
required to be paid therein or for the purpose oi refunds to the
Purchasers pursuant to Section 13 of the Power Sales Agreement.
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3. Whenever the amount in the Capital Reserve Fund,
together with the amount in the Defat Service Fund is sufficient
to pay in full all Outstanding Bonds 1in accordance with their
terms (including principal or applicable sinking fund Redemption
Price and interest thereon), the funds on deposit in the Capital
Reserve Fund shall be transferred to the Debt Service Fund.
Prior to said transfer, all investments held in the Debt Service
Fu _ shall be liquidated to the extent necessary 1in order to
p- vide for the timely payment of principal and interest (or
P Mfifption Price) on Eonds.

4. In the event of the refunding of one or more
Series of Bonds or one or more maturities within a Series of
Bonds, the Trustee shall, upon the direction of the Authority,
withdraw from the Capital Reserve Fund amounts accumulated
therein with respect to the Bonds being refunded and deposit
such amounts with itself as Trustee to be held for the payment
of the principal or Redemption Price, 1if applicable, and inter—
est on the Series or maturities within a Series of Bonds being
refunded; provided that such withdrawal shall not be made unless
(a) immediately thereafter the Series or maturities within a
Series of Bonds being refunded shall be deemed to have been paid
pursuant to subsection 2 of Section 1201 and (b) the amount
remaining in the Capital Reserve Fund after such withdrawal
shall not be less than the Capital Reserve Fund Requirement.

509. Renewal and Contingency Reserve Fund.
1. Amounts in the Renewal and Contingency Reserve Fund shall be
applied to the costs of Capital Improvements, the payment of
extraordinary operation and maintenance costs, and contingen—
cies, 1including payments with respect to the p_evention or
correction of any unusual loss or damage in connection with the
Project or to prevent a loss of Revenues therefrom, all to the
extent not provided for in the then current Annual Budget or by
reserves in the Operating Fund or from the proceeds of Bonds.

2. No payments shall be made from the Renewal and
Contingency Reserve Fund if and to the extent that the proceeds
of insurance, 1including the proceeds of any self-insurance fund,
or other moneys recoverable as the result of damage, 1if any, are
available to pay the costs otherwise payable from such Fund.

3. Any balance of moneys and securities in the
Renewal and Contingency Reserve Fund in excess of an amount
which, within a period no greater than four (4) years from the
initial deposit and thereafter no greater than four (4) years
from the most recent withdrawal therefrom, shall equal the
Renewal and Contingency Reserve Requirement or such larger
amount as may be determined from time to rime by the Committee
to be included in the calculation of Annual Project Costs

POWER REVENUE BOND RESOLUTION
Page 37 AT7T801FJG



pursuant to Section 8(a)(v) of the Power Sales Agreement, shall
be transferred to the Revenue Fund at least annually.

510. Excess Investment Earnings Fund. Promptly
after each Bond Year (but not later than 30 days after the
redemption of the last Bond of a particular Series), the Trustee
shall transfer from or to the Cor. -sm._ruction Fund or the Revenue
Fund as provided in Sections 503 and 506 hereof, respectively,
to or from the appropriate Account in the Excess Investment
Earnings Fund, such amount shall be necessary to cause the
aggregate amount transferred to such Account to equal the Excess
Investment Earnings for a particular Series of Bonds as of the
end of such Bond Year as determined by or on behalf of the
Authority; provided that no such transfers shall be necessary in
respect of a particular Series of Bonds if the proceeds of such
Series of Bonds are fully expended within six months of the date
of issue of such Series of Bonds.

All amounts in the Excess Investment Earnings Fund,
including income earned from investments of the Fund, shall be
held by the Trustee free and clear of the lien of this Resolu—
tion, and the Trustee shall pay said amounts over to the United
States from time to time as the Trustee shall determine; provid—
ed that the Trustee shall so pay over to the United States in
respect oj. each Series of Bonds, except as otherwise provided
above: (1) not less frequently than once each five years after
the date of issuance of such Series of Bonds, an amount equal to
90 percent of the net aggregate amount transferred to or earned
in the appropriate Account in the Excess Investment Earnings
Fund relating to such Series during such period (and not
theretofore paid to the United States) and (2) not later than 30
days after the redemption of the last Bond of such Series, 100
percent of the aggregate amount in such Account in the Excess
Investment Earnings Fund.

511. Cancellation and Destruction of Bonds. All
Bonds paid or redeemed, either at or before maturity, shall be
delivered to the Trustee when such payment or redemption is
made, and such Bonds together with all Bonds purchased by the
Trustee, shall thereupon be promptly cancelled.

ARTICLE VI

depositaries of Moneys, Security for
Deposits and Investment of Funds

601. Depositaries. 1. All moneys held by the
Trustee under the provisions of this Resolution shall be depos—
ited with the Trustee and the Trustee shall, if directed by the
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Authority, deposit such moneys with one or more Depositaries in
trust for the Trustee. All moneys held by the Authority under
this Resolution shall be deposited in one or more Depositaries

in trust for the Authority. All moneys deposited under the
provisions of this Resolution with the Trustee or any Depositary
shall be held in trust and applied only in accordance with the
provisions of this Resolution, and each of the Funds established
by this Resolution shall be a trust fund for the purposes there—
of.

2. Each Depositary shall be a bank or trust company
organized under the laws of any state of the United States or a
national; banking association and willing and able to accept the
office on reasonable and customary terms and authorized by law
to act in accordance with the provisions of this Resolution.

602. Deposits. 1. All Revenues and other moneys held
by any Depositary under this Pesolution may be placed on demand
or time deposit, if and as directed by the Authority, provided
that such deposits shall permit the moneys held to be available

for use at the time when needed. The Authority shall not be
liable for any loss or depreciation in value resulting from any
investment made pursuant to this Resolution. Any such ueposit

may be made in the commercial banking department of any Fiduci—
ary which may honor checks and drafts on such deposit with the
same force and effect as if it were not such Fiduciary. All
moneys held by any Fiduciary, as such, may be deposited by such
Fiduciary in its banking department on demand or, if and to the
extent directed by the Authority and acceptable to such Fiduci—
ary, on time deposit, provided that such moneys on deposit be
available for use at the time when needed. Such Fiduciary shall
allow and credit on such moneys such interest, if any, as it
customarily allows upon similar funds of similar size and under
similar conditions or as required by law.

2 All moneys held under this Resolution by the

Trustee or any Depositary shall be (a) either (1) continuously
and fully insured by the Federal Deposit Insurance Corporation,
or (2) continuously and fully secured by lodging with the Trust-—
ee, any Federal Reserve Bank or branch, or another third party
custodian approved by the Trustee and the Authority, Qualified
Collateral having a market value (exclusive of accrued interest)
not less than 100% of the amount of such moneys, and (b) held m
such other manner as may then be required by applicable Federal
or State of Alaska laws and regulations and applicable state
laws and regulations of the state in which the Trustee or such
Depositary (as the case may be) 1is located, regarding security
for, or granting a preference in the case of, the deposit of
trust funds; provided, however, that it shall not be necessary
for the Fiduciaries to give security under this subsection 2 for
the deposit of any moneys with them held in trust and set aside
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by them for the payment of the principal or Redemption Price of
or interest on any Sonds, or for the Trustee or any Depositary
to give security for any moneys which shall be represented by
obligations or certificates of deposit purchased as an invest—
ment of such moneys.

3. All moneys deposited with the Trustee and each
Depositary shall be credited to the particular Fund or Account
to which such moneys belong.

4. The Trustee may, and upon the written request of
the Authority shall, commingle any of the funds or accounts
established pursuant to this Resolution into a separate fund or
funds, provided, however, that all Funds or Accounts held by the
Trustee hereunder shall be accounted for and credited to the
correct Fund or Account notwithstanding such commingling.

603. Investment of Certain Funds. Moneys held in any
Fund or Account shall be invested and reinvested by the Trustee
to the fullest extent practicable in Investment Securities which
mature not later than such times as shall be necessary to
provide moneys when needed for payments to be made from such
Funds and Accounts. The Trustee shall make all such investments
of moneys held by it in accordance with instructions received
from any Authorized Officer of the Authority.

Interest (net of that which represents a return of
accrued interest paid in connection with the purchase of any
investment) earned on any moneys or investments in such Funds
and Accounts, other than the Construction Fund, shall be paid
into the Revenue Fund, provided, however, that interest shall be
paid into the Construction Fund to the extent such interest Iis
earned to the earlier of (i) the date to which all interest 1is
capitalized with respect to all Bonds, (ii) the date which is
one year prior to the first Principal Installment date for any
Bonds or (iii) the Date of Commercial Operation of the Project.
Interest earned on any moneys or investments in a separate
account in the Construction Fund shall be held in such account
for the purposes thereof.

Nothing in this Resolution shall prevent any Invest—
ment Securities acquired as investments of funds held under this
Resolution from being issued or held in book-entry form on the
books of the Department of Treasury of the United States of
America.

604. Valuation and Sale of Investments. Obligations
purchased as an investment of moneys in any Fund created under
the provisions of this Resolution shall be deemed at all times
to be part of such Fund and any profit realized from the liqui—
dation of such investment shall be credited to such Fund and any
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loss resulting from the liquidation of such investment shall be
charged to the respective Fund.

In computing the amount in any Fund created under the
provisions of this Resolution for any purpose provided in this
Resolution or Sec. 44.83.110(e) of the Act, obligations pur—
chased as an inv". ,raent of moneys therein shall be valued at the
market value thereof exclusive of accrued interest, or otherwise
as may then be required by the Code. Such computations shall be
determined not less frequently than quarterly in each year.

Except as otherwise provided in this Resolution, the
Trustee shall sell at the best price obtainable, or present for
redemption, any obligation so purchased as an investment whenev —
er it shall be requested in writing by an Authorized Officer of
the Authority so to do or whenever it shall be necessary 1in
order to provide moneys to meet any payment or transfer from any
Fund held by it. The Trustee shall not be liable or responsible
for making any such investment in the manner provided above or
for any loss resulting from any such investment.

ARTICLE VI
Particular Covenants of the Authority

701. Payment of Bonds. The Authority shall duly and
punctually pay or cause to be paid, the principal or Redemption
Price, if any, of every Bond and the interest thereon, at the
dates and places and in the manner mentioned in the Bonds
according to the true intent and meaning thereof.

702. Extension of Payment of Bonds. The Authority
shall not directly or indirectly extend or assent to the exten—
sion of the maturity of any of the Bonds or the time of payment
of claims for interest, by the purchase or funding of such Bonds
or claims for interest or by any other arrangement, and in case
the maturity of any of the Bonds or the time for payment of any
such claims for interest shall be extended, such Bonds or claims
for interest shall not be entitled, 1in case of any default under
this Resolution, to the benefit of this Resolution or to any
payment out of Revenues or Funds established by this Resolution,
including the investments, 1if any, thereof, pledged under this
Resolution or the moneys (except moneys held in trust for the
payment of particular Bonds or claims for interest pursuant to
this Resolution) held by the Fiduciaries, except subject to the
prior payment of the principal of all Bonds Outstanding the
maturity of which has not been extended and of such portion of
the accrued interest on the Bonds as shall not be represented by
such extended claims for interest. Nothing herein shall be
deemed to limit the right of the Authority to issue Refunding
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Bonds and such issuance shall not be deemed to constitute an
extension of maturity of Bonds.

703. Offices for Servicing Bonds. The Authority
shall at all times maintain one or more agencies in the City of
New York, New York, where Bonds may be presented for payment and
shall at all times maintain one or more agencies where 3onds may
be presented for registration, transfer for registration,
transfer or exchange, and where notices, demands and other
documents may be served upon the Authority in respect of the
Bonds or of this Resolution. The Authority hereby appoints the
Trustee as Bond Registrar to maintain an agency for the regis—
tration, transfer or exchange of Bonds, and for the service upon
the Authority of such notices, demands and other documents and
the Trustee shall continuously maintain or make arrangements to
provide such services. The Authority hereby appoints the Paying
Agent or Agents in such city as its respective agents to main-—
tain such agencies for the payment or redemption of Bonds.

704. Further Assurance. At any and all times the
Authority shall, as far as it may be authorized by law, comply
with any reasonable request of the Trustee to pass, make, do,
execute, acknowledge and deliver, all and every such further
resolutions, acts, deeds, conveyances, assignments, transfers
and assurances as may be necessary or desirable for the better
assuring, conveying, granting, pleading, assigning and confirm—
ing all and singular the rights, Revenues and other moneys,
securities and funds hereby pledged or assigned, or intended so
to be, or which the Authority may become bound to pledge or
assign.

705. Power to Issue Bonds and Pledge Revenues and
Other Funds. The Authority is duly authorized under the Act and
all other applicable laws to create and issue the Bonds and to
adopt this Resolution and to pledge and assign the Revenues and
other moneys, securities and funds purported to be subject to
the lien of this Resolution in the manner and to the extent
provided in this Resolution. Except to the extent otherwise
provided in this Resolution, the Revenues, and other moneys,
securities and funds so pledged are and will be free and clear
of any pledge, lien, charge or encumbrance thereon or wit.*
respect thereto prior to, or of equal rank with, the pledge and
assignment created by this Resolution, and all corporate or
other action on the part of the Authority to that end has been
and will be duly and validly taken. The Bonds and the provi—
sions of this Resolution are and will be valid and legally en—
forceable obligations of the Authority 1in accordance with their
terms and the terms of the Act and this Resolution. The Author—
ity shall at all times, to the extent permitted by law, defend,
preserve and protect the pledge and assignment of the Revenues
and other moneys, securities and funds pledged under this
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Resolution and all the rights of the Bondholders under this
Resolution against all claims and demands of all persons whom—
ever.

706. Power to Fix and Collect Rates, Fees and
Charges. The Authority has, and will have as long as any Bonds
are Outstanding, good right and lawful power to establish and
collect rates and charges with respect to the usr of the capa-—
bility of the Project and the sale of the capacity, output or
service thereof subject to the terms of the Power Sales Agree—
ment and other contracts relating thereto.

707. Creation of Liens: Sale and Lease of Property.
1. The Authority shall not issue any bonds, notes, or other
evidences of indebtedness, other than the Bonds, secured by a
pledge of or other lien or charge on the Revenues (including
amounts which the Authority may thereafter be entitled to expend
for Operating Expenses) and shall not create or cause to be
created any lien or charge on such Revenues or on any amounts
held by any Fiduciary under this Resolution; provided, however,
that neither this Section nor any other provision of this
Resolution shall prevent the Authority from issuing bonds or
notes or other obligations for the purposes of the Authority
payable out of, or secured by a pledge of. Revenues to be de—
rived on and after such date as the pledge of the Revenues
provided in this Resolution shall be discharged and satisfied as
provided in Section 1201, or from issuing bonus or notes or
other obligations for the purposes of the Authority which are
secured by a pledge of amounts which is and shall be in all
respects subordinate to the provisions of this Resolution and
the lien and pledge created by this Resolution.

2. No part of the Project sh~_1l be sold, leased,
mortgaged or otherwise disposed of, except as follows:

(a) The Authority may sell or exchange at any
time and from time to time any property or Tfacilities
constituting part of the Pr<.  iect only in accordance with,
and in a manner that will not impair the Authority®"s
obligations under, the provisions of the Power Sales
Agreement and if (i) it shall determine that such property
or facilities are not useful in the operation of the
Project, or (ii) the proceeds of such sale are less than
2% of the prior Bond Year®"s Debt Service, or it shall file
with the Trustee an opinion of the Consulting Engineer
stating that the fair market value of the property or
facilities exchanged are less than 2% of the prior Bond
Year"s Debt Service or (iii) if such proceeds or fair
market value exceeds 2% of the prior Bond Year"s Debt
Service it shall file with the Trustee an opinion of the
Consulting Engineer stating that the sale or exchange of
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such property or facilities will not impair the ability of
the Authority to comply during the current or any future
Fiscal Year with the provisions of Section 712. The
proceeds of any such sale or exchange not used to acquire
other property necessary or desirable for the safe or
efficient operation of the Project shall forthwith be
deposited in the Renewal and Contingency Fund; and

(b) In addition to the Power Sales Agreement,
the Authority may lease or make contracts or grant licens—
es for the operation of, or make arrange.ments for the use
of, or grant easements or other rights with respect to,
any part of the Project, provided that any such lease,
contract, license, arrangement, easement or right (i) does
not impede the operation by the Authority or its agent of
the Project and (ii) does not in any manner impair or
adversely affect the rights or security of the Bondholders
under this Resolution, and (iii) does not adversely affect
the exemption from federal 1income taxation of the interest
on the Bonds; and provided, further, that if the depreci—
ated cost of the property to be covered by any such lease,
contract, license, arrangement, easement or other right is
in excess of 2% of the prior Bond Year®"s Debt Service the
Authority shall first file with the Trustee an opinion of
the Consulting Engineer that the action of the Authority
with respect thereto does not impair the ability of the
Authority to comply during the current or any further
Fiscal Year with the provisions of Section 71?. Any
payments received by the Authority under or in connection
with any such lease, contract, license, arrangement,
easement or right in respect of the Project or any part
thereof shall constitute Revenues and shall be deposited
in the Revenue Fund.

708. Consulting Engineer. The Authority shall, for
the purpose of performing and carrying out the duties imposed on
the Consulting Engineer by this Resolution, employ an inde—
pendent engineer or engineering firm or corporation having a
nationwide and favorable reputation and demonstrated experience
in the field of consulting engineering for power systems.

709. Annual Budget. The Authority, acting 1in
conjunction with the Committee or separately in accordance with
Section 13(e) of the Power Sales Agreement, shall adopt an
Annual Budget each Fiscal Year pursuant to Section 13 of the
Power Sales Agreement and shall adopt and have in effect said
Annual Budget at least 90 days prior to such Fiscal Year. Each
Annual Budget shall set forth in reasonable detail the estimated
Revenues and Operating Expenses including Annual Project Costs
for the Fiscal Year, and including provision for the estimated
amount to be deposited during such Fiscal Year 1in each Fund and
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Account established under this Resolution and the requirements,
if any, for the amounts estimated to be expended from each Fund
and Account established under this Resolution. Such Annual
Budget shall also set forth such detail with respect to such
Revenues, Operating Expenses and other expenditures and such
deposits, as shall be necessary or appropriate so as to comply
with the Power Sales Agreement and the Authority may set forth
such additional material as the Authority may determine. Such
Annual Budget shall be revised as necessary or prudent during
each Fiscal Year to reflect unanticipated changes in actual
Revenues, Operating Expenses or other requirements, or if there
are at any time during any such Fiscal Year extraordinary
receipts or payments O0f. unusual costs, and, if appropriate,
there shall be filed with thevTirustee an amended Annual Budget
for the remainder of the then current Fiscal Year.

710. Limitations on Operating Expenses and Oth-"r
Costs. The Authority shall not incur Operating Expenses or
other costs payable from the Renewal and Contingency Reserve
Fund in any Fiscal Year in excess of the reasonable and neces—
sary amount of such expenses or costs, respectively, and shall
not expend any amount from the Operating Fund for Operating
Expenses or from the Renewal and Contingency Reserve Fund for
costs payable therefrom for such Fiscal "ear in excess of the
respective amounts provided therefor in the Annual Budget as
then in effect. Nothing in this Section contained shall limit
the amount which the Authority or the Committee may expend for
Operating Expenses or other costs payable from the Renewal and
Contingency Reserve Fund in any Fiscal Year provided any amounts
expended therefor in excess of such Annual Budget shall be
received by the Authority or the Committee from rome source
other than the Revenues, which source shall not. be reimbursable
out of Revenues.

711. Acquisition and Co struction of Project and Its
Operation and Maintenance. 1. The Authority shall use its best
efforts to acquire and construct the Project, or cause the same
to be acquired and constructed with due diligence and in a sound
and economical manner.

2. The Authority shall at all times use its best
efforts to operate or cause the Project to be operated properly
and in an efficient and economical, manner, consistent with the
Power Sales Agreement and Prudent Utility Practice, and shall
use its best efforts to maintain, preserve, reconstruct and keep
the same or cause the same to be so maintained, preserved,
reconstructed and kept, with the appurtenances and every part
and parcel thereof, in good repair, working order and good
condition, and shall from time to time make, or use 1its best
efforts to cause to be made, all necessary and proper repairs,
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replacements and renewals so that at all times the operation of
the Project may be properly and advantageously conducted.

3. The Authority shall take all necessary steps
comply with applicable federal and state laws and regulations
relating to the use and operation of the Project, 1including the
terms of the Federal Energy Regulatory Commission license appli—
cable to the Project.

712. Rates, Fees and Charges. 1. The Authority,
acting in conjunction with the Committee or separately under
Section 13(e) of the Power Sales Agreement, shall at all times
after the date of Commercial Operation charge and collect, as a
wholesale power rate, from each Purchaser pursuant to the Power
Sales Agreement that Purchaser®s Percentage Share (as defined in
the Power Sales Agreement) of Annual Project Costs. The Author —
ity, acting in conjunction with the Committee or separately
under Section 13(e) of the Power Sales Agreement, shall deter —
mine Annual Project Costs in such amounts as shall be required
to provide Revenues at least sufficient in each Fiscal Year,
together with other available funds, for the payment of the sum
of:

(a) Operating Expenses during such Fiscal Year;

(b) The amount, 1if any, to be paidduring such
Fiscal Year into the Operating Reserve Account which shall

be the amount, if any, necessary to restore the Operating
Reserve Account to the Operating Reserve Account Require—
ment;

(c) An amount equal to the Aggregate Debt
Service during such Fiscal Year;

(d) The amount, 1if any, to be paidduring such
Fiscal Year into the Capital Reserve Fund, which shall be
the amount, 1if any, necessary to restore the Capital
Reserve Fund to the Capital Reserve Requirement subject to
Section 716;

(e) The amount to be paid during such Fiscal
Year into the Renewal and Contingency Reserve Fund which
shall be the amount, 1if any, necessary to restore the
Renewal and Contingency Reserve Fund over a period no
greater than four years to the Renewal and Contingency
Reserve Fund Requirement or such larger amount as may be
determined from time to time by the Committee to be
included in the calculation of Annual Project Costs
pursuant to Section 8(a)(v) of the Power Sales Agreement;
and
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) All other charges or liens whatsoever
required to be paid out of Revenues during such Fiscal
Year.

2. The Authority will not furnish or supply or
cause to be furnished or supplied any use, output, capacity or
service, of the Project, free of charge to any person, firm or
corporation, public or private, and the Authority will enforce
the payment of any and all amounts owing to the Authority
pursuant to the Power Sales Agreement 1in accordance with its
terms.

3. As required by AS 44.83.110, the Authority
further will at all times maintain rates, fees or charges, and a
contract entered into by it for the sale, transmission or
distribution of power shall contain rates, fees or charges,
sufficient (i) to pay the costs of operation and maintenance of
the Project, the principal of and interest on the Bonds as the
same severally become due and payable, (ii) to provide for debt
service coverage as considered necessary by the Authority for
the marketing of the Bonds and to provide for renewals, replace—
ments and improvements of the Project, and (iii) to maintain
reserves required by the terms of this Resolution.

713. Power Sales Agreement. 1. The Authority
shall collect and forthwith deposit in the Revenue Fund all
amounts payable to it pursuant to the Power Sales Agreement or
payable to it pursuant to any other contracts for the use of the
capability of the Project or the sale of the output, capacity or
service of the Project or any part thereof. The Authority
hereby pledges, assigns and transfers to the Trustee acting on
behalf of the Bondholders all of its rights under the Power
Sales Agreement or any other contracts for the use of the capa-—
bility of the Project or the sale of the output, capacity or
service of the Project or any part thereof and the Trustee shall
enjoy and hold for the benefit of the Bondholders the rights and
privileges so assigned, 1including, without limiting the forego—
ing, the rights of the Authority to receive payments thereunder.
The Authority shall enforce the provisions of the Power Sales
Agreement and duly perform its covenants and agreements thereun—
der. The Authority will not consent or agree to or permit any
termination, rescission of or amendment to or otherwise take any
action under or in connection with the Power Sales Agreement
which will in any manner materially impair or materially ad-—
versely affect the rights or security of the Bondholders under
this Resolution. A copy of the Power Sales Agreement certified
by an Authorized Officer of the Authority shall be filed with
the Trustee, and a copy of any such amendment certified by an
Authorized Officer of the Authority shall be filed with the
Trustee.
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2. The Authority shall perform its obligations under
the Power Sales Agreement to delegate to the Committee, consult
with the Committee, and act through the Committee, with respect
to the management, operation, maintenance, and improvement of
the Project, 1including its obligation to follow procedures
adopted by the Committee with respect to certain actions to be
taken by the Authority under this Resolution. The Authority
represents that it has the power under Section 13(e) of the
Power Sales Agreement, notwithstanding any action or inaction by
the Committee, to take such measures as it deems necessary to
meet its obligations under this Resolution. The Authority
hereby covenants that it will exercise the powers granted
pursuant to Section 13(e) of the Power Sales Agreement, if
necessary, to carry out actions required to be taken under this
Resolution.

714. Insurance. 1. The Authority shall keep and
maintain the Project at all times insured against such risks and
in such amounts, with such deductible provisions, as are custom-—
ary in connection with the operation of facilities of a type and
size comparable to the Project. The determination of what is
customary within the meaning of the prior sentence shall be made
by an independent insurance consultant employed by the Authori —
ty. Without limiting the foregoing, the Authority shall carry
and maintain, or cause to be carried and maintained, and pay or
cause to be paid timely the premiums for, the following insur—
ance with respect to the Project and the Authority:

(a) insurance coverage for buildings, works,
plants and facilities comprising the Project for all risks
of direct physical loss, at all times in an amount not
less than an amount necessary giving regard to co-insur—
ance provisions to pay and retire and redeem all the
Outstanding Bonds;

(b) general public liability insurance (other
than as set forth in subsection (c) of this Section) in
minimum amounts per occurrence, for annual aggregate
claims, and with a deductible amount, to the same extent
that other entities comparable to the Authority and owning
or operating Tfacilities of the size and type comparable to
the Project carry such insurance;

(c) comprehensive automobile liability insur—
ance;

(d) workers™ compensation insurance or self-
insurance as required by the laws of the State of Alaska;

2. Each insurance policy required by this Section

(i) shall be issued or written by a financially responsible
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insurer (or insurers), or by an insurance fund established by
the United States or State of Alaska or an agency or instrument—
ality thereof, (ii) shall be in such form and with such provi—
sions (including, without limitation and where applicable, loss
payable clauses payable to the Trustee, waiver of subrogation
clauses, provisions relieving the insurer of liability to the
extent of minor claims and the designation of the named as—
sureds) as are generally considered standard provisions for the
type of insurance involved, and (iii) shall prohibit cancel —
lation or substantial modification by the insurer withot.c at
least thirty days®™ prior written notice to the Trustee and the
Authority. Without limiting the generality of the foregoing,

all insurance policies carried pursuant to this Section 714
shall name the Trustee, the Authority and the Purchasers as
parties insured thereunder as the respective interest of each of
such parties may appear, and loss thereunder shall be made
payable and shall be applied as provided in this Resol”ion.

3. The Authority covenants to review each year the
insurance carried by the Authority with respect to the Authority
and the Project and, to the extent feasible and economically
prudent, will carry insurance insuring against the risks and
hazards specified in this Section to the same extent that other
entities comparable to the Authority and owning or operating
facilities of the size and type comparable to the Project, and
taking into account any special circumstances of the Project,
carry such insurance. In the event that the Authority deter—
mines that the insurance required by this Section is not avail—
able to the Authority at reasonable cost, and, in any case,
evey two (2) years, from and after July 1, 1990, the Authority
shall employ an independent insurance consultant for the purpose
of reviewing the insurance coverage of, and the insurance
required for, the Authority and the Project and making recom—
mendations respecting the types, amounts and provisions of
insurance that should be carried with respect to the Authority
and the Project and their operation, maintenance and adminis—
tration. A signed copy of the report of the independent insur—
ance consultant nhall be filed with the Trustee and copies
thereof shall be sent to the Authority, and the 1insurance
requirements specified hereunder, including any and all of the
dollar amounts set forth in this Section, shall be deemed
modified or superseded as necessary to conform with the recom—
mendations contained in said report.

4. The Authority may establish a fund to provide
self-insurance against the risks and hazards relating to the
properties of the Project and "the interests of the Authority and
the Bondholders as described in this Section, and, in connect::.-,
therewith, may specify and determine the matters and things see
forth in paragraph 3 of this Section.
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5. Insurance maintained pursuant to this Section
may be part of one or more master policies maintained by the
State of Alaska so long as the form of such policy and the
coverage 1is the same as if a separate policy was in effect.

6. The Authority shall on or before January 1 of
each year, commencing Jinuary 1, 1990, submit to the Trustee a
certificate verifying that all minimum insurance coverages
required by this Resolution are in full force and effect as of
the date of such Authority Certificate.

715. Reconstruction; Application of Insurance
Proceeds. 1. If any useful portion of the Project shall be
damaged or destroyed, the Authority shall, as expeditiously as
possible, continuously and diligently prosecute or cause to be
prosecuted the reconstruction or replacement thereof, unless the
Authority declares the Project ended pursuant to Section 14 of
the Power Sales Agreement, or unless the Consulting Engineer in
an opinion or report filed with the Trustee shall state that
such reconstruction and replacement is not consistent with
Prudent Utility Practice or is not in the interest of the
Purchasers and the Bondholders. The proceeds of any insurance,
including the proceeds of any self-insurance fund, paid on
account of such damage or destruction shall be held by the
Authority in a special account in the Construction Fund and made
available for, and to the extent necessary be applied to, the
cost of such reconstruction or replacement. Pending such
application, such proceeds may be invested by the Authority in
Investment Securities which mature not later than such time as
shall be necessary to provide moneys when needed to pay such
costs of reconstruction or replacement. The proceeds of any
insurance, 1including the proceeds of any self-insurance fund,
not applied within 36 months after receipt thereof by the
Authority to repairing or replacing damaged or destroyed proper —
ty, or in respect to which notice in writing of intention to
apply the same to the work of repairing or replacing the proper—
ty damaged or destroyed shall not have been given to the Trustee
by the Authority within such 36 months, or which the Authority
shall at any time notify the Trustee are not to be so applied,
in excess of $5,000,000 shall be used to retire Bonds by pur—
chase or redemption. Notwithstanding the foregoing, 1in the
event that payments are made from the Renewal and Contingency
Reserve Fund for any such repairing of property damaged or
destroyed prior to the availability of insurance proceeds,
including the proceeds of any self-insurance fund therefor, such
proceeds when received shall be deposited in the Renewal and
Contingency Reserve Fund to the extent of such payments there—
from.

2 If the proceeds of insurance, including the

proceeds of any self-insurance fund, authorized by this Section
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to be applied to the reconstruction or replacement of any por —
tion of the Project are insufficient for such purpose, the
deficiency may be supplied out of moneys in the Renewal and
Contingency Reserve Fund.

3. Alternate methods (if any) of carrying out an
funding Required Project Work may be determined as provided in
Section 4(c) of the Power Sales Agreement.

716. Maintenance of Capital Reserve Fund. 1. The
Authority shall at all times maintain the Capital Reserve Fund
created and established by Section 502 and do and perform or
cause to be done and performed each and every act and thing with
respect to the Capital Reserve Fund provided to be done or
performed on behalf of the Authority or the Trustee under the
terms and provisions of Article V .jeraof or of the Act.

2. In order better to secure the Bonds and to mal
them more marketable and to maintain in the Capital Reserve Fund
an amount equal to the Capital Reserve Requirement, the. Authori—
ty shall, in compliance with the provisions of the Act, cause
the Chairman annually, on or before the second day of January of
each year and whenever the Trustee transfers funds from the
Capital Reserve Fund to pay Principal Installments or interest
on the Bonds, to make and deliver to the Governor of the State
and the Chairmen of the House and Senate Finance Committees of
the Alaska State Legislature his certificate stating the amount,
if any, required to restore the Capital Reserve Fund to the
Capital Reserve Requirement and requesting such amount. A copy
of such certificate shall be promptly delivered to the Trustee.
Any such moneys received by the Authority from the State in
accordance with the provisions of the Act pursuant to any such
certification shall be paid to the Trustee for deposit and
credit to the Capital Reserve Fund.

717. Accounts and Reports. 1. The Authority shall
keep or cause to be kept proper books of records made of its
transactions relating to the Project and each Fund and Account
established under this Resolution and relating to its costs and
charges under the Power cnles Agreement and which, together with
the Power Sales Agreement and all other books and papers of the
Authority, including insurance policies, relating to the
Project, shall at all times be subject to the inspection of the
Trustee and the Holders of an aggregate of not less than 5% in
principal amount of the Bonds then Outstanding or their repre—
sentatives duly authorized in writing.

2. The Trustee shall advise the Authority prompt
after the end of each month of the respective transactions
during such month relating to each Fund and Account held by it
under this Resolution. The Authority shall have the right upon
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reasonable notice and during reasonable business hours to audit
the books and records of the Trustee with respect to the Funds
and Accounts held by the Trustee under this Resolution.

3. The Authority shall annually, within 120 days
after the close of each Fiscal Year (the firsc such reporc to be
filed with respect to the Fiscal Year commencing July i, 1990),
file with the Trustee, and otherwise as provided by law, a copy
of an annual report for such Fiscal Year, accompanied by an .
Accountant®s Certificate, relating to the Project and incluai: |
the following statements in reasonable detail: a statement C
assets and liabilities as of the end of such Fiscal Year, to tne
extent relating to the Project; a statement of Revenues and
Operating Expenses for such Fiscal Year; and a summary with
respect to each Fund and Account established under this Resolu—
tion of the receipts therein and disbursements therefrom during
such Fiscal Y"ear and the amount held therein at the end of such
Fiscal Year. Such Accountant®"s Certificate shall state whether
or not, to the knowledge of the signer, the Authority 1is in
default with respect to any of the covenants, agreements or
conditions on its part contained in this Resolution, and if so,
the nature of such default.

4. The Authority shall file with the Trustee (@)
forthwith upon becoming aware of any Event of Default or default
in the performance by the Authority of any covenant, agreement
or condition contained in this Resolution, a certificate signed
by an Authorized Officer of the Authority and specifying such
Event of Default or default and (b) within 120 days after the
end of each Fiscal Year, commencing with the Fiscal Year ending
June 30, 1991, a certificate signed by an appropriate Authorized
Officer of the Authority stating that, to the best of his
knowledge and belief, the Authority has kept, observed, per—
formed and fulfilled each and every one of its covenants and
obligations contained in this Resolution and there does not
exist at the date of such certificate any default by the Author—
ity under this Resolution or any Event of Default or other event
which, with the lapse of time specified in Section 801 would
become an Event of Default, or, if any such default or Event of
Default or other event shall so exist, specifying the same and
the nature and status thereof.

5. With respect to the Project and each Capital
Improvement for which a Construction Engineer 1is retained pursu-—
ant to paragraph 7 of Section 503, the Authority shall cause
such Construction Engineer to (A) prepare and submit to the
Authority such drawings, designs, plans, specifications, surveys
and reports as are necessary Tfor the proper acquisition and
construction of the Project or Capital Improvement, and approve
and supervise any necessary modifications in the designs, plans
and specifications thereof; (o, prepare and submit to the
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Authority quarterly reports of progress during the period of
construction of the Project or Capital Improvement, including
data as to the date of expected completion and the comparison of
estimated construction time and the Cost of Acquisition and
Construction thereof with the estimates made prior to the
issuance and sale of any Bonds, and an estimate of the amounts
that will be needed from time to time to pay the Cost of Acqui—
sition and Construction thereof and the estimated dates of such
payments; (C) continuously supervise and inspect the acquisition
and construction of the Project or Capital Improvement in
accordance with the usual accepted practices of such inspection
and supervision; and (D) upon completion and testing as required
by the specifications of the Project or Capital Improvement,
certify to the Authority to that effect and to the further
effect that the Project (or, with respect to a Capital Improve—
ment, the Project with such Capital Improvement) 1is ready for
normal continuous operation. The Authority shall cause a copy
of every report of the Construction Engineer referred to in this
paragraph to be filed with the Trustee.

6. The reports, requested statements and other
documents required to be furnished to the Trustee pursuant to
any provisions of this Resolution shall be available for the
inspection of Bondholders at the office of the Trustee and shall
be mailed to each Bondholder who shall file a written request
therefor with the Authority. The Authority may charge each
Bondholder requesting such reports, statements and other docu—
ments a reasonable fee to cover reproduction, handling and
postage.

718. Tax Covenants. 1. The Authority shall at al
times do and perform all acts and things necessary or desirable
including, but not limited to, compliance with provisions of a
letter ofinstructions from Bond Counsel, as the same may be
revised from time to time, 1in order to assure that interest paid
on the Bonds shall, for the purposes of federal income taxation,
be excludable from the gross income of the recipients thereof
and exempt from such taxation, except in the event that such
recipient is a "substantial user" or "related person”™ within the
meaning of Section 147(a) of the Code.

2. The Authority shall not permit at any time or
times any of the proceeds of the Bonds, Revenues or any other
funds of the Authority to be used directly or indirectly to
acquire any securities or obligations the acquisition of which
would cause any Bond to be an "arbitrage bond" as defined 1in
Section 148(a) and (e) of the Code.

3. Notwithstanding any other provision of this
Resolution, all money held by the Trustee in any of the funds or
accounts established pursuant to this Resolution other than
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money on deposit in the Debt Service Fund and the Capital

Reserve Fund, shill be invested solely in obligations issued by
the Treasury, 1in obligations guaranteed by The Federal Housing
Administration, The Veterans Administration, The Federal Nation—
al Mortgage Association, The Federal Home Loan Mortgage Corpora—
tion, or The Government National Mortgage Association, or in

such other investments as may be permitted under the regulations
issued pursuant to Section 149(b) of the Code, unless, 1in che
opinion of Counsel, another investment of such funds will not
impair the exclusion of interest on the Bonds from gross income
for federal income tax purposes.

4. The Authority shall not permit at any time or
times any proceeds of any Bonds, Revenues or any other funds of
the Authority to be used, directly or indirectly, 1in a manner
which would result in the exclusion of any Bond from the treat—
ment afforded by subsection (a) of Section 103 of the Code, as
from time to time amended, except in the case of Bonds held by a
person who, within the meaning of Section 147(a) of the said
Code, 1is a "substantial user™ or "related person".

5. This Section shall not apply to any Series of
Bonds the interest on which is determined by the Authority not
to be exempt from taxation under Section 103 of the Code, pro-—
vided, that no such Series of Bonds shall be issued unless a
Counsel®s Opinion is filed with the Trustee stating that the
issuance of such Series will not cause the interest on a tax-ex—
empt Bond previously issued to be subject to taxation unde
Sections 103 and 141-150 of the Code.

6. Notwithstanding any other provision of this
Resolution to the contrary, upon the Authority®"s failure to
observe, or refusal to comply with, the covenants 1in this
Section 718, no person other than the Trustee or the Holders of
the Bond of the specific series affected shall be entitled to
exercise any right or remedy provided to the above Holders under
this Resolution on the basis of the Authority"s failure to
observe, or refusal to comply with, the covenant.

719. Payment of Taxes and Charges. The Authority
will from time to time duly pay and discharge, or cause to be
paid and discharged, all taxes, assessments and other governmen—
tal charges, or required payments in lieu thereof, lawfully
imposed upon the properties of the Authority or upon the rights.
Revenues, 1income, vreceipts, and other moneys, securities and
funds of the Authority when the same shall become due (including
all rights, moneys and other property transferred, assigned or
pledged under this Resolution), and all lawful claims for labor
and material and supplies, except those taxes, assessments,
charges or claims which the Authority shall in good faith
contest by proper legal proceedings if the Authority shall in
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all such cases have set aside on its books reserves deemed
adequate with respect thereto.

720. Pledge of the State. The State of Alaska
pledges to and agrees with the Holders of the Bonds that the
State will not limit or alter the rights and powers vested 1in
the Authority by the Act to fulfill the terms of the contracts
made by the Authority under this Resolution with the Holders of
the Bonds, or in any way 1impair the rights and remedies of the
Holders of the Bonds until the Bonds, together with the interest
on them with interest on unpaid installments of interest, and
all costs and expenses in connection with an action or proceed—
ing by or on behalf of the Holders of the Bonds, are fuliv met
and discharged. This pledge is included in this Res"™ tion
under the specific authority of 44.83.140 of the Ac”

721. Waiver of Laws. The Authority shan not at any
time insist upon or plead in any manner whatsoever, or claim or
take the benefit or advantage of, any stay or extension law now
or at any time hereafter in force which may affect the covenants
and agreements contained in this Resolution or in the Bonds, and
all benefit or advantage of any such law is hereby expressly
waived by the Authority.

722. General. 1. The Authority shall do and perform
or cause to be done and performed all acts and things required
to be done or performed by or on behalf of the Authority under
the provisions of the Act and this Resolution.

2. Upon the date of authentication and delivery of
each Series of Bonds, all conditions, acts and things required
by law and this Resolution to exist, to have happened and to
have been performed precedent to and in the issuance of such
Bonds shall exist, have happened and have been performed and the
issue of such Bonds, together with all other indebtedness of the
Authority, shall comply in all respects with the applicable laws
of the State of Alaska including the debt and other limitations
prescribed by the Constitution and laws of the State of Alaska.

3.The provisions of this Article are covenants and
agreements by the Authority with the Trustee and the Bond-—
holders .
ARTICLE VIII

Remedies of Bondholders

Section 801. Events of Default. The following shall
constitute Events of Default:
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(1) if default shall be made in the due and
punctual payment of the principal of orRedemption Price,
if any, or any Sinking Fund Payment when and as the same
shall become due on or with respect to any Bond, whether
at maturity or upon call for redemption or otherwise;

(ii) 1if default shall be made in the due and
punctual payment of any installment of interest on any
Bond or the unsatisfied balance of any Sinking Fund In—
stallment therefor, when and as such interest installment
or Sinking Fund Installment shall become due and payable;

(iii) if default shall be made by the Authority
in the performance or observance of any other of the
covenants, agreements or conditions on its part in this
Resolution or in the Bonds contained, and such default
shall continue for a period of 60 days after written
notice thereof to the Authority by the Trustee or to the
Authority and to the Trustee by the Holders of not less
than 25% in principal amount of 1 Bonds Outstanding;

(iv) if there shall occur the dissolution or
liquidation of the Authority or the. filing by the Authori—
ty of a voluntary petition in bankruptcy, or the commis—
sion by the Authority of any act of bankruptcy, or adjudi—
cation of the Authority as a bankrupt, or assignment by
the Authority for the benefit of its creditors, or the
entry by the Authority into an agreement of composition
with its creditors, or the approval by a court of compe—
tent jurisdiction of a petition applicable to the Authori—
ty in any proceeding for its reorganization instituted
under the provisions of the federal bankruptcy act, as
amended, or under any similar act in any jurisdiction
which may now be in effect or hereafter enacted;

) if an order or decree shall be entered,
with the consent or acquiescence of the Authority appoint—
ing a receiver or receivers of the Project, or any part
thereof, or of the rents, fees, charges, or other Revenues
therefrom, or if such order or decree, having been entered
without the consent or acquiescence of the Authority,
shall net be vacated or discharged or stayed within 90
days after the entry thereof; and

(vi) if judgment for the payment of money shall
be rendered against the Authority as the result of the
construction, improvement, ownership, control or operation
of the Project, and any such judgment shall not be dis—
charged within 90 days after the entry thereof, or an
appeal shall not be taken therefrom or from the order,
decree or process upon which or pursuant to which such
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judgment shall have been granted or entered, 1in such
manner as to set aside or stay the execution of or levy

under such judgment, or order, decree or process or the
enforcement thereof.

802. Account and Examination of Records After
Default. 1. The Authority covenants that if an Event of Default
shall have happened and shall not have been remedied, the books
of record and account of the Authority and all other records of
the Project at all times shall be subject to the inspection and
use of the Trustee and of its agents and attorneys.

2. The Authority covenants that if an Event of
Default shall have happened and shall not have been remedied,
the Authority upon demand of the Trustee, will account, as if it
were the trustee of an express trust, for all Revenues and other
moneys, securities and funds pledged or held under this Resolu—
tion for such period as shall be stated in such demand.

803. Application of Revenues and Other Moneys After
Default. 1. The Authority covenants that if an Event of Default
shall happen and shall not have been remedied, the Authority
upon the demand of the Trustee, shall pay over or cause to be
paid over to the Trustee (i) forthwith, all moneys, securities
and funds then held by the Authority 1in any Fund or Account
under this Resolution, and (ii) all Revenues as promptly as
practicable after receipt thereof.

2. During the continuance of an Event of Default,
the Trustee shall apply all moneys, securities, funds and Reve—
nues received by the Trustee pursuant to any right given or
action taken under the provisions of this Article as follows and
in the following order:

(i) Expenses of Fiduciaries - to the payment of
the reasonable and proper charges, expenses and liabil—
ities of the Fiduciaries;

(ii) Operating Expenses - to the payment of the
amounts required for reasonable and necessary Operating
Expenses. For this purpose the books of record and
accounts of the Authority relating to the Project shall at
all times be subject to the inspection of the Trustee and
its representatives and agents during the continuance of
such Event of Default;

(iii) Principal or Redemption Price and Inter—
est - to the payment of the interest and principal or
Redemption Price then due on the Bonds, as follows:
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First: Interest - To the payment to the
persons entitled thereto of all installments of
interest then due in the order of the maturity of
such installments, together with accrued and unpaid
interest on the Bonds theretofore called for redemp—
tion, and, if the amount available shall not be
sufficient to pay in full any installment or install—
ments maturing on the same date, then to the payment
thereof ratably, according to the amounts due there—
on, to the persons entitled thereto, without any
discrimination or preference; and

Second: Principal or Redemption Price - To
the payment to the persons entitled thereto of the
unpaid principal or Redemption Price of any Bonds
which shall have become due, whether at maturity or
by call for redemption, in the order of their due
dates, and, if the amount available shall not be
sufficient to pay in full all the Bonds due on any
date, then to the payment thereof ratably, according
to the amounts of principal or Redemption Price due
on such date, to the persons entitled thereto, with-—
out any discrimination or preference.

3. IfT and whenever all overdue installments of
interest on all Bonds, together with the reasonable and proper
charges, expenses and liabilities of the Trustee, and all other
sums payable by the Authority under this Resolution, 1including
the principal and Redemption Price of and accrued unpaid inter—
est on all Bonds which shall then be payable by declaration or
otherwise, shall either be paid by or for the account of the
Authority or provision satisfactory to the Trustee shall be made
for such payment, and all defaults under this Resolution or the
Bonds shall be made good or secured to the satisfaction of the
Trustee or provision deemed by the Trustee to be adequate shall
be made therefor, and the Trustee shall pay over to the Authori—
ty all moneys, securities, and funds then remaining unexpended
in the hands of the Trustee (except moneys, securities and funds
deposited or pledged, or required by the terms of this Resolu—
tion to be deposited or pledged, with the Trustee), and there—
upon the Authority and the Trustee shall be restored, respec—
tively, to their former positions and rights under this Resolu—
tion. No such payment over to the Authority by the Trusree nor
such restoration of the Authority and the Trustee to their
former positions and rights shall extend to or affect any
subsequent default under this Resolution or impair any right
consequent thereon.

4. The Trustee shall not take any action which will
unreasonably interfere with the performance of the Power Sales
Agreement.
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804. Appointment of Receiver. The Trustee shall
have the right to apply in an appropriate proceeding for the
appointment of a receiver of the Project.

805. Proceedings Brought by Trustee. 1. If an Event
of Default shall happen and shall not have been remedied, then
and in every such case, “he Trustee, by its agents and attor—
neys, may proceed, and upon written request of the Holders of
not less than 25% in principal amount of the Bonds Outstanding
shall proceed, to protect and enforce its rights and the rights
of the Holders of the Bonds under this Resolution forthwith by a
suit in equity or at law, whether for the specific performance
of any covenant herein contained, or in aid of the execution of
any power herein granted or any remedy granted under the Act, or
for an accounting against the Authority as if the Authority were
the trustee of an express trust, or in the enforcement of any
other legal or equitable right as the Trustee, being advised by
counsel, shall deem most effectual to enforce any of its rights
or to perform any of its duties under this Resolution.

2. All rights of action under this Resolution may
be enforced by the Trustee without the possession of any of the
Bonds or the production thereof on the trial or other proceed—
ings, and any such suit or proceedings instituted by the Trustee
shall be brought in its name.

3. The Holders of not less than a majority 1in
principal amount of the Bonds at the time OQutstanding may direct
the time, method and place of conducting any proceeding for any
remedy available to the Trustee, or exercising any trust or
power conferred upon the Trustee, provided that the Trustee
shall have the right to decline to follow any such direction if
the Trustee shall be advised by counsel that the action or
proceeding so directed may not lawfully be taken, or if the
Trustee in good faith shall determine that the action or pro—
ceeding so directed would involve the Trustee in personal
liability or be unjustly prejudicial to the Bondholders not
parties to such direction.

4. Upon commencing a suit in equity or upon other
commencement of judicial proceedings by the Trustee to enforce
any right under this Resolution, the Trustee shall be entitled
to exercise any and all rights and powers conferred in this
Resolution and provided to be exercised by the Trustee upon the
occurrence of any Event of Default.

806. Restriction on Bondholder®s Action. 1. No
Holder of any Bond shall have any right to institute any suit,
action or proceeding at law or in equity for the enforcement of
any provision of this Resolution or the execution of any trust
under this Resolution or for any remedy under this Resolution,
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unless such Holder shall have previously given to the Trustee
written notice of the happening of an Event of Default, as
provided in this Article, and the Holders of at least 25% in
principal amount of the Bonds then Outstanding shall have filed
a written request with the Trustee, and shall have offered it
reasonable opportunity either to exercise the powers granted in
this Resolution or by the Act or by the laws of the State of
Alaska or to institute such action, suit or proceeding in its
own name, and unless such Holders shall have offered to the
Trustee adequate security and indemnity against the costs,
expenses and liabilities to be incurred therein or thereby, and
the Trustee shall have refused to comply with such request for a
period of 60 days after receipt by it of such notice, request
and offer of indemnity, it being understood and intended that no
one or more Holders of Bonds shall have any right in any manner
whatever by his or their action to affect, disturb or prejudice
the pledge created by this Resolution, or to enforce any right
under this Resolution, except in the manner therein provided;
and that all proceedings at law or in equity to enforce any
provision of this Resolution shall be instituted, had and
maintained in the manner provided in this Resolution and for the
equal benefit of all Holders of the Outstanding Bonds, subject
only to the provisions of Section 702.

2. Nothing contained in this Resolution or 1in
Bonds shall affect or impair the obligation of the Authority,
which is absolute and unconditional, to pay at the respective
dates of maturity and places therein expressed the principal of
(and premium, 1if any) and interest on the Bonds to the respec—
tive Holders thereof, or affect or impair the right of action,
which is also absolute and unconditional, of any Holder to
enforce such payment of his Bond.

807. Remedies Not Exclusive. No remedy by the terms
of this Resolution conferred upon or reserved to the Trustee or
the Bondholders 1is intended to be exclusive of any other remedy,
but each and every such remedy shall be cumulative and shall be
in addition to every other remedy given under this Resolution or
existing at law, including under the Act, or 1in equity or by
statute on or after the date of adoption of this Resolution.

808. Effect of Waiver and Other Circumstances. No
delay or omission of the Trustee or any Bondholder to exercise
any right or power arising upon the happening of an Event of
Default shall impair any such right or power or shall be con-—
strued to be a waiver of any such Event of Default or be an
acquiescence therein; and every power and remedy given by this
Article to the Trustee or to the Bondholders may be exercised
from time to time and as often as may be deemed expedient by the
Trustee or by the Bondholders.
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809. Notice of Default. The Trustee shall prompt
mail written notice of the occurrence of any Event of Default to
each registered owner of Bonds then Outstanding at his address,
if any, appearing upon the registry books of the Authority, and
to each Purchaser.

ARTICLE IX
Concerning the Fiduciaries

901. Trustee; Appointment and Acceptance of Duties.
The Trustee shall be appointed by a Supplemental Resolution.
The Trustee shall signify its acceptance of the duties and
obligations imposed upon it by this Resolution by executing and
delivering to the Authority a written acceptance thereof, and by
executing such acceptance the Trustee shall be deemed to have
accepted such duties and obligations with respect to all the
Bonds thereafter to be 1issued, but only, however, upon the terms
and conditions set forth in this Resolution.

902. Paying Agents; Appointment and Acceptance of
Duties. 1. The Authority snail appoint one or more Paying
Agents for the 3onds of each Series, and may at any time or Tfrom
time to time appoint one or more other Paying Agents having the
qualifications set forth in Section 913 for a successor Paying
Agent. The Trustee may be appointed a Paying Agent.

2. Each Paying Agent shall signify its acceptance
of the duties and obligations imposed upon it by this Resolution
by executing and delivering to the Authority and to the Trustee
? written acceptance thereof.

3. Unless otherwise provided, che principal corpo—
rate trust offices of the Paying Agents are designated as the
respective offices or agencies of the Authority for the payment
of the interest on and principal or Redemption Price of the
Bonds.

903. Responsibilities of Fiduciaries. 1. The
recitals of fact herein and in the Bonds contained shall be
taken as the statements of the Authority and no Fiduciary as-—
sumes any responsibility for the correctness of the same. No
Fiduciary makes any representations as to the validity or suffi—
ciency of this Resolution or of any Bonds issued thereunder or
as to the security afforded by this Resolution, and no Fiduciary

shall incur any liability in respect thereof. The Trustee
shall, however, be responsible for its representation contained
in its certificate of authentication on the Bonds. No Fiduciary

shall be under any responsibility or duty with respect to the
application of any moneys paid by such Fiduciary 1in accordance
with the provisions of this Resolution to the Authority or to
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any other Fiduciary. Mo Fiduciary shall be under any obligation
or duty to perform any act which would involve it in expense or
liability or to institute or defend any suit in respect thereof,
or to advance any of its own moneys, unless properly indemni—
fied. Subject to the provisions of subsection 2 of this Section
903, no Fiduciary shall be liable in connection with the perfor—
mance of its duties hereunder except for its own negligence,
misconduct or default.

2. The Trustee, prior to the occurrence of any

Event of Default and after the curing of all Events of Default
which may have occurred, undertakes to perform such duties and
only such duties are specifically set forth in this Resolution.
In case an Event of Default has occurred (which has not been
cured) the Trustee shall exercise such of the rights and powers
vested in it by this Resolution, and use the same degree of care
and skill in their exercise, as a prudent man would exercise or
use under the circumstances in the conduct of his own affairs.
Any provision of this Resolution relating to action taken or to
be taken by the Trustee or to evidence upon which the Trustee
may rely shall be subject to the provisions of this Section 903.

904. Evidence on Which Fiduciaries Mav Act. 1. Ea
Fiduciary, upon receipt of any notice, resolution, request,
consent, order, certificate, report, opinion, bond, or other
paper or document furnished to it pursuant to any provision of
this Resolution, shall examine such instrument to determine
whether it conforms t> the requirements of this Resolution and
shall be protected in acting upon any such instrument believed
by it to be genuine and to have been signed or presented by the
proper party or parties. Each Fiduciary may consult with
counsel, who may or may not be of counsel to the Authority, and
the opinion of such counsel shall be full and complete author—
ization and protection in respect of any action taken or suf-—
fered by it under this Resolution in good faith and in accor—
dance therewith.

2. Whenever any Fiduciary shall deem it necessary
or desirable that a matter be proved or established prior to
taking or suffering any action under this Resolution, such mat-—
ter (unless other evidence in respect thereof be herein specif—
ically prescribed® may be deemed to be conclusively proved and
established by a certificate of an Authorized Officer of the
Authority and such certificate shall be full warrant for any
action taken or suffered in good faith under the provisions of
this Resolution upon the Tfaith thereof; but in its discretion
the Fiduciary may in lieu thereof accept other evidence of such
fact or matter or may require such further or additional evi—
dence as to it may seem reasonable.
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3. Except as otherwise expressly provided in
Resolution, any request, order, notice or other direction re—
quired or permitted to be furnished pursuant to any provision
thereof by the Authority to any Fiduciary shall be sufficiently
executed in the name of the Authority by an Authorized Officer
of the Authority.

905. Compensation. The Authority shall pay to each
Fiduciary from time to time reasonable compensation for all
services rendered under this Resolution, and also all reasonable
expenses, charges, counsel fees and other disbursements, 1includ—
ing those of its attorneys, agents, and employees, 1incurred in
and about the performance of their powers and duties under this
Resolution and each Fiduciary shall have a lien therefor on any
and all funds at any time held by it under this Resolution.
Subject to the provisions of Section 903, the Authority further
agrees to indemnify and save each Fiduciary harmless against any
liabilities which it may 1incur in the exercise and performance
of its powers and duties hereunder, and which are not due to its
negligence, misconduct or default.

905. Certain Permitted Acts. Any Fiduciary may
become the owner of any Bonds with :he same rights it would have
if it were not a Fiduciary. To the extent permitted by law, any

Fiduciary may act as depositary for, and permit any of its
officers or directors to act as a member of, or in any other
capacity with respect to, any committee formed to protect the
rights of Bondholders or to effect or aid in any reorganization
growing out of the enforcement of the Bonds or this Resolution,
whether or not any such committee shall represent the Holders of
a majority in principal amount of the Bonds then Outstanding.

907. Resignation of Trustee. The Trustee may at any
time resign and be discharged of the duties and obligations
created by this Resolution by giving not less than 60 days”
written notice to the Authority, and mailing notice thereof to
each Bondholder, specifying the date when such resignation shall
take effect, and such resignation shall take effect upon the day
specified in such notice, provided a successor shall have been
appointed by the Authority or the Bondholders as provided in
Section 909, and has accepted the appointment.

908. Removal of Trustee. The Trustee may be removed
at any time by an instrument or concurrent instruments in
writing, filed with the Trustee, and signed by the Holders of a
majority in principal amount of the Bonds then Outstanding or
their attorneys-in-fact duly authorized, excluding any Bonds
held by or for the account of the Authority. The Authority nay
remove the Trustee at any time except during the existence of ar.
Event of Default, for such cause as shall be determined in the
sole discretion of the Authority, by filing with the Trustee an
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instrument in writing signed by an Authorized Officer of the
Authority.

909. Appointment of Successor Trustee; Financial
Qualifications of Trustee and Successor Trustee. 1. In case at
any time the Trustee shall resign or shall be removed or shall
become incapable of acting, or shall be adjudged a bankrupt or
insolvent, or if a receiver, liquidator or conservator of the
Trustee, or of 1its property, shall be appointed, or if any
public officer shall take charge or control of the Trustee, or
of its property or affairs, a successor may be appointed by the
Holders of a majority in principal amount of the Bonds then
Outstanding, excluding any Bonds held by or for the account of
the Authority, by an instrument or concurrent instruments in
writing signed and acknowledged by such Bondholders or by their
attornevs-in-fact duly authorized and delivered to such succes—
sor Trustee, notification thereof being given to the Authority
and the predecessor Trustee; provided, nevertheless, that unless
a successor Trustee shall have been appointed by the Bondholders
as aforesaid, the Authority by a duly executed written instru—
ment signed by an Authorized Officer of the Authority shall
forthwith appoint a Trustee to fill such vacancy until a succes—
sor Trustee shall be appointed by the Bondholders as authorized
in this Section 909. The Authority shall mail notice to each
Bondholder of any such appointment made by it within 20 days
after such appointment. Any successor Trustee appointed by the
Authority shall, immediately and without further act, be super—
seded by a Trustee appointed by the Bondholders.

2. If in a proper case no appointment of a succes—
sor Trustee shall be made pursuant to the foregoing provisions
of this Section within 45 days after the Trustee shall have
given to the Authority written notice as provided 1in Section 907
or after a vacancy 1inthe office of the Trustee shall have
occurred by reason ofits inability to act, removal, or for any
reason whatsoever, the Trustee (in the case of its resignation
under Section 907) orthe Holder of any Bond (in any case) may
apply to any court ofcompetent jurisdiction to appoint a suc-—
cessor Trustee. Said court may thereupon, after such notice, if
any, as such may deem proper, appoint a successor Trustee.

3. The Trustee appointed under the provisions of
this Article or any successor to the Trustee shall be a bank or
trust company or national banking association having capital
stock and surplus aggregating at least $200,000,000, 1if there be
such a bank or trust company or national banking association
willing and able to accept the office on reasonable and custom—
ary terms and authorized by law to perform all the duties im—
posed upon it by this Resolution.
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910. Transfer of Rights and Property to Successor
Trustee. Any successor Trustee appointed under this Resolution
shall execute, acknowledge and deliver to its predecessor Trust—
ee, and also to the Authority, an instrument accepting such
appointment, and thereupon such successor Trustee, without any
further act, deed or conveyance, shall become fully vested with
all moneys, estates, properties, rights, powers, duties and
obligations of such predecessor Trustee, with like effect as if
originally named as trustee; but the Trustee ceasing to act
shall nevertheless, on the written request of the Authority, or
of the successor Trustee, execute, acknowledge and deliver such
instrument of conveyance and further assurance and do such other
things as may reasonably be required for more fully and certain—
ly vesting and confirming in such successor Trustee all the
right, title and interest of the predecessor Trustee in and to
any property held by it under this Resolution, and shall pay
over, assign and deliver to the successor Trustee any money or
other property subject to the trusts and conditions herein set
forth. Should any deed, conveyance or instrument in writing
from the Authority be required by such successor Trustee for
more Tully and certainly vesting in and confirming to such
successor Trustee any such estates, rights, powers and duties,
any and all such deeds, conveyances and instruments in writing
shall, on request, and so far as may be authorized by law, be
executed, acknowledged and delivered by the Authority. Any such
successor Trustee shall promptly notify the Paying Agents of its
appointment as Trustee.

911. Merger or Consolidation. Any company into
which any Fiduciary may be merged or converted or with which it
may be consolidated or any company resulting from any merger,
conversion or consolidation to which it shall be a party or any
company to which any Fiduciary may sell or transfer all or
substantially all of its corporate trust business, provided such
company shall be a bank or trust company organized under the
laws of any state of the United States or a national banking
association and shall be authorized by law to perform all the
duties 1imposed upon it by this Resolution, shall be the succes—
sor to such Fiduciary without the execution or filing of any
paper or the performance of any further act.

912. Adoption of Authentication. |In any case any of
the Bonds contemplated be issued under this Resolution shall
have been authenticated but not delivered, any successor Trustee
may adopt the certification of authentication of any predecessor
Trustee so authenticating such Bonds and deliver such Bonds so
authenticated; and in case any of the said Bonds shall not have
been authenticated, any successor Trustee may authenticate such
Bonds in the name of the predecessor Trustee, or in the name of
the successor Trustee, and in all cases such certificate shall
have the full force which it is anywhere in said Bonds or 1in
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this Resolution provided that the certificate of the Trustee
shall have.

913. Resignation or Removal of Paving Agent and
Appointment of Successor. 1. Any Paying Agent may at any rime
resign and be discharged of the duties and obligations created
by this Resolution by giving at least 60 day"s written notice to
the Authority, the Trustee, and the other Paying Agents. Any
Paying Agent may be removed at any time by an instrument filed
with such Paying Agent and the Trustee and signed by an Author—
ized Officer of the Authority. Any successor Paying Agent shall
be appointed by the Authority with the approval of the Trustee,
and shall be a bank or trust company organized under the laws of
any state of the United States or a national banking associa—
tion, having capital stock and surplus aggregating at least
$25,000,000, and willing and able to accept the office on
reasonable and customary terms and authorized by law to perform
all the duties imposed upon it by this Resolution.

2. In the event of the resignation or removal of
any Paying Agent, such Paying Agent shall pay over, assign and
deliver any moneys held by it as Paying Agent to its successor,
or if there be no successor, to the Trustee. In the event that
for any reason there shall be a vacancy in the office of any
Paying Agent, the Trustee shall act as such Paying Agent.

ARTICLE X
Supplemental Resolutions

1001. Supplemental Resolutions Effective Upon Fil
With the Trustee. For any one or more of the following purposes
and at any time or from time to time, a Supplemental Resolution
of the Authority may be adopted, which, upon the filing with the
Trustee of (i) a copy thereof certified by an Authorized Officer
of the Authority and (ii) a certificate of the Committee stating
that such Supplemental Resolution has been adopted in accordance
with Section 11 of the Power Sales Agreement, shall be fully
effective in accordance with 1its terms:

(1) To close this Resolution against, or pro-—
vide limitations and restrictions in addition to the
limitations and restrictions contained in this Resolution
on, the authentication and delivery of Bonds or the issu—
ance of other evidences of indebtedness;

(2) To add to the covenants and agreements of
the Authority in this Resolution, other covenants and
agreements to be observed by the Authority which are not
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contrary to or inconsistent with this Resolution as
theretofore in effect;

(3) To add to the limitations and restrictions
in this Resolution, other limitations and restrictions to
be observed by the Authority which are not contrary to or
inconsistent with this Resolution as theretofore 1in
effect;

(4) To authorise Bonds of a Series and, in
connection therewith, specify and determine the matters
and things referred to in Section 202, and also any other
matters and things relative to such Bonds which are not
contrary to or inconsistent with this Resolution as
theretofore in effect, 1including without limitation the
form of coupon bonds as provided in Section 301, or to
amend, modify or rescind any such authorization, specifi—
cation or determination at any time prior to the first
authentication and delivery of such Bonds;

(5) To confirm, as further assurance, any
pledge or assignment under, and the subjection to any
lien, pledge or assignment created or to be created by,
this Resolution, of the Revenues or of any other moneys,
securities or Tfunds;

(6) To modify any of the provisions of this
Resolution in any other respect whatever, provided that
(i) such modification shall be, and be expressed to be,
effective only after all Bonds of each Series Outstanding
at the date of the adoption of such Supplemental Resolu-—
tion shall cease to be Outstanding, and (ii) such Supple—
mental Resolution shall be specifically referred to in the
next text of all Bonds of any Series authenticated and
delivered after the date of the adoption of such Supple—
mental Resolution and of Bonds issued in exchange or in
place thereof; and

(7) To appoint the Trustee.

1002. Supplemental Resolutions Effective Upon
Consent of Trustee. For any one or more of the following
purposes and at any time from time to time, a Supplemental
Resolution may be adopted, which, upon (i) the filing with the
Trustee of a copy thereof certified by an Authorized Officer of
the Authority, (ii) a certificate of the Committee stating that
such Supplemental Resolution has been adopted in accordance with
Section 11 of the Power Sales Agreement, and (iii) the Tfiling
with the Authority of an instrument in writing made by the
Trustee consenting thereto, shall be fully effective in accord-—
ance with 1its terms:
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(1) To cure any ambiguity, supply any omission,
or cure or correct any defect or inconsistent provision in
this Resolution; or

(2) To insert such provisions clarifying mat—
ters or questions arising under this Resolution as are
necessary or desirable and are not contrary to or incon-—
sistent with this Resolution as theretofore in effect.

(3) To make any changes which do not 1in the
sole opinion of the Trustee, materially and adversely
affect the rights of the Bondholders.

10C3. Supplemental Resolutions Effective With
Consent of Bondholders. At any time or from time to time, a
Supplemental Resolution may be adopted subject to consent by
Bondholders 1in accordance with and subject to the provisions of
Article XI, which Supplemental Resolution, upon the filing with
the Trustee of (i) a copy thereof certified by an Authorized
Officer of the Authority and (ii) a certificate of the Committee
stating that such Supplemental Resolution has been adopted in
accordance with Section 11 of the Power Sales Agreement, and
upon compliance with the provisions of said Article XI, shall
become fully effective in accordance with its terms as provided
in said Article XI.

1004. General Provisions. 1. The Resolution shall
not be modified or amended in any respect except as provided in
and in accordance with and subject to the provisions of this
Article X and Article XI. Nothing in this Article X or Article
Xl contained shall affect or limit the right or obligation of
the Authority to adopt, make, do, execute, acknowledge or
deliver any resolution, act or other instrument pursuant to the
provisions of Section 704 or the right or obligation of the
Authority to execute and deliver to any Fiduciary any instrument
which elsewhere in this Resolution it is provided shall be
delivered to said Fiduciary.

2. Any Supplemental Resolution referred to
permitted or authorized by Section 1001 and 1002 may be adopted
by the Authority without the consent of any of the Bondholders,
but shall become effective only on the conditions, to the extent
and at the time provided in said Sections, respectively. The
copy of every Supplemental Resolution when filed with the
Trustee shall be accompanied by an Opinion of Counsel stating
that such Supplemental Resolution has been duly and lawfully
adopted in accordance with the provisions of this Resolution, is
authorized or permitted by this Resolution, and is valid and
binding upon the Authority and enforceable in accordance with
its terms.
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3. The Trustee is hereby authorized to accept the
delivery of a certified copy of any Supplemental Resolution
referred to and permitted or authorized by Sections 1001, 1002
or 1003 and to make all further agreements and stipulations
which may be therein contained, and the Trustee, 1in taking such
action, shall be fully protected in relying on a Opinion of
Counsel that such Supplemental Resolution is authorized or
permitted by the provisions of this Resolution.

4. No Supplemental Resolution shall change or
modify any of the rights or obligations of any Fiduciary without
its written assent thereto.

ARTICLE XI
Amendments

1101. Mailing. Any provision in this Article for
the mailing of a notice or other paper to Bondholders shall be
fully complied with if it is mailed postage prepaid only to each
registered owner of Bonds then Outstanding at his address, if
any, appearing upon the registry books of the Authority and each
Fiduciary.

1102. Powers of Amendment. Any modification or
amendment of this Resolution and of the rights and obligations
of the Authority and of the Holders of the Bonds thereunder, in
any particular, may be made by a Supplemental Resolution, with
the written consent of the Committee and, if required by the
terms of a written commitment for Bond insurance, the consent of
the Eond insurer, and with the written consent given as provided
in Section 1103 of the holders of at least a majority in princi—
pal amount of the Bonds Outstanding at the time such consent is
given, and (ii) in case less than all of the several Series of
Bonds then Outstanding are affected by the modification or
amendment, of the Holders of at least a majority in principal
amount of the Bonds of each Series so affected and Outstanding
at the time such consent 1is given, and (iii) 1In case the modifi —
cation or amendment changes the terms of any Sinking Fund
Installment, of the Holders of at least a majority in principal
amount of the Bonds of the particular Series and maturity
entitled to such Sinking Fund Installment and Outstanding at the
time such consent 1is given; provided, however, that if such
modification or amendment will, by ics terms, not take effect so
long as any Bonds of any specified like Series and maturity
remain OQutstanding the consent of the Holders of such Bonds
shall not be required and such Eonds shall not be deemed to be
Qutstanding for the purpose of any calculation of OQutstanding
Bonds under this Section. No such modifications or amendment
shall permit a change in the terms of redemption or maturity cf
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the principal cf any Outstanding Bond cr any installment of
interest thereon or a reduction in the principal amount or the
Redemption Price thereof or in the rate of interest thereon
without the consent of the Holder of such Bond, or shall reduce
the percentages or otherwise affect the classes of Bonds the
consent of the Holders of which is required to effect any such
modification or amendment, or shall change or modify any of the
rights or obligations of any Fiduciary without its written
assent thereto. For the purposes of this Section, a Series
shall be deemed to be affected by a modification or amendment of
this Resolution if the same adversely affects or diminishes the
rights of the Holders of Bonds of such Series. The Trustee may
in its discretion determine whether or not in accordance with
the foregoing powers of amendment Bonds of any particular Series
or maturity would be affected by any modification or amendment
of this Resolution and any such determination shall be binding
and conclusive on the Authority and all Holders of the Bonds.

1103. Consent of Bondholders. The Authority may
any time adopt a Supplemental Resolution making a modification
or amendment permitted by the provisions of Section 1102 to take
effect when and as provided in this Section, provided that such
modification or amendment receives the written consent of the
Committee. A copy of such Supplemental Resolution (or brief
summary thereof or reference thereto in form approved by the
Trustee), together with a request tc Bondholders for their
consent thereto in form satisfactory to the Trustee, shall be
mailed by the Authority to Bondholders (but failure to mail such
copy and request shall not affect the validity of the Supplemen—
tal Resolution when consented to as in this Section provided).
Such Supplemental Resolution shall not be effective until (i)
there shall have been filed with the Trustee (a) the written
consents of Holders of t-he percentages of Outstanding Bonds
specified in Section 1102 and (b) an Opinion of Counsel stating
that such Supplemental Resolution has been duly and lawfully
adopted and filed by the Authority in accordance with the
provisions of this Resolution, 1is authorized or permitted by
this Resolution, and is valid and binding upon the Authority,
the Fiduciaries and the Bondholders and enforceable in accor—
dance with its terms, and (ii) a notice shall have been mailed
as hereinafter in this Section 1103 provided. Each such consent
shall be effective only if accompanied by proof of the holding,
at the dat< of such consent, of the Bonds with respect to which
such consent 1is given, which proof shall be such as is permitted
by Section 1202. A certificate or certificates executed by the
Trustee and filed with the Authority stating that it has exam—
ined such proof and that such proof is sufficient in accordance
with Section 1202 shall be conclusive that the consents have
been given by the Holders of the Bond described in such certifi—
cate or certificates of the Trustee. Any such consent shall be
binding upon the Holder of the Bonds signing such consent ar.d,
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anything in Section 1202 to the contrary notwithstanding, upon
any subsequent Holder of such Bonds and of any Bonds issued in
exchange (whether or not such subsequent Holder has notice
thereof) provided however that any consent may be revoked by any
Holder of such Bonds by filing with the Trustee, prior to the
time when the written statement of the Trustee hereinafter in
this Section 1103 provided for is filed, such revocation. The
fact that a consent has not been revoked may likewise be proved
by a certificate of the Trustee filed with the Authority to the
effect that no revocation thereof is on file with the Trustee.

At any time after the Holders of the required percentages of
Bonds shall have filed their consents to the Supplemental
Resolution, the Trustee shall make and file with the Authority a
written statement that the Holders of such required percentages
of Bonds have filed such consents.- Such written statements

shall be conclusive that such consents have been filed. At any
time thereafter, notice stating in substance that the Supplemen—
tal Resolution (which may be referred to as a Supplemental
Resolution adopted by the Authority on a stated date, a copy of
which is on file with the Trustee) has been consented to by the
Holders of the required percentages of Bonds, and will be
effective as provided in this Section 1103, may be given to
Bondholders by the Authority by mailing such notice to Bondhold—
ers (but failure to mail such notice shall not prevent such
Supplemental Resolution from becoming effective and binding as
in this Section 1103 provided). The Authority shall file with
the Trustee proof of the mailing of such notice to Bondholders.
A record, consisting of the certificates or statements required
or permitted by this Section 1103 to be made by the Trustee,
shall be proof of the matters therein stated. Such Supplemental
Resolution making such amendment or modification shall be deemed
conclusively binding upon the Authority, the Fiduciaries and the
Holders of all Bonds at the expiration of 40 days after the
filing with the Trustee of the proof of the mailing of such last
mentioned notice, except in the event of a final decree of a
court of competent jurisdiction setting aside such Supplemental
Resolution in a legal action or equitable proceeding for such
purpose commenced within such 40 day period; provided, however,
that any Fiduciary and the Authority during such 40 day period
and any such further period during which any such action or pro—
ceeding may be pending shall be entitled in their absolute
discretion to take such action, or to refrain from taking such
action, with respect to such Supplemental Resolution as they may
deem expedient.

1104. Modifications by Unanimous Consent.
Resolution and the rights and obligations of the Authority and
of the Holders of the Bonds thereunder may be modified or amend-—
ed with the written consent of the Committee in any respect by a
Supplemental Resolution effecting such modification or amendment
and the consents of the Holders of all the Eonds then
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Outstanding, each such consent to be accompanied by proof of the
holding at the date of such consent of the Bonds with respect to
which consent is given. Such Supplemental Resolution shall take
effect upon the filing (a) with the Trustee of (i) a copy
thereof certified by an Authorized Officer of the Authority,

(ii) such consents and accompanying proofs and (iii) the Coun—
sel"s Opinion referred to in Section 1103 and (b) with the
Authority and the Trustee of the Trustee's written statement
that the consents of the Holders of all Outstanding Bonds have

been filed with 1it. No mailing of any Supplemental Resolution
(or reference thereto or summary thereof) or of any request or
notice shall be required. No such modification or amendment,

however, shall change or modify any of the rights or obligations
of any Fiduciary without its written assent thereto.

1105. Exclusion of Sonds. Bonds owned by or for the
account of the Authority shall not be deemed Outstanding for the
purpose of consent or other action or any calculation of OQut—
standing Bonds provided for in this Article XI, and the Authori—
ty shall not be entitled with respect to such Bonds to give any
consent or take any other action provided for in this Article.

At the time of any consent or other action taken under this
Article, the Authority shall furnish the Trustee a certificate
of an Authorized Officer of the Authority upon which the Trustee
may rely, describing all Bonds so to be excluded.

1106. Notation on 3or.ds. Bonds authenticated and
delivered after the effective date of any action taken as 1in
Article X or Article XI provided may, and if the Trustee so
determines, shall, bear a notation by endorsement or otherwise
in form approved by the- Authority and the Trustee as to such
action, and in that case upon demand of the Holder of any Bond
OQutstanding at such effective date and presentation of his Bond
for the purpose at the principal corporate trust office of the
Trustee or upon any transfer or exchange of any 5ond Outstanding
at such effective date, suitable notation shall be made on such
Bond or upon any Bond issued upon any such transfer or exchange
by the Trustee as to any such action. IT the Authority or the
Trustee shall so determine, new Bonds so modified as in the
opinion of the Trustee and the Authority to conform to such
action shall be prepared, authenticated and delivered, and upon
demand of the Holder any Bond then Outstanding shall be ex—
changed, without cost to such Bondholder, for Bonds of the same
Series and maturity then Outstanding, upon surrender of such
Bonds.

POWER REVENUE BOND RESOLUTION
Page 72 A7801FJG



Miscellaneous

1201. Defeasance. 1. If the Authority shall pay or
cause to be paid, or there shall otherwise be paid, to the
Holders of all Eonds the principal or Redemption Price, if
applicable, and interest due or to become due thereon, at the
time and in the manner stipulated therein and in this Resolu—
tion, then the pledge and assignment of any Revenues, and other
moneys and securities pledged under this Resolution and all
covenants, agreements and other obligations of the Authority to
the Bondholders, shall thereupon cease, terminate and become
void and be discharged and satisfied. In such event, the Trust—
ee shall cause an accounting for such period or periods as shall
be requested by the Authority to be prepared and filed v/ith the
Authority and, upon the request of the Authority shall execute
and deliver to the Authority all such instruments as may be
desirable to evidence such discharge and satisfaction, and the
Fiduciaries shall pay over or deliver to the Authority all
moneys or securities held by them pursuant to this Resolution
which are not required for the payment of principal or Redemp-—
tion Price, 1if applicable, and interest on Bonds. If the
Authority shall pay or cause to be paid or there shall otherwise
be paid, to the Holders of all Outstanding Bonds of a particular
Series, or of a particular maturity within a Series, the princi—
pal or Redemption Price, if applicable, and interest due or to
become due thereon, at the times and in the manner stipulated
therein and in this Resolution, such Bonds shall cease to be
entitled to any lien, benefit or security under this Resolution,
and all covenants, agreements and obligations of the Authority
to the Holders of such Bonds shall thereupon cease, terminate
and become void and be discharged and satisfied.

2. Bonds or interest installments for the
or redemption of which moneys shall have been set aside and
shall be held in trust by the Paying Agents (through deposit by
the Authority of funds for such payment or redemption or other —
wise) at the maturity or redemption date thereof shall be deemed
to have been paid within the meaning and with the effect ex—
pressed in subsection 1 of this Section 1201. Prior to the
maturity or redemption date thereof, Bonds shall be deemed to
have been paid within the meaning and with the effect expressed
in subsection 1 of this Section 1201 if (a) in case any of said
Bonds are to be redeemed on any date prior to their maturity,
the Authority shall have given to the Trustee irrevocable in-—
struction accepted in writing by the Trustee to mail as provided
in Article 1V notice of redemption of such Bonds on said date,
(b) there shall have been deposited with the Trustee either
moneys (including moneys withdrawn and deposited pursuant to
subsection 4 of Section 507) 1in an amount which shall be
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sufficient, or Federal Obligations (including any Federal Obli—
gations 1issued or held in book-entry form cn the books of the
Department of the Treasury of the United States of America) the
principal of and the interest on which when due will provide
moneys which, together with the moneys, if any, deposited with
the Trustee at the same time, shall be sufficient to pay when
due the principal or Redemption Price, if applicable, and inter—
est due and to become due on said Bonds on or prior to the
redemption date or maturity date thereof, as the case may be,
and (c) the Authority shall have given the Trustee in form
satisfactory to it irrevocable instructions to mail, as soon as
practicable, a notice to the Holders of such Bonds that the
deposit required by (b) above has been made with the Trustee and
that said Bonds are deemed to have been paid in accordance with
this Section 1201 and stating such maturity or redemption date
upon which moneys are to be available for the payment of the
princrpal or Redemption Price, if applicable, and interest on
said Bonds. Neither Federal Obligations nor moneys deposited
with the Trustee pursuant to this Section 1201 nor principal or
interest payments on any such Federal Obligations shall be
withdrawn or used for any purpose other than, and shall be held
in trust for, the payment of the principal or Redemption Price,
if applicable, and interest on said Bonds; provided that any
cash received from such principal or interest payments on such
Federal Obligations deposited with the Trustee, (A) to the
extent such cash will not be required at any ti ie for such
purpose, shall be paid over to the Authority as recei%red by the
Trustee, free and clear of any trust, lien, pledge or assignment
securing said Bends or otherwise existing under this Resolution,
and (3) to the extent such cash will be required for such
purpose at a later date, snail, to the extent practicable, be
reinvested in Federal Obligations maturing at times and in
amounts sufficient to pay when due the principal or Redemption
Price, 1if applicable, and interest to become due on said Bonds,
on or prior to such redemption date or maturity date thereof, as
the case may be, and interest earned from such reinvestment
shall be paid over to the Authority as received by the Trustee,
free and clear of any trust, lien, pledge or assignment securing
said Bonds or otherwise existing under this Resolution. For the
purposes of this Section 1201, Feaeral Obligations shall mean
and include only such Federal Obligations which shall not be
subject to redemption prior to their maturity other than at the
option of the holder thereof.

3. Anything in this Resolution to the contrary
notwithstanding any moneys held by a Fiduciary 1in trust for the
payment and discharge of any of the Bonds which remain unclaimed
for six years after the date when such Bonds have become due ar.d
payable, either at their stated maturity dates or by call for
earlier redemption, 1if such moneys were held by the Fiduciary at
such date, or for six years after the date of deposit of such
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moneys 1if deposited with the Fiduciary after the said dace when
such Bonds became due and payable, shall, at the written request
of the Authority, be repaid by the Fiduciary to the Authority
for payment into the Revenue Fund, and shall be deemed "other
available funds"™ within the meaning of Section 712 to be used
for the payment of amounts required to be paid therein or for
the payment of refunds to the Purchasers pursuant to Section 13
of the Power Sales Agreement, and the Fiduciary shall thereupon
be released and discharged with respect thereto and the Bond-—
holders shall look only to the Authority for the payment of such
Bonds..

1202. Evidence of Signatures of Bondholders and
Ownership of Bonds. 1. Any request, consent, revocation of
consent or other instrument which this Resolution may require or
permit to be signed and executed by the Bondholdersmay be in
one or more instruments of similar tenor, and shallbe signed or
executed by such Bondholders in person or by their attorneys
appointed in writing. Proof of the execution of any such in-—
strument, or of any instrument appointing any such attorney,
shall be sufficient for any purpose of this Resolution (except
as otherwise therein expressly provided) if made in the follow—
ing manner, or in any other manner satisfactory to the Trustee,
which may nevertheless in its discretion require further and
other proof in cases where it deems the same desirable:

The fact and date of the execution by any Bondholder
or his attorney of such instruments may be proved by aguarantee
of the signature thereon by a bank or trust company or by the
certificate of any notary public or other officer authorized to
take acknowledgements of deeds, that the person signing such
request or other instrument acknowledged to him the execution
thereof, cr by an affidavit of a witness of such execution, dul”®
sworn to before such notary public or other officer. Where suer
execution is by an officer of a corporation or partnership, sue:
signature guarantee, certificate or affidavit shall also consti—
tute sufficient proof of his authority.

2. The ownership of Bonds and the amount, numbers
and other identification, anddate of holding the same shall be
proved by the registry books.

3. Any request or consent by the owner of any Bend
shall bind all future owners of such 3or.d in respect of anything
done or suffered to be done by the Authority or any Fiduciary ir
accordance therewith.

1203. Monevs Held for Particular Bonds. The amounta
held byany Fiduciary for the payment of the interest, principal
or Redemption Price due on any date with respect to particular
Bonds shall, on and after such date and pending such payment, ba

POWER REVENUE BOND RESOLUTION
Page 75 A7801FJ3



set aside on its books and held in trust by it for the Holders
of the Bonds entitled thereto.

1204. Preservation and Inspection of Documents. All
documents received by a Fiduciary under the provisions of this
Resolution shall be retained in its possession and shall be
subject at all reasonable times to the inspection of the Author—
ity, any other Fiduciary, and any Bondholder and their agents
and their representatives, any of whom may make copies thereof.

1205. No Recourse on the 3onds. No recourse shall
be had for the payment of the principal of or interest on the
Bonds or for any claim based thereon or on this Resolution
against any member of the Board of Directors of the Authority or
officer of the Authority or any person executing the Bonds.

1206. Severability of Invalid Provisions. |If any
one or more of the covenants provided in this Resolution on the
part of the Authority or any Fiduciary to be performed should be
contrary to law, then such covenant or covenants or agreement or
agreements shall be deemed severable from the remaining cove—
nants and agreements, and shall in no way affect the validity of
the other provisions of this Resolution.

1207. Holidays. |If the date for making any payment
or the last date for performance of any act or the exercising of
any right, as provided in this Resolution, shall be a legal
holiday or a day on which banking institutions 1in the city in
which 1is located the principal office of the Trustee are author—
ized by law to remain closed, such payment may be made or act
performed or right exercised on the next succeeding day not a
legal holiday or a day on which such banking institutions are
not authorized by law to remain closed, with the same force and
effect as if done on the nominal date provided in this Resolu—
tion.

1208. Notices. It shall be sufficient service of
any notice, request, complaint, demand or other paper on the
Authority or the Trustee, as the case may be, if the same shall
be duly mailed by registered or certified mail and addressed to
it at Alaska Power Authority, P. 0. Box 190869, Anchorage,
Alaska 99519-0869, Attention: Executive Director, or to such
other address as the Authority may from time to time Tfile with
the Trustee (in respect of the Authority) or at (Name of Trusz-
ee ], , Attention:

, or at such other address as the Trustee
may from time to time file with the Authority (in respect of the
Trustee).
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“SI\i . A* ||
Bond Form and E ffective Date
1301. Form of Bonds and Trustee®s Certificate
Authentication. Subject to the provisions of this Resolution,
the form of the Bonds of each Series and the Trustee"s Certifi—
cate of Authentication, shall be substantially the following
tenor with such variations, omissions and insertions as are
required or permitted by this Resolution:
ALASKA POWER AUTHORITY
Power Revenue Bond, Series

% Due July 1,

$ No.

ALASKA POWER AUTHORITY (herein called the "Authori-—
ty"), a public corporation of the State of Alaska organized and
existing under and by virtue of the laws of the State of Alaska,
acknowledges itself indebted to, and for value received hereby
promises to pay to
or registered assigns, on rhe first day of July, , the
principal sum of Dollars in any coin or
currency of the United State of America which at the time of
payment is legal tender for the payment of public and private
debts, upon presentation and surrender of this bond at the
principal corporate trust office of or
(such banks and any successors thereto
being referred to herein as the "Paying Agents"™), at the option
of the registered owner hereof, and to pay to the registered
owner the interest on such principal sum in like coin or curren—
cy from the date hereof, at the rate per annum specified above,
payable on the first days of January and July in each year,
until the Authority"s obligation with respect to the payment of
such principal sum shall be discharged by check or draft mailed
to the registered owner of record hereof as of the 15th day of
the calendar month next preceding such interest payment date at
the address of such owner appearing on the registration books
maintained by the Authority for such purpose at the principal
corporate trust office of , In the City
of , as bond registrar.

This bond is one of a duly authorized issue of bonds
of the Authority designated as its "Power Revenue Bonds,
Series " (herein called the " Series Bonds"),
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in the aggregate principal amount of $ issued pursuant
to the (herein called the
"Act"), and under and pursuant to a resolution of the Authority
adopted . , entitled "Power Revenue Bond
Resolution”™ and a supplemental resolution of the Authority
authorising the Series Bonds(said

being herein called the

"Resolution").

As provided in the Resolution, the bonds are direct
and general obligations of the Authority for the payment of
which the full faith and credit of the Authority is pledged,
which are secured as to payment of the principal and redemption
price thereof, and interest thereon, 1in accordance with their
terms and the provisions of the Resolution by (i) the proceeds
of the sale of the bonds, (ii) the Revenues (as defined in the
Resolution, and (iii) all funds established by the Resolution
including the investments, 1if any, thereof, subject only to the
provisions of the Resolution permitting the application thereof
for the purposes and on the terms and conditions set forth in

the Resolution. Copies of the Resolution are on file at the
office of the Authority and at the principal corporate trust
office of , as Trustee under the Resolu-—

tion, or its successor as Trustee (herein called the "Trustee")
and reference to the Resolution and any and all supplements
thereto and modifications and amendments thereof and to the Act
is made for a description of the pledge and assignment and
covenants securing the bonds, the nature, extent and manner of
enforcement of such pledge and assignment, the rights and
remedies of the registered owners of the bonds with respect
thereto, the limitations on such rights and remedies and the
terms and conditions upon which the bonds are issued and may be
issued thereunder.

As provided in the Resolution, bonds of the Authorit
may be issued from time to time pursuant to supplemental resolu
tions 1in one or more series, in various principal amounts, may
mature at different times, may bear interest at different rates
and may otherwise vary as in the Resolution provided. The
aggregate principal amount of bonds which may be issued under
the Resolution is not limited except as provided in the Resolu—
tion, and all bonds issued and to be 1issued under the Resolutio
are and will be equally secured by the pledge and assignment an
covenants made therein, except as otherwise expressly provided
or permitted in the Resolution.

To the extent and in the manner permitted by the
terms of the Resolution, the provisions of the Resolution, or
any resolution amendatory thereof or supplemental thereto, may
be modified or amended by the Authority, with the written
consent of the owners of at least a majority 1in principal amour.
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of the bonds then outstanding under the Resolution, and, 1in case
less than all of the Series of bonds would be affected thereby,
with such consent of at least two-thirds in principal amount of
the bonds of each Series so affected then outstanding under the
Resolution, and, in case such modification or amendment would
change the terms of any sinking fund installment, with such
consent of at least two-thirds in principal amount of the bonds
of the particular Series and maturity entitled to such sinking
fund installment then outstanding; provided, however, that, if
such modification or amendment will, by its terms, not take
effect so long as any bonds of any specified like Series and
maturity remain outstanding under the Resolution, the consent of
the owners of such bonds shall not be required and such bonds
shall not be deemed to be outstanding for the purpose of the
calculation of outstanding bonds. No such modification or
amendment shall permit a change in the terms of redemption or
maturity of the principal of any outstanding bond or of any
installment of interest thereon c¢c a reduction in the principal
amount or redemption price thereof or in the rate of interest
thereon without the consent of the owner of such bond, or shall
reduce the percentages or otherwise affect the classes of bonds
the consent of the owners of which is required to effect any
such modification or amendment, or shall change or modify any of
the rights or obligations of the Trustee or of any Paying Agent
without 1its written assent thereto.

This bond is transferable as provided in the Resolu—
tion, only upon the books of the Authority kept for the purpose
at the above-mentioned office of the Trustee, by the registered
owner hereof 1in person, or by his duly authorized attorney, upon
surrender of this bond together with a written instrument of
transfer satisfactory to the Trustee duly executed by the regis—
tered owner or his duly authorized attorney, and thereupon a new
registered bond or bonds, and in the same aggregate principal
amounts, shall be issued to the transferee in exchange therefor
as provided in the Resolution, and upon payment of the charges
therein prescribed. The Authority, the Trustee and any Paying
Agent may deem and treat the person in whose name this bond is
registered as the absolute owner hereof for the purpose of
receiving payment of, or on account of, the principal or redemp—
tion price hereof and interest due hereon and for all other
purposes.

The bonds of the issue of which this bond is one are
subject toredemption prior to maturity, upon published notice
as hereinafter provided, (i) by operation of the Principal
Account established under the Resolution to satisfy sinking fur.d
installments, on any interest payment date cn and after
at the principal amount thereof together
with accrued interest to the redemption date, and (ii) other —
wise, as a whole, or 1in part in inverse order of maturities, at
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any time on or after , at the respective
redemption prices (expressed as percentages of the principal
amount of the bonds or portions thereof to be redeemed) set
forth below, 1in each case together with accrued interest to the
redemption date:

Period During Which Redemption
(both dates inclusive) Prices

If less than all the bonds of like maturity are to be
redeemed, the particular bonds to be redeemed shall be selected
by the Trustee.

(Further Redemption provisions per the Resolution and
Supplemental Resolution)

The bonds of the issue of which this bond is one are
payable upon redemption at the above-mentioned offices of the
Paying Agents. Notice of redemption, setting forth the place of
payment, shall be mailed to each registered owner not less than
25 days nor more than 40 days prior to the redemption date, all
in the manner and upon the terms and conditions set forth in the
Resolution. ITf notice of redemption shall have been given as
aforesaid, the bonds or portions thereof specified in said
notice shall become due and payable on the redemption date
therein fixed, and if, on the redemption date, moneys for the
redemption of all the bonds and portions thereof to be redeemed,
together with interest to the redemption date, shall be avail—
able for such payment on said date, then from and after the
redemption date interest on such bonds or portions thereof so
called for redemption shall cease to accrue and be payable.

Neither the State of Alaska nor any political subdi—
vision thereof, other than the Authority, nor any member of the
Authority nor any Power Purchaser (as defined in the Resolution)
is obligated to pay the principal, premium, 1if any, or interest
on this bond and the issue of which it is one and neither the
faith and credit nor the taxing power of the State of Alaska or
any political subdivision thereof is pledged to the payment of
the principal of, premium, if any, or interest on this bond or
the issue of which it is one.

It is hereby certified and recited that all condi—
tions, acts and things required by law and the Resolution to
exist, to have happened and to have been performed precedent to
and in the 1issuance of this bond, exist, have happened and have
been performed and that the issue of bonds of which this is one,
together with all other indebtedness of the Authority, complies
in all respects with the applicable laws of the State of Alaska,
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including, particularly, the Act and is within every debt and
other limit prescribed by said laws of the State of Alaska.

This bond shall not be entitled to any benefit under
the Resolution or be valid or become obligatory for any purpose
until this bond shall have been authenticated by the execution
by the Trustee of the Trustee®"s Certificate of Authentication
hereon.

IN WITNESS WHEREOF, ALASKA POWER AUTHORITY has caused
this bond to be signed in its name and on its behalf by the
facsimile signature of its Chairman or its Vice-Chairman, and
its corporate seal (or facsimile thereof) to be hereunto af-—
fixed, 1imprinted, engraved or otherwise reproduced and attested
by the facsimile signature of its Secretary or its Assistant
Secretary.

DATED:

ALASKA POWER AUTHORITY

By

(Vice) Chairman

ATTEST:

(Assistant) Secretary

[FORM OF CERTIFICATE OF AUTHENTICATION ON ALL BONDS]

TRUSTEE®"S CERTIFICATE OF AUTHENTICATION

This bond is one of the Series Bonds
delivered pursuant to the within mentioned Resolution.

Trustee,

By
Authorized Officer
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1302. Effective Date. This Power Revenue Bond
Resolution shall take effect immediately.

Power Revenue Bond Resolution approved and adopted by
Alaska Power Authority on , 19 .

ALASKA POWER AUTHORITY

BY _
Chairman
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EXHIBIT B

Delivery Point

The Delivery Point of the Project and the point at which
the Purchasers accept delivery shall be at the point where the
115 kV Project transmission lines connect to a 115 kV switching
station (included within the Project) at Bradley Junction on the
Fritz Creek - Soldotna transmission line to be built by the Hom—
er Electric Association, Inc.

POWER SALES AGREEMENT FOR BRADLEY LAKE ENERGY
EXHIBIT B — Page 1
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EXHIBIT C

Description Of The Project

The Bradley Lake Hydroelectric Project site 1is located on
the Kenai Peninsula, about 105 miles south of Anchorage and 27
miles northeast of Homer, Alaska. Bradley Lake, with an exist—
ing elevation of 1,080, is situated in the Kenai Mot* lain Range.
A Project Location Map is attached.

The proposed development includes raising the existing
Bradley Lake 1level 100 feet by constructing a diversion tunnel,
dam, spillway and outlet facility at the lake outlet. An 18,760
foot 1long, 11 foot diameter concrete lined power tunnel will
connect the reservoir intake works with a two 45 MW (nominal
rating) unit powerhouse Jlocated just above sea level on the
northeast shore of Kachemak Bay.

A substation containing step-up transformers will be locat—
ed at the power plant. Project transmission facilities include
approximately 20 miles of two parallel, single circuit, 115 kV
transmission lines to connect the power plant to a 115 kV switch—
ing station at Bradley Junction (which is also included within
the project). The switching station will connect to a 115 kV
transmission line (not included 1in the project) which will
transmit power between Fritz Creek and Soldotna on the Kenai
Peninsula. The Project also includes the Middle Fork Diversion
consisting of a small diversion structure and excavated channel
which diverts the upper Middle Fork flows into Bradley Lake, and
the construction of a small diversion works at the headwaters of
the Nuka River which diverts flows from Nuka Glacier into Bradley
Lake.

The project site is remote and will be designed to be
operated as an unattended plant, but will require on-site main-—

tenance personnel. A supervisory control and data acquisition
(SCADA) system will be provided. Site access 1is by water or
airborne transportation. To support construction, operations

and maintenance of the Project, a barge basin, airstrip, con-—
struction camp, permanent housing facilities, and approximately
ten miles of access road will be required.

Provisions for adding a third 45 MW turbine-generator will
be included in the Project.

A Project Location Map and general plan are attached.

POWER SALES AGREEMENT FOR BRADLEY LAKE ENERGY
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11.

12.

13.

14.

Dam

Spillway

Power Tunnel

Diversion

Steel Liner/
Penstock

Middle Fork

Nuka Diversion

Powerhouse

Turbines

Generators

Transmission

Barge Dock

Access Roads

Airstrip
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PROJECT DATA
Concrete-faced, rock fill, 610 feet
long, 125 feet high, 362,000 cubic yards
rock fill, 10,800 cubic yards concrete.

Ungated concrete ogee section, 175 feet
long.

11-foot nominal diameter, Ffully con—
crete lined, 18,760 feet long.

21-foot horseshoe tunnel, 440 feet
long.

Steel 11-foot diameter, 2,400 feet long
tapering to 9 foot diameter manifold
with 6 1/2 foot diameter branches.

Excavated channel and river diversion
structure.

9 foot high gravel fill dike.

Above ground, steel superstructure- 160
feet long, 80 feet wide, 92 feet hi;h.

2 each Pelton, vertical shaft.

2 each; 63 MVA with nominal output of
45 MW.

115 kV, steel pole, 2 parallel single
circuits, 20 Line miles long, with 115
kV switching station at Bradley Junction.

Sheetpile cellular structure, granular
fill.

10.8 miles gravel surfaced.

Gravel surfaced, 2,400 feet long x 75
feet wide.

POWER SALES AGREEMENT FOR BRADLEY LAKE ENERGY
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Exhibit

D

198711/103D

Purchasers®™ Percentage Shares Of Project Capacity
And Of Annual Project Costs

PURCHASER

Alaska Electric Generation &
Transmission Cooperative, Inc.

Chugach "Electric Association, Inc.

Golden Valley Electric
Association, Inc.

Municipality of Anchorage, d/b/a
Municipal Light and Power

City of Seward, d/b/a Seward
Electric System

PERCENTAGE SHARE

25.8

30.4

16.9

25.9

1.0

100.00%

POWER SALES AGREEMENT FOR BRADLEY LAKE ENERGY
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Exhibit E

ALASKA POWER AUTHORITY

RESOLUTION NO.

A SUPPLEMENTAL RESOLUTION AUTHORIZING
THE ISSUANCE OF $
POWER REVENUE BONDS, FIRST SERIES

BE IT RESOLVED by the Board of Directors of the

Alaska Power Authority on the day of .19 ,
that pursuant to the General Bond Resolution adopted on
, 19 , (hereinafter referred to as the "Resolu—

tion"), this Supplemental Resolution is adopted as follows:
ARTICLE 1
Definitions and Authority

101. Short Title. This Resolution may hereafter be
cited by the Authority, and 1is hereinafter sometimes referred
to as the "First Series Resolution".

102. Definitions. (a) All defined terms contained
in the Resolution shall have the same meanings, respectively,
in this First Series Resolution as such defined terms are given
in Section 102 of the Resolution.

(b) In addition, as used in this First Series
Resolution, unless the context shall otherwise require, the
following terms shall have the following respective meanings:

"Bonds"™ or "First Series Bonds" means the Eonds cf
the Authority of the Series authorized by this First Series
Resolution and herein designated "Power Revenue Bonds, First
Series".

"Series Bonds" means any First Series Bond maturing
on or before

(c) Unless the context shall otherwise indicate,
words of the masculine gender shall be deemed and construed t:
include correlative words cf the feminine and neuter genders,
words 1importing the singular number shall include the plural



number and vice versa, and words 1importing persons shall
include firms, associations, partnerships (including limited
partnerships), trusts, corporations and other legal entities,
including public bodies, as well as natural persons.

The terms "hereby", "hereof", "hereto", "herein",
"hereunder™, and any similar terms, as used in this
Series Resolution, refer to this Series Resolution and

such terms when used in the form of bond herein refer to said
bond.

103. Authority for this Resolution. This
Series Resolution is adopted pursuant to the provisions of the
Act and the Resolution.

ARTICLE 11
Authorization, Terms and Issuance

201. Authorization, Principal Amount, Description
and Series. In order to provide funds necessary for the
purpose specified m Section 203, 1in accordance with and
subject to the terms, conditions and limitations established
herein and in the Resolution, a Series of Power Revenue Bonds
is hereby authorized to be issued in the aggregate principal
amount of §$ . The Authority is of the opinion
and hereby determines that the issuance of the Bonds in said
amount * ; necessary to provide sufficient funds to be used and
expended for the purpose specified in Section 203. In additio
to the title "Power Revenue Bond", the Bonds of such Series
shall bear the additional designation "First Series" and each
as so designated shall be entitled "Power Revenue Bond, First
Series". The Power Revenue First Series Bonds shall consist o
$ principal amount of Serial Bonds and $
principal amount of Term 3onds and shall be issued in fully
registered form.

202. Purposes. The purposes for which the
Series Bonds are being issued are to provide funds for deposit
in the Renewal and Contingency Reserve, Capital Reserve Fund,
Operating Reserve Account, and Construction Fund, respectively
all to the extent and subject to the limitations and in the

amounts provided in the Resolution and in Article 111 hereof.
203. Issue Date. The First Series Bonds shall be
dated , except as otherwise provided in the

Resolution in the case of Bonds issued on or subsequent to

204. Maturities and Interest Rates. The
Series Bonds shall mature on the anniversary of their daze :n

RESOLUTION NO.
Page 2. A"3C2F;3

First



the following years and the Bonds maturing in each such year
shall mature in the principal amount and bear interest from the
date thereof, payable semi-annually on the first day of each
month commencing 6 months and 12 months from date, at the rates
set opposite such year in the following table:

Amount Interest Amount Interest
Years Maturing Rates Years Maturing Rates
205. Denominations, Numbers and Letters. The First

Series Bonds maturing in each year shall be issued in denomina—
tions of $5,000, or any whole multiple thereof not .exceeding
the aggregate principal amount of First Series Bonds maturing
in such year, 1in the case of fully registered Bonds. The First
Series Bonds shall be lettered A and numbered separately from 1
consecutively upwards in such order as the Trustee in its
discretion shall determine.

205. Paying Agents. , In

, and

, are hereby appointed the Paying Agents for the
Series Bonds pursuant to Section 902 of the Resolu—

207. Redemption at the Election of the Authority and
Terms. The Bonds maturing and thereafter shall also
be subject to redemption, either as a whole or in part, and 1in
such amount or amounts of such maturity or maturities as the
Authority shall elect, on any date (which date shall be deter—
mined by the Authority or selected by the Trustee, subject to
the provisions of, and in accordance with, the Resolution and
when so determined or selected shall be deomed and is hereby
set forth as the redemption date) on and after ,
and prior to their respective maturities, upon notice as
provided in Article 1V of the Resolution, at the respective
Redemption Prices (expressed as percentages of the principal
amount of such Bonds to be so redeemed) set opposite such
period in the following table, pius 1in each case interest
accrued to the redemption dace:




Redemption Prices
Period (Expressed as a
(Both Dat.es Inclusive) Percentage)

208. Sinking Fund Payments. The Term Bonds
subject to redemption in part by operation of the Principal
Account through application of Sinking Fund Payments as provid—
ed in subsection 507(2) of the Resolution on and on
each 1thereafter as herein provided in each case
at a Redemption Price equal to the principal amount of each
Bond or portion thereof to be redeemed, together with interest
accrued to the redemption date. There shall be due and the
Authority shall at any and all events be required to pay on

1 of each of the years set forth in the following
table the amount set opposite each such year in said table and
said amount 1is hereby established as and shall constitute a
Sinking Fund Payment for the retirement of the Term Bonds,
provided, however, that the amount set opposite in said
table shall be payable at the stated maturity date of the Term
Bonds and shall not constitute a Sinking Fund Payment:

Year Sinking Fund Payments

shall

209. Selection by Lot. [If less than all of the

First Series Bonds of a like maturity are to be redeemed, the
particular Bonds of such maturity to be redeemed shall be
selected by lot in accordance with Section 404 of the Resolu—

tion.

RESOLUTION NO.
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ARTICLE 111
Disposition of Proceeds

301. Deposits. Upon receipt of the proceeds of sale
of the First Series Bonds, there shall be deposited (a) 1in the
Capital Reserve Fund to equal the Capital Reserve Fund Require—
ment immediately after delivery of the First Series Bonds, (b)
in the Interest Account the amount of accrued interest on the
First Series Bonds from their date to the date of delivery
thereof and payment therefor, (c) in the Renewal and Contingen—
cy Reserve Fund the amount necessary to cause the amount 1in the
Fund to equal the Renewal and Contingency Reserve Requirement,
and (d) in the Operating Reserve Account $

302. Construction Fund. After the deposits referred
to in Section 301 hereof have been made, the balance of the
proceeds of sale of the First Series Bonds shall be deposited
in the First Series Eonds Account of the Construction Fund.

ARTICLE 1V

Effective Date

401. This Resolution shall take effect immediately.

RESOLUTION MO.
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SENT BY Xerox Telecopier 7020 i 2-18-88 ; 1U38 | AK POWER AUTHORITY-*- - — 80"58"8M-8-"Mt-

RESOLUTION NO. 87-19

A RESOLUTION of the Project Management Committee("PHCW providing for the
adoption of an open meetings policy.
WHEREAS, the members of the PMC desire to conducttheir business in public;
and
WHEREAS, the six parties to the Agreement establishing the PMC all routinely
conduct business in open meetings; and
WHEREAS, while the PMC may not be a governmental unit, neither is it entirely
a "private" entity, as that term is commonly used; and
WHEREAS, Alaska public policy favors openness and public access; and
WHEREAS, opening meetings to the public may have a positive substantive
impact on the deliberations of the PMC by Insuring that important decisions
are made with adequate information; and
WHEREAS, public exposure may deter misconduct, discourage hasty decision-
making, and enhance consumer acceptance of PMC actions; and

( WHEREAS, Section 7(d) of the Agreement empowers the PMC to enact procedural

rules.

NOW, THEREFORE, BE IT RESOLVED by the PMC as follows;

Section 1.

Al formal meetings of the Committee and Its subcommittees shall be open
to the public except as otherwise provided 1in these bylaws. Except when
voice votes are authorized, all votes shall be conducted 1n such a manner

' thaUthe public may know the vote of each person entitled tc vote.

Section 2.

IT excepted subjects are to be discussed at a meeting, the meeting shall
first be convened as a regular or special meeting and the question of holding
an executive session to discuss matters that come within the exceptions
contained in Section 3 of this rule shall be determined by a majority vote of
the Committee. No subjects may be considered at the executive session except
those mentioned in the motion calling for the executive session unless
auxiliary to the main question. Formal action may not be taken during the
executive session, Only members of the Committee and designated alternates,
attorneys for members of the Conrnittee and members of the Technical Standards
Committee may attend an executive session, unlessthe motion calling for the
executive session specifies other persons who are to present Information to

the Committee.
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Section 3.

The following excepted subjects may be discussed 1n an executive
session:

(A) Matters the Immediate knowledge of which would clearly have an
adverse effect upon the finances of the Committee, the Initial
Project, or any of the individual parties represented on the
Committee;

(B) Subjects that tend to prejudice the reputation and character
of any person, provided the person may request a public
discussion;

(C) Matters which by law are required to be confidential;

(0) Matters discussed with an attorney retained by the Committee
members, or with a consultant retained by such attorney, the
Immediate knowledge of which could have an adverse effect on
the legal position of the Comnittee, the Initial Project, or
any of the parties represented on the Conmlttee.

Section 4.

Reasonable notice shall be given for all regular or special meetings of
the Committee.

Section 5.
Sections 1, 2, 3 and 4 shall not apply to:
(A) Meetings at which a quorum is not present;

(B) Informal discussions, by telephone or otherwise, among
members of the Committee, at which votes are not taken and
official bhusiness 1s not conducted;

(C) Meetings and discussions, formal or |Informal, of Committee
members In which all participants indicate they are acting
individually as representatives of the parties to the
Agreement and not as the assembled Cormlttee, and at which no
Committee business 1is conducted and no votes are taken.
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DATED this /? day of , 1987.
* PROJECT MANAGEMENT COMMITTEE

ATTEST:

By, ...t

Secretary

APPROVED AT PROJECT MANAGEMENT COMMITTEE MEETING
HELD JULY 29-30, 1987.
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Representatives Sund and Brown
January 27, 1988
Page 2

Senate Bill 22 that was vetoed last session. The final section of this
memorandum suggests alternative language for HB 356.

Background

The 90 megawatt Bradley Lake hydroelectric project 1is currently under
construction by the APA on the Kenai Peninsula near Homer, Alaska. The APA
has obtained State appropriations ($168,080,000) and borrowed short-term

funds to finance the initial costs of construction. The APA 1is ready to
issue the Request For Proposals for the general civil engineering construc-
tion contract. Prior to committing to the completion of the project,

however, the APA insisted that all three contracts noted above be agreed
upon.

House Bill 356 was introduced by Governor Cowper to exempt these Bradley
Lake contracts from APUC review and approval. Exemption from APUC review
is deemed necessary to avoid extensive project delay caused by interveners
in the APUC hearing process. Public Utility Regulatory Policy Act (PURPA)
qualifying alternative energy fTacilities who intend to sell power to some
of the Railbelt utilities are likely to intervene iIn the Bradley Lake
hearing process. Similarly, the State regulatory review process provides
an opportunity for parties who may oppose construction of the Bradley Lake
project to delay 1its completion and thus jJeopardize the APA"s ability to
obtain lower interest, tax-free bonding for the project. Deregulation of
the Bradley Lake project by HB 356 also allows automatic flow-through of
Bradley Lake costs into electric rates, thus guaranteeing revenue required
for bond repayment.

As mentioned in the SB 22 hearings last session, removal of APUC authority
over the Bradley Lake contracts does not eliminate all judicial oppor-
tunities for PURPA interveners; it simply transfers PURPA jurisdiction to

the federal government. If APUC authority 1is removed, interveners can
still file suits under PURPA in federal district court. This court would
also hear any appeals of APUC decisions related to PURPA. In this regard,

removal of APUC review authority would eliminate one step in the judicial
process.

The APA has been advised by bond counsel that APUC oversight of the
contracts would raise the interest rates on bonds. There has been con-
tinued discussion of this point. We are unable to comment on the accuracy
of the claims. The APUC reviewof projects does not preclude the recovery
of "prudent” costs. However, given the excess generating capacity in the
Railbelt, there 1is some question that Bradley Lake would be considered a
prudent project at this time. The next section provides some general
information on the three Bradley Lake project contracts.



Kay Brown

Alaska State Legislature
House of Representatives

T0: David Teal, Director
House Research Agency

FROM: Representative Kay Brown/
DATE; January 18, 1988
SUBJ: Issues Related to Bradley Lake and HB 356

The purpose of this research request is to ask for your assistance in the
review of the power sales contract and related contracts that would be
exempted from the review and approval of the Alaska Public Utilities
_Corlnrénssmn (APUC) under the terms of HB 356. Specifically, these documents
include:

» the power sales contracts between the Alaska Power Authority
EAPA) and the utilities: _ .

» the “services agreement" between Chugach Electric Association and
the other Railbelt utilities; and _

* the "transmission sharing aﬁreement" between Homer Electric
Association (HEA) and the other Railbelt utilities.

As you review the P_ower sales contract and the related contracts, it would
be especially useful if you could focus your attention on the following issues
and questions in the context of HB 356°as it has been introduced.

1. How does HB 356 compare with the final version of SB 22 as it was
apProved by the Leqlsla ure last year? What is the rationale for the
differences Telating to the Bradley Lake agreements?

2. How do the Bradley Lake contracts compare to the contract negotiated for
the Four Dam Pool? How do the terms of the Bradley contracts compare, if at
all, to the Four Dam Pool contracts in terms of "rate reopener" provisions?

3. How does the treatment of debt vs. e uitE differ between the proposed
Bradley contracts and the contracts for the Four Dam Pool?

During Session:

P. 0. BOX 20-26G1 P. 0. BOX V
Anchorage, AK 99520-2661 Juneau, AK 99811
(907) 272-0207 (907) 465-4998



4. Under what circumstances could the power sales rates provided for under
the terms of the Bradley power sales contracts be changed (ie, increased or
lowered) and what role, it any, would the APUC have in agprovm such
changes in rates under the terms of HB 356 as introduced? Could the “excess
payments" called for under Section 29 of the power sales contract be
Increased without APUC approval under the terms of HB 3567

5. What is the necessity for the language to exempt from APUC review "any
subseqlue_nt amendments to the wholesale agreement or related contract"

a%e line 21-22)? What other parties, beyond the signatories to the
contracts, need to approve the contracts before they are binding?

6. Would retention of APUC approval authority over the "services
agreement" and the "transmission services agreement" necessarily preclude
the continuation of contruction on the Bradle¥ Lake project this summer?
[gg 1t%mely Issuance of tax exempt bonds for the project prior to January

As you are aware, a work session.on the subg)ect of HB 356 (in anticipation of
the'hill's referral from House Judiciary) has been scheduled b _
Representative Swackhammer for this coming Thursday at 8:00 - 9:30 am in
the Butrovich Room. The work session is scheduled to continue as necessary
on Friday at the same time.

If you have any questions regarding this request, please contact my office.
y CC Representative John Sund



Alaska State Legislature

House
P.0O. BOX V
State Capitol
Official Business Juneau, Alaska 99811
10 Representative John Sund

FROM: Representative Kay B<
DATE: January 26, 1988
SUBJ. HB 356 - Bradley Lake Exemption from the APUC

As you review House Bill 356, which would exempt the Bradley Lake power
sales contracts and related “services" and wheeling contracts from the
review or approval of the Alaska Public Utilities Commission, | wish to draw
your attention to several specific concerns | have with the hill.

| would like to preface my specific comments with a general statement of
support for the administration's essential objective of trying to ensure that
the Bradley Lake project is able to proceed with resumﬂtlon of construction
this summer. AIth_oug%h | still have reservations about the fundamental
wisdom of the project, at this point, gt|ven the extent of the state's
commitment (ie, "sunk" costs), | feel that additional delays would be
counterproductive.

At the same time, however, | am concerned ahout the potential Ionq-term
adverse impacts that some of the language proposed in HB 356 would have
on the ability of the APUC to protect consumer interests. | find it
troublesome that the hill would provide not only that the BradleY Lake
wholesale_?ower contracts would be exempted, but also, “without limitation,"
all unspecified "other costs" as well. Additionally, there Is language in the bill
stating that "any subsequent amendments" are beyond APUC jurisdiction.

| also have concerns about Section 29 of the power sales contracts, which
require that Railbelt consumers make "excess" payments beyond those
required to pay off the debt for the project. Please find attached some draft
language that would provide for the elimination of this provision.



Exempting the transmission agreements, together with the open-ended
language contained in HB 356 "providing an exemption for all “other costs"
and "any amendments" would result, to a significant degree, in de facto
deregulation of the Railbelt utilities.

| urge the JudiciarY Committee to carefully explore language modifications to
the Bill which would meet two fundamental objectives:

1) ensure that the Brad|e¥ Prog'ect construction can move forward this
summer in order to com8e e the project in time to sell long-term tax
exempt bonds prior to 1991; and

22) also ensure, to the greatest degree possible, that the APUC will be
atle totperform its regulatory functions and safeguard consumer
interests.

The following specific comments are offered in the interest of working out
such language modifications as quickly as possible to provide timely passage
of aresponsible HB 356.

SPECIFIC COMMENTS
All Unspecified "Other Costs" Exempted

In contrast to last years HCS CSSSSSB 22 (Fin), that provided only for the
exemption of power costs, HB 356 calls for the exemption of "all costs..
including, without limjtation, power and other costs..." (see page 1, line 29
throughpage 2, line 4).

While an argument can be made that bond holders require the security of
knowledge that the project debt will be repaid through power sales, the
exemption of all other Costs (ie, management salaries, consulting contracts,
administrative costs, legal costs, and any other costs including those
established by amendments to the contracts) cannot be justified. This would
have the effeCt of allowing utilities to pass through without review any costs
whether reasonsable or not.

This open-ended language should be modified to provide only that power
costs are to be guaranteed a flow through to the rates. All "other costs"
should be reviewed and approved.



All Unspecified Amendments Exempted

HB 356 proposes not only to exempt the wholesale power contracts and the
related services/wheeling contracts which have been entered into but also
"any subsequent amendments” (see page 1, line 21).

It has been stated that there are other parties (secondary lenders including
the Rural Electrification Admmmtratmn?rewewmg the contracts and who
may re(%uwe some amendments. There IS also an expressed desire on the
parEj of the utilities for "flexibility" to make changes in the contracts as the
need arises.

Neither of these arguments is compelling. If the fundamental need is to
_resFond to the possible demands of secondary lenders, then the bill should
Include a specific exemption for that purpose.

Assignability of Contracts

Another _ci_uestlon regardln% the exemption provisions concerns the potential
assignabi |t>{ of the contracts. In the recent past there have been indications
from Railbelt utilities that certain Outside, private investor-owned utilities
are interested in purchasing Alaska co-ops.

Could these contracts be assigned to an investor-owned utility? If so. | would
argue that pote,ntlalli/, prowdlnq ac_ate%oncal exemption from” APUC review
to a profit-making utility and allowing that utility to pass through "without
Imtntanton .. all costs" Is Inappropriate state policy adverse to consumer
Interests.

"Excess" Payments Requirement

Section 29 of the Power Sales Agreement (pages 28 -29) requires payments
from Railbelt consumers “in excess of actual debt service required for
retirement of Bonds issued to pay Recoverable Construction Costs." These
anments are "in recognition, of éfforts" to obtain an intertie project between

airbanks and the Kenai Peninsula, but are not contingent upon the success
of such efforts. These "excess" Bayments, which are to commence upon the
retirement of all bonds, are to be”made to the APA for deposit into the
Railbelt Energy Fund.

According to APA Executive Director Robert LeResche, the payments, which
are to be based on the average annual debt service for the project, will be



approximately $18 million per year over the Perlod between year 30 and
year 50 of the contracts for a cumulative total "excess" payment of
approximately $360 million in nominal dollars. This simplified scenario
assumes no amendments to the contracts that could either extend the life of
the contracts or increase the amount of the "excess" payments above that
amount currently described in Section 29. Any such amendments
irrespective of reasonableness, would be categorlc_ally exempted from APUC
review or approval under the terms of HB 356 as introduced.

From a Railbelt consumer perspective, even thou?h these "excess" payments
are not very sizable in discounted present value Terms, the payments are
difficult to ]_ust|f¥_. Notwithstanding the (s)hrase "In recognition of efforts to
obtain" the intertie, the payments would be for an essentially unspecified
purpose, —or at least for a project which has not been demonstrated as
economically feasible nor, I'suggest, even likely to be relevant 30 years from
now.

Moreover, when one considers the precedent established by the Four Dam
Pool "project” financing arrangements (which provided thaf essentially half
of the Four Dam Pool was debt financed and the remainder funded with cash
grants) it appears that Railbelt consumers are being assessed an
extraordinary charge for essentially unknown future purposes.

It is my feeling that the "excess" Payment provision should be eliminated
from the wholesale contracts. Fortunately, It appears that Section 29. which
establishes the excess payment provision, could be eliminated without
affecting other elements of the wholesale power contracts or the
services/wheeling contracts.

| have attached language which would make the effective date of HB 356
contingent upon the elimination of this section.

Preservation of APUC Review and Cost Allocation luristiction

My fundamental concerns with HB 356 as introduced center on the ability of
the APUC to perform its basic re_?ulatory functions and safequard consumer
Interests. It Is important to clarify the dbjective of the bill. The fundamental
objective, as | understand it : 0" ensure that Bradley Lake can proceed in a
timely manner. It is not, as | understand it, the objective of this hill to
legislatively deregulate the Railbelt utilities.*

However, HB 356 %oes far beyond the sco,oe of these hasic objectives by
eliminating even the review of any and all costs, without limitation,



associated with any undertakings "in connection with" the management,
operation or administration of the Bradley Lake project and the related
services and wheelln% agreements. As a ﬁractmal matter, the effect of HB
356 would be to put the direct project wholesale power costs, the associated
transmission agreements, and indirect administrative and management costs,
into a "black hox". This would severely constrain and undermine the ability
of the APUC to meaningfully regulate the Railbelt utilities.

In order for Bradley Lake to proceed this summer, it is apparent that the
APUC must be removed from the initial approval of the power sales
contracts. (Elimination of initial approval will obviate the concern that
Pro;ect opponents would use a Commission groceedlng to deIaY the project.)
n ordey to provide assurances to potential bond holders that the deht for
the project will be recoverable, it also a?pears that some sort of provision
providing a pass though of power costs to the rates may be appropriate.

At this point, | feel it Is most imBortant nofocus on how it would be possible
to preserve the ability of the APUC to:

1) review and apﬁrove non-power costs (i, other than the wholesale
power costs which would directly flow through to rate payers). and

2? also be able to review and aPprove as just and reasonable cost
allocations associated with implementation of the related "services"
and wheeling contracts.

Language which accomplished these objectives would satisfy the hasic
purpose of the bill -- to get the project retarted this summer and completed
In time to issue tax exempt bonds by 1991.

Because the review and approval of the rmole mentation of the related
"services" and wheeling contracts could only come after the project was
completed, maintaining this APUC autharity would not conflict with the
objective of getting the project restarted this summer.

It has been suggested that maintaining the juristiction of the APUC would, to
some degree, carry a "cost premium" in the form of an incremental interest
charge somewheré on the order of 3/8 to 1/2 of a percentage point. In terms
of incremental costs, the APA has su?gested that this would increase debt
service costs on the bonds by several million dollars. This issue needs to be
explored cIoseIY during the Committee hearings to determine, as precisely as
possible, what the cost premium would be for” maintenance of the APUC'S



regulatory authority, limited to non-power costs and only after the project
was completed and operational.

Of course, any incremental "cost" resultmg% from higher interest charges must
be weighed against the potential savings to consumers that would result
from APUC review and approval over potentially excessive non-power costs
suclt1 astadntumstranon salaries, consulting contracts, legal fees, lobbying
contracts, etc.

From a consumer point of view, it would seem that the present value of .
these incremental costs —to the extent that they can actually be determined
to exist —would be offset in part by regulatory cost controls in the future.
Taken together with the proposal to save Railbelt consumers the cost of the
"excess" charges as suggested above, a modified HB 356 as | have outlined
should come at no extra cost to the consumer than what has been proposed.
It would, however, still preserve the ability of the APUC to perform its
essential regulatory functions and protect consumer interests.

(* It should be noted that all of the utilities participating in the project already have the means to
deregulate themselves. Co-op's can deregulate, with the consent of the membership. It is noteworthy
that, in the case of the co-ops at least, consumers have not allowed their utilitity management to opt
out. The Legislature should not enact a measure that essentially pre-empts this consumer
prerogative.)

oc.  House Judiciary Committee members
Representative Swackhammer



Attachment 1

Draft Language to Eliminate Excess Payment Requirement
(conditional effective date)

Section  This Act takes effect on the date that the Alaska Power
Author|t2<, as seller, and the Chugach Electric Association; Golden Valley
Electric Association; Anchorage Municipal Light and Power; Seward Electric
Syster_n; Alaska Electric Generation and Transmission Cooperative; Homer
Electric Association: and Matanuska Electric Association, as purchasers, enter
into an a%reeme_nt to eliminate the requirement for payments in excess of
actual debt service required for retirement of bonds for the Bradley Lake
hydroelectric project as provided for in the "Agreement for the Salé and

Purchase of Electric Power" dated





