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As presented in the House Research Agency R a i l b e l t  Energy Ana lys is  o u t l i n e ,  
th i s  memorandum covers R a i l b e l t  energy demand .and the B rad ley Lake p r o j ­
ect f e a s i b i l i t y  ana ly s i s .  The f i r s t  sec t ion o f  the memorandum provides 
in fo rmat ion on R a i l b e l t  energy demand and u t i l i t y  capac i ty .  This d iscus ­
sion i s  fo l lowed by an examination o f  the Brad ley Lake f e a s i b i l i t y  ana ly s i s  
prepared by the D iv i s ion  o f  Po l i c y  in the Governor 's  O f f i c e .  The f i n a l  sec­
t ion  r e c a l c u l a t e s  Brad ley Lake net bene f i t s  based on rev ised  p ro j e c t i o n s  o f  
R a i l b e l t  energy demand and capaci ty  requirements and o the r  assumptions 
incorporated in the D iv is ion  o f  P o l i c y ' s  a n a ly s i s .

SUMMARY OF FINDINGS
This ana ly s i s  o f  R a i l b e l t  energy demand i s  based on an examination 
o f  p ro jec ted  peak demand, capaci ty rese rve  requirements capaci ty 
re t i rement schedules , the Alaska Department o f  Revenue's statewide 
p o p u l a t i o n  f o r e c a s t ,  and Pub l i c  U t i l i t y  Regu la to ry P o l i c y  Act 
(PURPA) f a c i l i t i e s  planned in the R a i l b e l t  a rea .  Because o f  the 
in f luence  o f  popu lat ion on energy demand, the re  i s  no basis  f o r  
f o r e c a s t i n g  a n e a r - t e rm  i n c r e a s e  in energy consumption while 
popu la t ion in the R a i l b e l t  is  dec l in ing  (page 3 ) .
Actual 1986 net generat ion and peak demand were seven percent le ss  
than APA p ro je c t i o n s .  Our f o r e c a s t ,  f o r  the years  1987 through 
2010, inco rpo ra tes  th i s  i n i t i a l  dec l ine  in energy consumption. I t

P u b l i c  U t i l i t y  Regulatory P o l i cy  Act (PURPA) e l e c t r i c a l  power produc­
t ion  in t h i s  memorandum g ene ra l l y  r e f e r s  to small power production and 
cogeneration f a c i l i t i e s  as def ined and regu la ted by Chapter 1 o f  the 
Federal Energy Regula tory Commission, PURPA o f  1978.
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a l so  inco rpora tes  fu r t h e r  reductions in energy demand as a r e s u l t  o f  
near-term population dec l ines .  The APA f o r e c a s t ,  prepared in 1985, 
has not been subsequently ad justed f o r  lower actual use in 1986. 
The APA f o re ca s t  f o r  requi red production capac i ty overestimated 
requi red capaci ty by 12.1 percent in 1986 and is  33 .9  percent above 
our ad justed f o recas t  by the year 2001 (pages 3 - 6 ) .
For the R a i l b e l t  as a whole, e x i s t ing  e l e c t r i c a l  product ion capaci ty  
(p lu s  PURPA genera to rs )  w i l l  s a t i s f y  peak and rese rve  requirements 
u n t i l  the year 2000. There w i l l  be over 28 percent more capaci ty 
than requi red f o r  reserve margins un t i l  2000 as a r e s u l t  o f :  1 ) past 
power p lan t  const ruct ion based on e a r l i e r  popu la t ion growth p r o j e c ­
t i o n s ;  and 2 ) lower reserve requirements as a r e s u l t  o f  in teg ra t ing  
s tand -a lone systems (pages 6 - 1 8 ) .
Fol lowing r ev i s ion s  to assumptions regarding the costs to complete 
Brad ley Lake and the p ro jected Cook I n l e t  gas p r ices  and e sca la t i on  
r a t e s ,  the D iv is ion  o f  P o l i c y ' s  ana lys is  concluded that Brad ley Lake 
is s t i l l  economical ly f e a s ib le  and is l i k e l y  to be l e s s  expensive 
than a l t e r n a t i v e  gas generat ion over the 50-year period o f  ana lys i s  
(pages 1 8 -2 0 ) .
The d i v i s i o n ' s  assumptions regarding gas p r ices appear to be reason­
ab le .  However, we disagree with the d i v i s i o n ' s  fundamental assump­
t i o n  regarding fu tu re  R a i lb e l t  energy demand and t h e i r  conc lus ion 
tha t  add i t iona l  capacity w i l l  be needed by 1991. We be l ieve  the 
d i v i s i o n ' s  ana lys is  addresses the issue as "which is the l e s s  
expensive option to const ruct  excess capaci ty?" ins tead o f  "what is 
the l e a s t  cost means o f  meeting p ro jec ted R a i l b e l t  demand f o r  e l e c ­
t r i c a l  power?" (page 20 ) .
Fol lowing rev i s i on s  to assumptions regarding gas p lan t  fue l  e f f i c i e n ­
c ies  and cost  to complete Bradley Lake, we reca lcu la ted  the net sav­
ings o f  Brad ley Lake under three scena r ios .  The base case scena r io ,  
which assumes (as the D iv is ion  o f  Po l i c y  d id )  tha t  new power is 
needed by 1991, p ro je c t s  Brad ley Lake net savings o f  $86 m i l l i o n - -  
v i r t u a l l y  iden t ic a l  to those p ro jec ted by the D iv i s ion  o f  P o l i c y .  
Our second scenar io ,  which de lays Bradley Lake o r  gas p lan t  con­
s t ru c t i o n  un t i l  power i s  needed, ind icates  tha t  Bradley Lake would 
not be economical ly f e a s i b l e  i f  completion o f  the p ro je c t  were 
de layed u n t i l  R a i l b e l t  energy demand warranted new capaci ty in the 
l a t e  1990s (pages 21 -2 4 ) .
Our th i r d  scenar io--which compares Brad ley Lake i f  const ructed as 
c u r r e n t l y  scheduled with a gas p lant constructed when power i s  
needed in the l a t e  1 99 0 s - -p ro je c t s  cons iderab ly lower Brad ley Lake 
net savings o f  $36 m i l l i o n .  The p o s i t i v e  net savings ind ica te  tha t
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the p ro je c t  should proceed, although from a pub lic  p o l i c y  perspec­
t i v e ,  the r e l a t i v e l y  low net savings increase the r i s k  tha t  in 
re t ro spec t  we w i l l  have made a poor dec is ion i f  f o r e c a s t  gas p r ices 
are on ly  s l i g h t l y  lower than assumed (page 23 ) .
The ana ly s i s  is s en s i t i v e  to changes in o the r  assumptions to varying 
d eg re e s .  The ana ly s is  i s  most s en s i t i v e  to assumptions which 
d i r e c t l y  a f f e c t  annual fue l c o s t s - - in c lud ing  the gas turb ine fue l 
e f f i c i e n c y  assumption (pages 24 -2 7 ) .

RAILBELT ENERGY DEMAND AND CAPACITY REQUIREMENTS
This ana ly s i s  o f  R a i l b e l t  energy demand is  based on an examination o f  
p ro jec ted  and peak demand, capacity reserve requirements,  and ret irement 
schedules tha t  were developed by the Alaska Power Author i ty  (APA). The 
demand p ro je c t i o n s  and capaci ty ret irement schedules were prepared by the 
A A based on estimates obtained from R a i lb e l t  u t i l i t i e s .  In add i t ion ,  we 
examined the Department o f  Revenue's (DOR) h i s t o r i c  and f o r e c a s t  popu lation 
numbers and in fo rmat ion from the Alaska Pub lic U t i l i t i e s  Commission (APUC) 
on P u b l ;c U t i l i t y  Regulatory Po l icy  Act (PURPA) f a c i l i t i e s  planned in the 
R a i l b e l t  reg ion .
Our ana ly s i s  a l so  looks  at e l e c t r i c a l  energy demand and power p lan t  capac­
i t y  from a reg iona l  r a th e r  than ind iv ,  ■‘ual u t i l i t y  s tandpoin t .  This pe r ­
spect ive i s  used because the ex is t ing  Alaska I ' . t e r t i e  Agreement and p ro ­
posed Bradley Lake P ro je c t  Power Sa les Agreement provide an interconnected, 
o rgan iza t iona l  framework and f a c i l i t i e s  f o r  energy planning in the R a i l b e l t  
as a region as opposed to s tand-a lone pub lic u t i l i t i e s .  Furthermore, the 
R a i lb e l *  Energy Fund is  intended to provide energy se rv ices  to res iden ts  o f  
the reg ion r a th e r  than to ind iv idua l u t i l i t i e s  in the R a i l b e l t .

Energy Demand
In ana lyz ing R a i l b e l t  energy demand, we reviewed h i s t o r i c  net generation 
and the APA's p ro jec ted  demand (Attachment A). These trends were examined 
in l i g h t  o f  h i s t o r i c  and pro jected s ta te  popu lat ion f igu re s  (Table 1) and 
actual 1986 net generat ion and peak demand (Table 2 ) .  The h i s t o r i c  
energy generat ion and populat ion f ig u re s ,  as wel l  as numerous models o f  
energy demand, ind ica te  that populat ion is a primary v a r i a b l e  4n d e t e r ­
mining energy demand l e v e l s .  Because o f  the in f luence o f  popu la t ion on 
energy demand, the re  i s  no basis  f o r  fo recas t ing  a near-term increase in 
energy consumption whi le populat ion in the R a i l b e l t  i s  d ec l in ing .  We, 
t h e r e f o r e ,  ad justed the energy demand f o r e ca s t  to r e f l e c t  t h i s  p ro jec ted 
popu la t ion dec l ine .

^The A la ska  Department o f  Revenue h i s t o r i c  and fo recas ted  number o f  
Permanent Fund Dividend check rec ip ien ts  i s  used as a proxy f o r  s ta te  
popu1at ion t rends .
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TABLE 1
ALASKA STATE POPULATION* 1981 - 1999

DIVIDEND
YEAR RECIPIENTS

( in  thousands)
1981 430.1
1982 478 .8
1983 486 .8
1984 483 .1
1985 520 .9
1986 530 .8
1987 527 .2
1983 525 .8
1989 528.1
1990 530 .3
1991 532 .5
1992 534 .6
1993 536 .8
1994 538 .9
1995 541.1
1996 543 .3
1997 545 .5
1993 547 .8
1999 549 .9
* Based on the number o f  Permanent Fund 

dividend check r e c ip i e n t s .
Source: Alaska Department o f  Revenue, 

March 1987.
Prepared bv the House Research Agency,
March 1987 (POP; 861217-29).
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Actual 1986 net  genera t ion and peak demand were seven percent below APA 
p ro je c t i o n s .  We subs t i tu ted  actual 1986 energy usage f o r  the APA fo reca s t
in Table 2. In subsequent yea r s ,  populat ion p ro je c t i o n s  were used as an
ind ic a t o r  o f  the d i r e c t i o n  and magnitude o f  changes in energy demand.
The Department o f  Revenue f o recas t s  a dec l ine  in popu la t ion between 1986 
and 1989; the Alaska popu la t ion is not expected to re tu rn  to  1986 l e v e l s  
u n t i l  approximate ly 1991. Based on t h i s  f o r e c a s t ,  Table 2 shows a 
s im i l a r  dec l ine  in R a i l b e l t  energy demand f o r  the year .  1987 through 1989.
Beginning iri 1990, demand increases p r o p o r t i o n a l l y  to the s l i g h t  0 .5  p e r ­
cent annual increase in popu la t ion un t i l  the year 2000. This p ro je c t i o n  
c l o s e l y  c o i n c i d e s  with Chugach E l e c t r i c  Assoc ia t ion 's  rev ised  demand 
f o r e c a s t  o f  0 . 5 5  percent annual growth as presented in the D iv i s ion  o f  
P o l i c y ' s  f e a s i b i l i t y  a n a ly s i s .  P ro jected e l e c t r i c a l  energy demand f o r  the 
years  1991 through 2010 is based on a 0 .5  percent compounded growth r a t e .

U t i l i t y  Capacity and Retirement Schedules
In fo rmat ion on cu r ren t  R a i l b e l t  standing capaci ty and re t i rement i s  p re ­
sented in Tables 3 - 5  f o r  the subregions o f  Anchorage, the Kenai Penin­
su l a ,  and Fa irbanks .  These t a b le s  are iden t ic a l  to  those prepared by the 
APA with the exception o f  the addi t ion o f  three PURPA power p lan ts  planned 
in the Anchorage area and one PURPA power p lant planned in the Fairbanks 
area . P lan t  re t i r emen t  schedules have not been a l t e r e d  because the u t i l ­
i t i e s  be l ieve  these November 1985 Susi tna h yd roe le c t r i c  p ro je c t  re t i rement 
p ro je c t i o n s  continue to be v a l i d .
The u t i l i t i e s '  re t i rement schedule o f  i n s t a l l e d  capaci ty  i s  r e f e r r e d  to as 
cond i t i ona l  re t i r emen t .  I t  i s  the an t ic ipa ted  date tha t  generat ing t u r ­
bines requ i re  replacement o r  r ebu i ld ing .  Condit ional re t i rement i s  i n f l u ­
enced by both phys ica l and economic f a c t o r s .  Physical f a c t o r s  include the 
l e v e l  o f  f a c i l i t y  usage and the consequent "wearing out" o f  equipment. 
Because i t  i s  p o ss ib le  to complete ly o r  p a r t i a l l y  rebu i ld  natura l  gas t u r ­
b ines ,  t h e i r  re t i rement  schedules can be incrementa l ly  ad jus ted .  These 
cond i t iona l  re t i rement  dates can, t h e re f o r e ,  be in f luenced s i g n i f i c a n t l y  by 
economic and techno log ica l  f a c t o r s  such as the p r ice  o f  natura l gas and 
fue l  e f f i c i e n c y  o f  equipment.
3Because the m a jo r i t y  o f  the s t a t e ' s  populat ion res ides  in the R a i l b e l t ,  

we be l ieve  these statewide numbers are a r e l i a b l e  ind ic a t o r  o f  changes in 
the R a i l b e l t  popu la t ion .

4The 1986 number i s  based on the number o f  re s iden ts  who claimed a 
Permanent Fund Dividend check f o r  tha t  y ea r .  They could , however, have 
l e f t  the s ta te  be fo re  the end o f  calendar year  1986.

5Richard Emerman, Economist, Alaska Power Author i ty ,  Anchorage, personal 
communication, March 4, 1987.
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TABLE 3
POWER PRODUCTION CAPACITY AND RETIREMENT IN ANCHORAGE

Generating
Unit P r inc ipa l Capacity Reti renient

Unit name owner Fuel (MW) Date
Eklutna APAd Hydro 30 .0 ------

AMLPCT#1 AMLP NG 16.2 1990
AMLPCT#2 AMLP NG 16.2 1990
AMLPCT ir3 AMLP NG 19.9 1991
AMLPCTS4 AMLP NG 33 .8 1992
AMLPCCff56 AMLP NG 47 .5 1999
AMLPCC#76 AMLP NG 109.3 1999
AMLPCT#8 AMLP NG 87 .0 2009
BEL CTnfl CEA NG 16.1 1994
BEL CT*2 CEA NG 16.1 1994
BEL CT23 CEA NG 49 .5 1999
BEL CT#4 CEA NG 10.0 3996
BEL CT#5 CEA NG 67.3 1999
BEL CC#68 CEA NG 100.6 2007
BEL CC278 CEA NG 100.6 2007
INT CT#1 CEA NG 14.3 1996
INT CJrZ CEA NG 14.3 1996
INT CT#3 CEA NG 19.9 1996
PURPA#1* MSE Peat 20.0 2025
PURPA"2* MSV WC 20 .0 2025
PURPAir3** SGI Coal 50 .0 2027
* Ant ic ipated s ta r t - u p  date i s  1990.
** Anticipated s ta r t - u p  date i s  1992.
Legend: APAd= Alaska Power Admin ist rat ion

AMLP= Anchorage Municipal Light and Power
CEA= Chugach E l e c t r i c  Associat ion
MSE= MatSu Energy
MSV= MatSu Va l ley
SGI- SGI , Inc.
CT= Combustion Turbine 
NG= Natural Gas 
WC= Wood Chips

Source: Alaska Power Au tho r i ty ,  February 1987; Alaska Pub l ic  U t i l i t i e s  
Commission, March 1987.

Prepared by the House Research Agency, March 1987 (Anchorage; 8 61217 -29 ) .
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TABLE 4
POWER PRODUCTION CAPACITY AND RETIREMENT ON THE KENAI PENINSULA

Generating
Unit P r inc ipa l Capacity Retirement

Unit Name Owner Fuel (MW) Date
BERNCT21 CEA NG 3 .9 1988
BERNCT22 CEA NG 13.4 1997
BERNCTir3 CEA NG 27 .2 200*
BERNCT #4 CEA NG 27.2 2004
COOPER LAKE CEA Hydro 17.4 ------
SOLDOTCTff1 AEG&T NG 38 .5 2011
SELDIC#1-4 HEA OIL 2.1 2000
SESIC# 1 -3 SES OIL 5 .5 1995

Lege.id: CEA= Chugach E l e c t r i c  Associat ion
AEG&T= Alaska E l e c t r i c  Generation and 

Transmission Cooperat ive 
HEA= Homer E l e c t r i c  Associat ion 
SES= Seward E l e c t r i c  System 
CT= Combustion Turbine 
NG= Natural Gas 
IC= In te rna l  Combustion

Source: Alaska Power Author i ty ,  February 1987; Alaska Pub lic  U t i l i t i e s
Commission, March 1987.

Prepared by the House Research Agency, March 1987 (Kenai ;  8 6 1 217 -29 ) .
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TABLE 5
POWER PRODUCTION CAPACITY AND RETIREMENT IN FAIRBANKS

Unit P r inc ipa l
Generating 
Capaci ty Reti rement

Unit Name Owner Fuel (MW) Date
CHENST#1 FMUS Coal 5 .1 2000
CHENST#2 FMUS Coal 2 . 0 2000
CHENST#3 FMUS Coal 1 .5 2000
CHENCT#4 FMUS Oil 6 . 1 1987
CHENST#5 FMUS Coal 20 . 0 2005
Ch’ENCT#6 FMUS Oil 26 .1 2006
FMUSICrl FMUS Oil 2 . 8 1992
FMUSIC#2 FMUS Oil 2 . 8 1992
FMUSIC#3 FMUS Oil 2 . 8 1992
HEALST#1 GVEA Coal 25 .0 2002
HEALIC#2 GVEA Oil 2 . 6 1997
N0P0CT#1 GVEA Oil 60 .9 2006
N0P0CT#2 GVEA Oil 60 .9 2007
ZENCT#1 GVEA Oil 18 .0 2001
ZENCT#2 GVEA Oil 18 .0 2002
DSLICirl -8 GVEA Oil 14.7 1996
PURPA#!** AEM WC 25 .0 2025
*Chena Units #1-4 Not Cur rent ly  Operating 
** Ant ic ipated s ta r t -up  date is 1990i
Legend: FMUS= Fairbanks Municipal E l e c t r i c  Assoc ia t ion

GVEA= Golden Va l ley  E l e c t r i c  Assoc ia t ion 
AEM= AEM, Inc.
ST= Steam Turbine 
CT= Combustion Turbine 
IC= In te rna l  Comustion 
WC= Waste Coal

Source: Alaska Power Author i ty ,  February 1987; Alaska Pub l ic  U t i l i t y  
Commission, March 1987.

Prepared by the House Research Agency, March 1987 (Fa i rbanks ;  861217 -29 ) .
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In genera l ,  dec l ines  in energy demand tend to postpone the re t i rement o f  
equipment because the f a c i l i t y  is  used l e s s ,  thereby decreasing physical 
wear. In add i t ion ,  dec l ines  in the p r ice  o f  natura l gas reduce the o ve r a l l  
cost o f  p lan t  opera t ion  which reduces the d e s i r a b i l i t y  o f  c ap i ta l  in v e s t ­
ments tha t increase opera t iona l  e f f i c i e n c y .  The reve rse  would a lso  be
t r u e - i n c r e a s e d  usage acce le ra tes  the phys ical wearing out o f  equipment and 
higher fue l  cos ts  makes investment in newer, more e f f i c i e n t  equipment 
r e l a t i v e l y  more c o s t - e f f e c t i v e  than the incremental rebu i ld ing  o f  l e s s  
e f f i c i e n t  equipment. Because these ret irement schedules are "moving t a r ­
ge ts " ,  time con s t ra in t s  f o r  th i s  ana ly s i s  prevent a thorough examination o f  
these schedules.
The R a i l b e l t  generat ing capaci ty ,  net o f  re t i rement ,  was a l t e r e d  to include 
fou r  planned PURPA f a c i l i t i e s  in the R a i l b e l t  , . e a .  Three o f  these p lants 
(PURPA # 1 - 3 ,  Table 3) are to be b u i l t  in the Anchorage a rea ;  the fou r th  
(PURPA # 1, Table 5) i s  to be b u i l t  in the Fairbanks area .  The APUC cu r ­
r e n t l y  has dockets open f o r  these f a c i l i t i e s  which are sc .edu led to come on 
l i n e  in approximate ly 1990. At l e a s t  two o f  these PURPA f a c i l i t y  co rpo ra ­
t ions  Jiave entered in to  power sa les  d iscuss ions with u t i l i t i e s  in the R a i l ­
b e l t . 0 Because o f  the stage o f  development o f  these p lan t s ,  t h e i r  
estimated 115 megawatts o f  i n s t a l l e d  capaci ty  was included in our capaci ty 
c a l c u l a t i o n s . '
The APA's r e s e r v e  c a p a c i t y  c a l c u l a t i o n s  were a lso  ad justed in our 
a n a ly s i s .  Reserve capaci ty  in the cont inenta l United Sta tes  i s  u sua l l y  set 
at  15 to 20 percent o f  peak demand f o r  a t o t a l l y  in teg ra ted  system ( i . e . ,  
one which makes poss ib le  the sharing o f  capaci ty through t ransmiss ion 
l i n e s ) .  The contiguous s ta te s  are a l so  div ided into seven r e l i a b i l i t y  
counc i l s  which provide an o rgan iza t iona l  s t ruc tu re  f o r  the sharing o f  gen­
e ra t ing  capac i ty .  The a b i l i t y  to share power a l s o  al lows the sharing o f  
rese rve capaci ty and r e s u l t s  in the r e l a t i v e l y  small percentage o f  peak 
demand rese rve capaci ty .
At the oppos i te end o f  the reserve capacity spectrum are stand-a lone 
systems, which are common in Alaska. For sma l le r  s tand-a lone systems s l  h 
as a one-d iese l gene ra to r  in a r u ra l  community, 100 percent backup is not 
unusual . For l a r g e r  communities with mu l t ip le  genera to rs  which are not 
in tegrated with o the r  power f a c i l i t i e s ,  rese rve capaci ty equal to the 
capac i ty o f  the l a rg e s t  s ing le  generato r  is  the general r u l e .  With the 
development o f  an in tegrated system through the cons t ruc t ion  o f  i n t e r t i e s ,  
the R a i l b e l t  has the a b i l i t y  to reduce required rese rve capac i ty .
^M ichae l  T r a v e l l a ,  U t i l i t i e s  E n g i n e e r ,  A la s k a  P u b l i c  U t i l i t i e s  

Commission, personal communication, March 5, 1987.
^These e l e c t r i c a l  power generat ing f a c i l i t i e s  and the Federal Energy 

Regulatory Commission, Pub lic U t i l i t i e s  Regula tory P o l i c i e s  Act o f  1978 
(PURPA) may warrant fu r t h e r  ana ly s i s ,  which th i s  agency can conduct upon 
request .

^Michael T r a v e l l a ,  U t i l i t i e s  Engineer, Alaska Pub lic U t i l i t i e s  Commis­
s ion ,  personal communication, March 10, 1987.
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Al l  u t i l i t i e s  in the R a i l b e l t  are cu r r e n t l y  connected v ia an i n t e r t i e  
system (Figure 1 ) .  Fo l lowing the completion o f  the Anchorage-Fairbanks 
i n t e r t i e ,  the Alaska I n t e r t i e  Agreement was signed in December 1985 by 
Chugach E le c t r i c  Assoc ia t ion ,  Alaska Municipal Light and Power, Golden 
Va l l e y  E l e c t r i c  Assoc ia t ion ,  Fairbanks Municipal U t i l i t y  System, and the 
Alaska E l e c t r i c a l  Generation and Transmission Corpora t ion .  In t h i s  agree­
ment, each u t i l i t y  agreed to  a requi red 30 percent rese rve margin. Based 
on t h i s  i n t e r t i e  agreement, the f a c t  that the R a i l b e l t  is  now an in tegra ted 
system, and a comparison with nat iona l standards, we be l ieve  tha t  a 30 p e r ­
cent rese rve  capaci ty  margin is a reasonable and conserva t ive  reserve 
capac i ty  margin. This a n a ly s i s ,  t h e r e f o r e ,  uses a 30 percent rese rve 
requirement r a th e r  than the 40 percent used by the APA. 9

90ur ana ly s i s  a l so  ca lcu la ted  required rese rve capaci ty  on a subregional 
b a s i s  ( i . e . ,  Anchorage, Kenai , and Fa i rbanks ) .  This impl ies that  
u t i l i t i e s  in a subregion w i l l  share the ii  rese rve capaci ty v ia  the 
a b i l i t y  to share power over i n t e r t i e s .  The APA used th i s  same approach 
in t h e i r  R a i l b e l t  energy requirements fo recas t  (Table A .2, Attachment A).



FIGURE 1

Source: "Alaska E l e c t r i c  Power S t a t i s t i c s ,  1960-1984 ,"  Alaska Power Sept. 1~8i
Au tho r i ty ,  1985.
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Capacity vs .  Demand
Combining our demand f o r e c a s t  with u t i l i t y  capaci ty and re t i r emen t  sched­
u les  f o r  the R a i l b e l t  and f o r  the Anchorage, Kenai Peninsula,  and Fairbanks 
subregions (Figures 2 - 5 ) ,  the requi red schedules f o r  add i t iona l  capaci ty  
a re  apparent. For the R a i l b e l t  as a whole, ex is t ing  capac i ty  (p lus
planned PURPA gene ra to rs )  s a t i s f i e s  p ro jec ted  peak and rese rve  demand u n t i l  
the y e a r  2 000 .  0 E l e c t r i c a l  g e n e r a t i o n  c a p ac i t y  exceeds requi red 
rese rve  by more than 28 percent un t i l  the yea r  2000 as a r e s u l t  o f :  1) past 
p lan t  const ruct ion based on e a r l i e r  popu la t ion growth p r o j e c t i o n s ;  and 2 ) 
lower rese rve requirements as a r e s u l t  o f  in teg ra t ing  s tand -a lone systems. 
S im i l a r l y  f o r  the Anchorage subregion, the re  is adequate capac i ty  u n t i l  the 
yea r  2000 . 11 On the Kenai Peninsu la ,  the re is s u f f i c i e n t  capac i ty  un t i l
the yea r  2005; there i s  a l s o  subs tan t ia l  excess capacity u n t i l  1998. In 
the Fairbanks area , e x i s t i ng  capaci ty can provide energy s e rv ic e s  un t i l
2 0 0 7 .  There w i l l  be approximate ly 65 percent excess capac i ty  (ove r
requi red rese rve )  in Fairbanks un t i l  2003.
A comparison o f  our demand ana lys is  with APA's fo recast  (Tab le  2) shows 
tha t  APA's f o recas t  i s  18 .6  percent h igher in 1988 and d ive rges  to 33 .9  
percent higher in 2001. These d i f f e re nce s  occur p r ima r i ly  because the APA 
1 ) does not take in to  account a dec l ine  in populat ion and energy demand 
from 1986 through 1989 and 2) overes t imates reserve capacity requi rements . 
The im p l i c a t i o n  o f  thesa r e s u l t s  i s  tha t  90 megawatts o f  add i t iona l  
e l e c t r i c a l  generation capac i ty  are not required in the R a i l b e l t  u n t i l  the 
l a t e  1990s.

10Capacity is  s u f f i c i e n t  to meet p ro jec ted  R a i lb e l t  power requirements 
u n t i l  2000 even without the 115 MW expected to be generated by the PURPA- 
power f a c i l i t i e s .

^The re  i s  some discrepancy between the re t i rement dates f o r  the two CEA 
100 .6  MW gas tu rb ines .  The APA schedule t h e i r  ret irement on a 30 -yea r  
l i f e s p a n  (2007 ) whi le  CEA plans re t i rement in 1997 and 1999. Because o f  
the excess production capaci ty  in Anchorage and the re s t  o f  the R a i l b e l t ,  
however, th i s  discrepancy does not a l t e r  the year 2000 r e s u l t .  I f ,
however ,  PURPA power is  not included, addit iona l capac i ty  would be
requi red in 1998. In our b ene f i t - c o s t  an a ly s i s ,  we used the yea r  1998.

12D i s c u s s i o n s  with Chuck Canterbury , Fort  Richardson, Pub l i c  A f f a i r s  
O f f i c e  f o r  the Alaska D iv is ion  (March 11. 1987) , ind ica te  tha t  the
m i l i t a r y  has no in ten t ion  o f  purchasing power from u t i l i t i e s  in F a i r ­
banks. They have purchased a small amount in the past to more conven­
i e n t l y  se rv ice  two bu i ld ing s .  In the past ,  un t i l  the d ec l in e  in the 
p r i c e  o f  fue l  o i l ,  GVEA has purchased m i l i t a r y  power.
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The f e a s i b i l i t y  ana lys is o f  the D iv is ion  o f  P o l i c y  was based on the 
assumption tha t  addi t iona l increments o f  generat ion capaci ty are necessary 
in 1991. Our examination o f  the Brad ley Lake p ro je c t  economic f e a s i b i l i t y  
r e f e r s  to the scenario under t h i s  assumption as the "base case." As a 
r e s u l t  o f  our energy demand a n a l y s i s ,  we a lso  cons ider  two other opt ions as 
f o l l ow s :  1} de lay ing both the B rad le y  Lake p ro je c t  and the construct ion o f  
a l t e r n a t i v e  na tu ra l  gas f a c i l i t i e s  un t i l  they are needed in 1998; and 2) 
completing the Brad ley Lake p r o j e c t  as cu r r e n t l y  scheduled, while de lay ing  
gas p lan t  cons t ruc t ion  unti l  1998.
Our capaci ty and demand ana lys is  does not take in to  account the p o t e n t i a l  
f o r  f u r t h e r  energy demand reduc t ions  through load management, more e f f i ­
c ien t  use o f  energy, techno logica l improvements, and energy conserva t ion .  
I t  is  l i k e l y  that  fu tu re capaci ty  const ruct ion  cou ld be delayed past the 
y e a r  2000 through improved energy management and u t i l i z a t i o n .  Th is ,  
however, would be un l ike ly  i f  t h e  Sta te subs id izes  capaci ty  cons t ruc t ion  
because the subs id iza t ion  o f  power production and consumption often r e s u l t s  
in the inapp rop r ia te  or  wasteful use o f  energy resources .

ECONOMIC FEASIBILITY OF BRADLEY LAKE: THE DIVISION OF POLICY'S ANALYSIS
In t h i s  s ec t ion ,  we review the February 25, 1987 f e a s i b i l i t y  a n a ly s i s
p repa red  by Jack  Kre inheder o f  the D iv is ion  o f  P o l i c y  (DP) in the 
Governor's O f f i c e .  The DP a n a l y s i s  was a i r ec ted  toward the decision o f  
whether tc complete the Bradley Lake p ro je c t  at i t s  marginal c o s t - -d e f in ed  
as the t o t a l  p r o j e c t  cost le ss  c o s t s  incurred o r  ob l iga ted  to date [sunk 
c o s t s ] - - o r  to  suspend or abandon the  p ro je c t  and pursue gas generation o r  
o the r  a l t e r n a t i v e s .  As indicated by DP, a marginal cost ana lys is  is app ro ­
p r i a t e  at t h i s  time because the Brad ley Lake sunk costs could not be 
appl ied toward gas generation i f  B rad ley  were terminated ;  the gas gene ra ­
t io n  a l t e r n a t i v e  would have to be const ruc ted  from sc ra tch .
Simply put, the ana lys is  compares the cost to complete Bradley Lake w>th 
the cost  o f  p rov id ing the equ iv a len t  90 megawatts o f  power under a gas 
generat ion a l t e r n a t i v e .  Costs in both cases are presented in 1986 
d o l l a r s .  The ana ly s i s  assumes t h a t  a 90 MW gas tu rb ine  a l te rna t iv e  would 
be const ructed in 1989 and 1990 i f  Brad ley Lake were not completed. The 
net b ene f i t s  o f  f in i sh in g  Bradley Lake are expressed as savings in m i l l i o n s  
o f  1986 d o l l a r s ,  once the costs o f  the gas a l t e r n a t i v e  have been subtracted 
from the Brad ley Lake costs.

1*31JThe D iv i s ion  o f  Po l icy  ana lys is  re v i s e s  an August 1986 Stone and Web­
s t e r  Engineering f e a s i b i l i t y  p repared f o r  the Alaska Power Autho r i ty  
(APA). The DP incorporated d i f f e r e n t  assumptions f o r  Bradley Lake c o s t s  
and natura l  gas p r ices and c a l c u l a t e d  net bene f i t s  using the APA's model .
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The DP concluded that Bradley Lake " i s  s t i l l  economica l ly  f e a s i b l e  and 
tha t  completing the p ro jec t  is l i k e l y  to  provide lower long-te rm power 
cos ts  than a l t e r n a t i v e  gas g ene ra t i on . "  However, the p ro jec ted  net bene­
f i t s  o f  Brad ley Lake are much lower  than those c a lcu la t ed  under e a r l i e r  
ana lyses ,  p r im a r i l y  because o f  the dramatic dec l ine  in cur ren t  and p r o ­
je c t ed  Cook I n l e t  natura l gas p r i c e s .  The key assumptions under lying DP's 
conc lus ion are discussed below.
Costs t o  complete Bradley Lake. The costs o f  the Brad ley Lake p r o j e c t  
have been ad justed downward to take in to  account the f o l l ow ing :

sunk cos ts  estimated at rough ly  $75 m i l l i o n ,  inc lud ing $45 m i l l i o n  
a l ready spent on the p ro je c t  and $30 m i l l i o n  as a midpoint es timate 
o f  p r o j e c t  termination expenses and s i t e  r e s t o r a t i o n  costs which 
would be requi red by FERC i f  Brad ley Lake were terminated ;
p ro jec ted  savings o f  $28 m i l l i o n  on the t o t a l  const ruct ion  cos t  
due to lower i n f l a t i o n  and lower const ruc t ion  c o s t s .  The Alaska 
Power Au tho r i t y ' s  p re l im inary  rev ised cost est imate f o r  Bradley Lake 
i s  $328 m i l l i o n ,  compared with the o r i g i n a l  1983 estimate o f  $356 
m i l l i o n ;  and
estimated savings o f  $30 m i l l i o n  in f inanc ing cos ts  because o f  the 
APA's use o f  short - term, v a r i a b l e  ra te  notes ,  coupled with a rb i t r age  
earn ings on the reinvestment o f  the note proceeds.

The above items r e s u l t  in a $133 m i l l i o n  reduct ion in the cost  o f  complet­
ing Brad ley Lake. As DP's ana ly s i s  ind ic a te s ,  the o r i g i n a l  p ro jec t  cos ts  
o f  $408 m i l l i o n  ($356 m i l l i o n  cons t ruc t ion  + $52 m i l l i o n  f inancing c o s t s )  
can be reduced by almost one-th i rd  t o  a cost o f  about $275 m i l l i o n  to com­
p le t e  Bradley Lake.
Cock I n l e t  Natural Gas Prices . As you are aware, na tu ra l  gas prices have 
dec l ined  d rama t ic a l l y  since the o r i g i n a l  1983 Stone and Webster Engineering 
f e a s i b i l i t y  ana ly s i s  o f  the Brad ley Lake p r o j e c t .  Gas received under 
Ens ta r ' s  1982 gas contract--which t i e s  the gas p r ice  to the pr ice  o f  fu e l  
o i l  at Teso ro 's  N ik isk i  r e f in e r y - -h a s  dec l ined 37 percent from $2 .32 /mcf 
( i n  1982) to $1 .47 /mcf ( in  January 1 9 8 7 ) .  As indicated in the D iv is ion  o f  
P o l i c y ' s  a n a ly s i s ,  the key questions a re :  1) what i s  the l i k e l y  p r ice o f  
gas under new Cook I n l e t  gas c on t r a c t s ;  and 2) what i s  the most probable 
r a t e ,  o r  range o f  r a t e s ,  at which gas p r ices  w i l l  increase in the fu tu re .
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The DR ana ly s i s  ca lcu la ted  Brad ley Lake net savings under a range o f  base 
gas p r ices  ( 5 1 .1 0  to S1.7C/mcf) and a range o f  r ea l  p r ice  e sca la t i on  ra tes  
(0 to 2 p e rcen t ) .  4 Chugach E l e c t r i c  Associat ion (CEA) re c en t ly  paid 
$1 .70 /mcf in sho r t - te rm  contracts  with Beluga f i e l d  producers;  the consen­
sus places the upper l im i t  f o r  the base p r ice  o f  new gas supplies at 
$1 .70 /mc f .  The DP suggests that a base p r ice  o f  $1 .50 /mcf appears to be a 
good mid-range f i g u r e .  With respect to rea l  e sca la t ion  r a t e s ,  views vary 
but the DP ana ly s i s  re ferenced f o re ca s t s  o f  gas p r ices  by the Department o f  
Revenue and CEA. According to Revenue's December 1936 petroleum revenue 
f o r e c a s t ,  Cook I n l e t  gas p r ices  are expected to t rack  crude o i l  p r ice s ,  
which assume an average 2 .0  percent rea l  e sca la t i on  r a t e  between 1987 and 
2003. The CEA's gas p r ice  fo re c a s t s  are f a i r l y  c lo se  co Revenue's.
In summary, the DP ana ly s i s  ca lcu la ted  a s e r i e s  o f  p ro jec ted  net bene f i t s  
which inco rpo ra te  the lower cost to complete Brad ley Lake as wel l as a 
range o f  base gas p r ices  under r ea l  e sca la t ion  ra te s  ranging f r ;m  0 to 2 
percent .  Attachment B presents the DP p ro je c t i o n s  o f  net savings;  the 
economic f e a s i b i l i t y  o f  Bradley Lake (even under the lower cost es timate )  
remains very s e n s i t i v e  to gas p r ices and t h e i r  r a t e  o f  e s c a la t i o n .  For 
example, at a base p r ice  o f  $1 .60/mcf and two percent r ea l  e s ca la t i on ,  
Brad ley Lake i s  estimated to be $85 m i l l i o n  cheaper in 1986 d o l l a r s  than 
the gas a l t e r n a t i v e .  At a one percent rea l  e sca la t i on  r a t e  and a base 
p r i c e  o f  $ 1 . 6 0 /m c f ,  however, Bradley net savings drop by about $55 
m i l l i o n .  As noted by the d i v i s i o n ,  each 10 cent/mcf change in base gas 
p r ices  a l t e r s  the Brad ley net savings by about $15 m i l l i o n .  Despite the 
u n ce r t a in t i e s ,  the d i v i s i o n  concludes that, " . . . c u r r e n t  gas p r i c e  f o reca s t s  
by the Department o f  Revenue and Chugach E l e c t r i c  suggest tha t  Bradley Lake 
i s  s t i l l  l i k e l y  t o  be l e s s  expensive than [ a l t e r n a t i v e ]  gas generat ion over 
t i e  50 yea r  per iod o f  a n a l y s i s . "

A REEXAMINATION OF BRADLEY LAKE NET SAVINGS UNDER KEY ENERGY ASSUMPTIONS
Based on our review o f  the above an a ly s i s ,  we conclude tha t  the D iv is ion  o f  
P o l i c y ' s  assumptions regarding the base gas p r ices  and p ro jec ted  esca la t i on  
ra te s  appear reasonab le .  However, we question the d i v i s i o n ' s  fundamental 
assumption regard ing fu tu re  R a i l b e l t  energy demand and the t iming o f  i n s t a l ­
l a t i o n  o f  add i t iona l  capac i ty .  Our ana ly s i s  o f  R a i l b e l t  energy demand and 
capac i ty  requirements ind ica tes  th a t ,  even without Brad ley Lake, new gcs

^The D iv i s ion  o f  P o l i c y  ar l y s i s  does not add a d e l i v e r y  charge to the 
wel lhead p r ice  o f  gas; i t  assumes tha t  new gas generat ion w i l l  be located 
near a producing f i e l d  ( e . g . ,  the Bernice Lake substat ion near Marathon's 
Stee lhead p l a t f o rm ) .  A 40 cent/mcf d e l i v e r y  charge (used in the August 
1986 Stone and Webster f e a s i b i l i t y )  would increase costs o f  the gas 
a l t e r n a t i v e  and enhance the p ro jected net bene f i t s  o f  Brad ley Lake by 
aoout $65 m i l l  ion.
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generat ion w i l l  probably not be needed u n t i l  the l a t e  1990s. This conc lu ­
sion stems from: 1 ) lower near-term energy demand fo r e c a s t s  di.e to popu la­
t ion  d e c l in e s ;  and 2 ) lower reserve capaci ty requirements because o f  e x i s t ­
ing reg iona l  i n t e r t i e s .  In l i g h t  o f  th is  conc lus ion ,  (e be l ieve  that the 
d i v i s i o n ' s  ana ly s i s  must be reexamined.
In t h i s  s e c t i o n ,  we f i r s t  present our ana ly s i s  a f  Brad ley Lake r . j t
b en e f i t s ,  expressed as savings,  under three scenar ios .

1. The base case  i n c o r p o r a t e s  the D iv i s ion  o f  P o l i c y ' s  im p l i c i t
assumption tha t  90 MW o f  add i t iona l  gas genera t ion w i l l  be needed 
in 1991 i f  B rad ley Lake i s  not completed. We a l t e r e d  the d i v i ­
s io n ' s  cost  to  complete Brad ley Lake to be S?^3 m i l l i o n - - t h e  rev ised 
cons t ruc t ion  cost o f  $328 m i l l i o n  minus the S45 m i l l i o n  a l ready 
spent on cons t ruc t ion .  I f  the dec is ion were made to abandon Brad ley 
Lake and proceed with gas genera t ion ,  the cos t  o f  the gas a l t e r n a ­
t i v e  would inc lude the estimated $30 m i l l i o n  in Brad ley Lake termina­
t i o n  and s i t e  r e s t o r a t i o n  cos ts .

2. Assuming tha t  90 MW o f  new power is not needed un t i l  the l a t e  1990s,
the second scenar io  provides a comparison o f  Brad ley Lake and the 
gas a l t e r n a t i v e  i f  cons t ruc t ion  o f  both were delayed and power com­
menced in  1998 .  The c o s t  to complete Brad ley Lake includes 
expenses to mothbal l  the p ro je c t  in 1987 and r e a c t i v a t e  the p ro je c t  
in the mid-1990s.  As above, the gas a l t e r n a t i v e  includes the cost 
o f  te rm inat ion  and s i t e  r e s t o r a t i o n  at Brad ley Lake as wel l  as gas 
p lan t  cons t ruc t ion  costs in 1996-97.  Since ne i the r  p ro je c t  would 
begin producing power un t i l  1998 under t h i s  scena r io ,  we extend the 
per iod o f  an a ly s i s  u n t i l  the yea r  2048 in o rde r  to provide a 50-year 
per iod o f  cos ts  f o r  an a ly s i s .

3. The t h i r d  scenar io  assumes that  the Brad ley Lake p r o j e c t  i s  com­
p le ted  under the cu r ren t  schedule at an estimated cost  o f  $283 m i l ­
l i o n .  However, we be l ieve  that the dec is ion  to complete Braaley 
Lake must be weighed against a l t e r n a t i v e  gas generat ion which would 
be const ructed l a t e r  in the 1990s and begin producing power in 1998 
when i t  was needed. While th i s  f e a s i b i l i t y  ana ly s i s  does not p ro ­
vide a y e a r - f o r - y e a r  comparison, i t  does present a c a l c u l a t i o n  o f  
today 's  dec is ion  to complete Brad ley Lake. In e f f e c t ,  t h i s  scenar io 
c a l cu l a t e s  the mer i ts o f  the public p o l i c y  dec is ion  to proceed with 
Brad ley Lake.

^ D e t a i l e d  t ab le s  f o r  each o f  these scenar ios are included in Attachment 
C.



Representative Cotten
March 18, 1987
D o n o  00

Base Case Scenar io .  Based on an ana ly s i s  o f  Chugach E l e c t r i c  Associa­
t i o n ' s  p r o j e c t i o n s ,  the D iv is ion  o f  Po l i c y  concluded that new gas genera­
t ion  w i l l  l i k e l y  be i n s t a l l e d  by 1990 i f  Bradley Lake were not completed. 
Under t h i s  scena r io ,  Chugach E l e c t r i c  ind ica tes  that  a new 87 MW gas p lant 
would l i k e l y  ye const ructed and become part  o f  the base load capac i ty ,  
thereby de legat ing  o l d e r ,  le s s  fue l  e f f i c i e n t  tu rb ines to peak load ing . 0

We reca lcu la t ed  the net present costs o f  Brad ley Lake and the gas genera­
t ion  a l t e r n a t i v e  under t h i s  base case o f  power needed ( f rom e i t h e r  source) 
by 1991. In the process o f  v e r i f y in g  the APA/DP model, we made s l i g h t  
mod i f ica t ions  to the spreadsheet formulas but did not a l t e r  the an a ly t i c a l  
app roach .  Our base case scenar io ,  however, inco rpora tes two notable 
changes in under ly ing assumptions. F i r s t ,  we be l ieve  that  the gas genera­
t i o n ' s  fue l  e f f i c i e n c y  should r e f l e c t  the e f f e c t i v e  heat r a t e  o f  a new gas 
tu rb ine (approx imate ly  11,500 Btu/kwh), r a the r  than the 13 ,000 Btu/kwh ra te  
used in the APA/DP model. I t  is  appropr ia te  to compare "new" Bradley Lake 
power with power produced at the fue l e f f i c i e n c y  o f  a new tu rb ine ,  r a the r  
than under a blended, l e s s  e f f i c i e n t  r a te  ( o f  13,000 Btu/kwh) based on the 
combined use o f  new and o ld  tu rb ines .
The occnd change incorporated in to  the APA/DP model was to a l t e r  the cost 
to complete Brad ley Lake to equal S283 m i l l i o n .  This represents  the p re ­
l im ina ry  rev ised  const ruc t ion  cost (S328 m i l l i o n )  minus the expenses to 
date ($45 m i l l i o n ) .  I f  the dec is ion were made to terminate Brad ley Lake, 
an estimated $30 m i l l i o n  in terminat ion and s i t e  r e s t o r a t i o n  expenses would 
be incurred in o rde r  to then proceed with the gas generat ion a l t e r n a t i v e .  
We, t h e r e f o r e ,  inc lude these Brad ley Lake terminat ion and s i t e  r e s t o r a t i o n  
costs as a cost to the gas a l t e r n a t i v e .
As shown in Table 6 , the Brad ley Lake net savings under our baso case 
scenar io  equal S85 .8  m i l l i o n - - v i r t u a l l y  the same as those presented by the 
D iv i s ion  o f  P o l i c y .  The cost savings gained through g re a te r  gas turb ine 
fue l  e f f i c i e n c i e s  incorporated into our base case are cance l led  b/ the 
te rminat ion and s i t e  r e s t o r a t i o n  costs added to the gas a l t e r n a t i v e  i f  the 
dec is ion were made to abandon Brad ley and proceed with gas genera t ion .

1 610Tom M a r t i n ,  D i r e c t o r  o f  P l a n n in g ,  Chugach E l e c t r i c  A s s o c i a t i o n ,  
personal communication, March 9, 1987.
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TABLE 6
BRADLEY LAKE NET SAVINGS UNDER VARIOUS SCENARIOS

(M i l l i o n  S)

 - NET PRESENT COST ................- BRADLEY LAKE
SCENARIO GAS ALTERNATIVE BRADLEY LAKE NET SAVINGS

Base Case
w/Power in 1991 $330 .4  $244 .6 $85 .3

IA. Base Case under Revised
Demand Forecast 315 .7  229 .9  85 .3

I I .  Construct ion Delay
w/Power in 1998 280 .5  406 .7  ( 1 2 6 . 0 )

I I I .  Brad ley Lake now vs
Gas P lant in 1998 280 .6 244 .6 36 .0

Note: A l l  s c en a r i o s  assume a base pr ice  o f  S1 . 60 /mc f ; ze ro d e l i v e r y
charge; 2 . 0  perce t e sca la t i on  r a t e ;  11,500 Btu/kwh heat r a t e ;  4 .5  
percent i n f l a t i o n ;  and $400/kw gas p lan t  const ruc t ion  cos ts .

The base case scenar io  inco rpora tes  the f lawed assumption tha t  90 MW o f  
add i t iona l  power w i l l  be needed in 1991. Our demand ana ly s i s  concludes, 
ins tead ,  tha t  an add i t iona l  increment o f  production capaci ty  w i l l  not be 
needed u n t i l  the l a t e - 1 9 9 0 s .  There fo re ,  the cons t ruc t ion  o f  e i t h e r  Bradley 
Lake o r  the gas a l t e r n a t i v e  would r e s u l t  in the e a r l y  re t i rement o f  e x i s t ­
ing generat ion capac i ty .  I t  is  assumed that Brad ley Lake o r  a new, more 
e f f i c i e n t  gas tu rb ine  would r e s u l t  in lower costs through the displacement 
o f  o l d e r ,  le s s  e f f i c i e n t  gas generat ion product ion . Because the cost  reduc­
t ions  are the same f o r  both types o f  new power, Bradley Lake net savings do 
not change f o r  t h i s  base case under rev ised  demand f o r e c a s t  scenar io 
(Table 6 ) .  The net present cos ts ,  however, dec l ine  by rough ly $15 m i l l i o n  
f o r  both Bradley Lake and the gas a l t e r n a t i v e .
Delay Construct ion Scenario .  The net savings o f  Brad ley Lake become 
negat ive under our second scenar io in which const ruc t ion  o f  both Brad ley 
Lake and the gas p lan t  a l i e r n a t i v e  are delayed severa l years u n t i l  R a i l b e l t  
energy demand catches up with ex i s t ing  capaci ty and new generat ing capaci ty
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i s  warranted. As shown in Table 5, the net p'. esent cost o f  Brad ley Lake
( i f  cons t ruc t ion  were delayed u n t i l  1994-1° j 7) n ea r ly  doubles from $245 
m i l l i o n  in cur base case to $407 m i l l i o n .
Under th i s  scena r io ,  we assume p.ad ley  Lake const ruct ion  costs o f  S415
m i l l i o n  during the per iod 1994-0/  [ i . e . ,  the 1987 estimated cost to com­
p le te  Brad ley o f  $283 m i l l i p . i  i n f l a t e d  at 4 .5  percent annua l ly  plus an 
estimated $30 m i l l i o n  in aud i t iona l  expenses ( adm in is t ra t ion ,  l i c en s ing ,  
and c on t r a c t in g ) .  We es timate tha t  the p ro je c t  would requ i re  S554 m i l l i o n  
in long-te rm taxab le  bonds, issued in 1993 at 10 percent i n t e r e s t ,  in order  
to cover const ruc t ion  costs as wel l  as f ou r  years o f  debt se rv ice  payments 
p r i o r  to p ro je c t  revenues commencing in 1998. Bradley Lake costs would 
increase d rama t ic a l l y  due to the lo ss  o f  the f a vo rab le  sho r t - te rm financing
p re sen t ly  in p lace .  On the o the r hand, the net present cos t o f  the gas
a l t e r n a t i v e  drops i f  cons t ruc t ion  is d e la v ed - -p r im a r i l y  because fue l  sav­
ings during the per iod o f  de lay more than o f f s e t  the gas p la n t ' s  increased 
f inancing costs (which are r e l a t i v e l y  minor compared with those f o r  Bradley 
Lake) . 17 As shown in Table 6 , the Bradley Lake net savings under th is  
scenar io are p ro jec ted  to be a negative $126 m i l l i o n .  On the basis  o f  
t h i s  a n a ly s i s ,  i t  does not appear t o  be economica l ly  f e a s i b l e  t o  de lay 
Brad ley Lake and r e a c t i v a t e  the p ro je c t  in the mid-1990s.
B rad ley Lake in 1991 vs Delayed Gas Construct ion Scenario . Our th i rd  
scenar i  • c a l c u l a t e s  the net present cost o f  Brad ley Lake const ructed under 
the cu r ren t  schedule and the net present cost o f  the gas p lan t  a l t e rn a t i v e  
i f  i t  were delayed un t i l  needed. The net savings to be gained from complet­
ing Brad ley Lake dec l ine  to about $36 .0  m i l l i o n .  From a public p o l i c y  pe r ­
spec t ive ,  we suggest tha t  t h i s  scenar io presents a mathematical fo rmula t ion 
o f  the rea l  quest ion :  What i s  the bene f i t  ( o r  co s t )  o f  proceeding with
Bradley Lake at t h i s  t ime, desp i te  fo re c a s t s  which suggest that  the p ro je c t  
is  not needed f o r  severa l yea rs?  Based on t h i s  a n a ly s i s ,  the p o s i t i v e  
net savings o f  Brad ley Lake ind ica te  tha t  the p r o j e c t  should proceed. How­
eve r ,  the net savings are not outstanding--and in r e t r o sp ec t  cou ld become 
marginal o r  negat ive i f  gas base p r ices  and/or p r ice  e sca la t i on  r a t e s  are 
lower than assumed.

Net Savings under Var ious Assumptions
We rec a lcu la t ed  the net savings p ro jec ted f o r  the Bradley Lake p ro je c t  
under varying assumptions (gas p lan t  const ruc t ion  cos ts ,  tu rb ine heat r a t e ,  
i n f l a t i o n  r a t e ,  and discount r a t e )  in o rde r  to determine the s e n s i t i v i t y  o f  
the ana ly s i s  to  changes in these assumptions. Table 7 summarizes the net 
savings as these assumptions are var ied under the base case scenar io  and 
the "B rad ley Lake now vs .  delayed gas const ruc t ion"  scenar io which we 
be l i eve  to be most accurate rep resen ta t ion  o f  the curren t pub lic  po l i c y  
cho ice.

We assume t h a t  gas p l a n t  c o n s t r u c t i o n  in the mid-1990s would be 
f inanced by taxab le  revenue bonds at a 10 percent i n t e r e s t  r a t e .  The 10 
percent i n t e r e s t  ra te  was assumed f o r  delayed gas p lant const ruc t ion  in 
both the second and t h i r d  scena r ios .
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TABLE 7
BRADLEY LAKE NET SAVINGS UNDER VARYING ASSUMPTIONS

(M i l l i o n s  S)
...................  NET PRESENT COST................. BRADLEY LAKE

SCENARIO/ASSUMPTION GAS ALTERNATIVE BRADLEY LAKE NET SAVINGS
Scenario I :  Base Case

w/ Power in 1991 S330 .4 5244 .6  S85 .8
Construct ion Costs
o f  S350/kw 325 .0  244 .6  80 .4

Heat Rate o f
13 .000 Btu/kwh 359 .9  244 .6  115.2

I n f l a t i o n  Rate
at 5 .0  percent 327 .9  231 .5 96 .4

Discount Rate
3 . 0  percent 369 .3  264 .0  105 .2
4 . 0  percent 297 .4  " 227 .2  70 .2

12 .0  percent 100 .8  88 . 5  12.3

Scenario I I I :  Brad ley Lake now vs
Gas P lan t  in 1998 280 .6  244 .6  36 .0
Construct ion Costs
o f  S350/kw 275 .1 244 .6  30 .5

Heat Rate o f
13 .000 Btu/kwh 304 .5  244 .6  59 .9

I n f l a t i o n  Rata
o f  5 . 0  percent 278 .4  231 .5  46 .8

Discount Rate
3 . 0  percent 318 .8  264 .0  54 .8
4 . 0  percent 248 .4  227 .2  21 .2
5 .0  percent 197 .8 197 .4 0 .5

Note: Both scenar ios  assume a base gas pr ice  o f  51 .60 /mcf ;  zero d e l i v e r y
charge; 2 .0  percent e sca la t ion  r a t e ;  11,500 Btu/kwh heat r a t e ;  4 . 5  
percent i n f l a t i o n ;  and S400/kw gas p lant const ruc t ion cos ts .
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The D iv i s ion  o f  P o l i c y ' s  ana ly s i s  assumed that cons t ruc t ion  cos ts  f o r  a
gas p lan t  would run $400/kw ( in  1986 d o l l a r s ) .  The range o f  const ruc t ion
costs is  apparent ly  estimated at 5350 to $450/kw, based on const ruc t ion
c o s t s  e xp e r i e n c ed  by A la ska  E l e c t r i c  Genera t ion & Transmission and 
Anchorage Municipal Light & Power during the past few yea r s .  Lowering the 
cos t  assumption to $350/kw, however, has a f a i r l y  i n s i g n i f i c a n t  e f f e c t  on
the cost  a n a ly s i s .  Under e i t h e r  scena r io ,  the present cost o f  the gas
a l t e r n a t i v e  would be about $5 .5  m i l l i o n  lower at a const ruc t ion  cost o f
$350/kw.
As noted p re v iou s ly ,  we assumed a new gas tu rb ine  fu e l  e f f i c i e n c y  ( "heat
r a t e " )  o f  11 ,500 Btu/kwh in our three scena r io s .  On the o the r  hand, the 
APA/DP model assumed a heat r a te  o f  13 ,000 Btu/kwh to r e f l e c t  newer gas 
tu rb ines  at 11 ,500 Btu/kwh ( e f f e c t i v e  r a t e )  operat ing as base capaci ty 
coupled with o l d e r ,  le s s  e x i s t ing  turb ines  at 15 ,0 00 -16 ,000  operat ing only 
when demand peaks. As shown in Table 7, using t h i s  h igher ,  "blended" heat 
r a t e  increases the fue l consumption under the gas a l t e r n a t i v e  in both 
scenar ios  s i g n i f i c a n t l y  and enhances the Bradley Lake net sav ings.  The
net savings ana ly s i s  i s  very s en s i t i v e  to  the gas tu rb ine  fue l  e f f i c i e n c y  
and o the r  assumptions which d i r e c t l y  a f f e c t  annual fue l  cos t s .
Annual I n f l a t i o n  Rate. The APA/DP model assumed 4 . 5  percent annual 
i n f l a t i o n  over the 50 -yea r per iod o f  a n a ly s i s .  In the January 1987 Revenue 
Sources r e p o r t ,  the Department o f  Revenue p ro jec ted  an i n f l a t i o n  r a te  o f  
3 .8 9  percent in FY 87, 4 .5 8  percent in FY 8 8 -FY 92, 5 .23  percent in FY 93 - 
FY 97, and 5 .42  percent t h e r e a f t e r .  I f  we sub s t i tu t e  an annual i n f l a t i o n  
r a t e  o f  5.0%, the Brad ley Lake net savings under both scenar ios in Table 7 
increase by about $11 m i l l i o n .  Higher i n f l a t i o n  ra tes  lower the net 
present costs  o f  both the gas a l t e r n a t i v e  and Brad ley Lake. However, 
h igher i n f l a t i o n  favo rs  Brad ley Lake to a g re a te r  extent because most o f  
Brad ley Lake's annual cos ts  are f i x ed  debt se rv ice  payments, which ( in  1986 
d o l l a r s )  become cheaper in the f u tu re .  In c on t r a s t ,  a sma l le r  po r t ion  o f  
the gas a l t e r n a t i v e ' s  annual costs  are f i x e d .
The Discount Rate. In o rde r  to c a l c u l a t e  the net present cost during the 
50 -yea r  period o f  a n a ly s i s ,  one must employ a d iscount r a te  which ad jus ts  
fu tu re  cash f lows to a va lue in cur ren t  d o l l a r s .  The APA/DP model employed
a discount r a te  o f  3 . 5  percent , which i s  apparent ly  the discount ra te
r o u t i n e l y  used by the U.S. Army Corps o f  Engineers to r e f l e c t  the h i s t o r i c  
r e a l  cost  o f  government spending.
The gas a l t e r n a t i v e  ope ra t iona l  costs are higher in l a t e r  years (even when 
ad justed to 1986 d o l l a r s )  because gas p r ices  are assumed to e sca la te  at a
re a l  r a t e  o f  2 . 0  percent , whereas Brad ley Lake cos ts  ( in  1986 d o l l a r s )
dec l ine  over the period o f  a n a ly s i s .  A lower d iscount r a t e  emphasizes 
the r e l a t i v e  weight o f  fu tu re  costs  and enhances the ou t look  o f  Brad ley 
Lake. For example, under both scenar ios shown in Table 7, Bradley Lake net 
savings increase by about 519 m i l l i o n  when the discount ra te  i s  reduced to
3 . 0  percent .
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On the o the r  hand, a h igher d iscount r a t e  tends to lower the net savings 
o f  Brad ley Lake because i t  deemphasizes fu tu re  expenditures .  For example, 
a d iscount r a t e  o f  4 .0  percent lowers the net savings o f  Brad ley Lake in 
both scenar ios  by about S15 m i l l i o n .  The s e n s i t i v i t y  o f  the ana ly s i s  to 
the discount r a te  becomes p a r t i c u l a r l y  s i g n i f i c a n t  when Brad ley Lake's net 
savings are r e l a t i v e l y  low--as  under the th i r d  scenar io .  A discount ra te  
o f  5 . 0  percent under t h i s  scenar io  produces zero net savings,  whereas a
12.0  percent d iscount r a te  under the base case s t i l l  r e s u l t s  in a p o s i t i v e  
net b ene f i t  (see Table 7 ) .  The ana lys i s  ind ic a te s ,  however, tha t  the net 
savings o f  Brad ley Lake remain p o s i t i v e  under d iscount r a tes  within a 
reasonab le range o f  3 . 0  to 4 . 0  percent .

CONCLUSION
I t  has been s ta ted tha t  Brad ley Lake was not conceived as an emergency 
power p ro je c t  needed to meet R a i l b e l t  energy demand. Instead, i t  was 
intended to prov ide the R a i l b e l t  with an a l t e rn a t e  power source f re e  from 
the vagar ies  o f  f o s s i l  fue l  p r ice  e s c a la t i o n .  As the p r ice  o f  natura l gas 
has dec l ined ,  however, the p ro jec ted  net savings o f  the Bradley Lake 
p ro j e c t  have eroded cons ide rab ly .  Our ana ly s i s  ind ica tes  tha t  the pub lic 
p o l i c y  choice today is  to e i t h e r  proceed with Brad ley Lake as c u r ren t ly  
scheduled o r  abandon the p r o j e c t .  Delaying Brad ley f o r  severa l y e a r s - - s o  
tha t  R a i l b e l t  energy demand cou ld "catch up" with capaci ty --wou ld be too 
c o s t l y  r e l a t i v e  to a le s s  expensive gas a l t e r n a t i v e .
I f  the Brad ley Lake p ro je c t  is to be completed as scheduled, we conclude 
tha t  i t  w i l l  probably provide net savings over the 50-yea r period o f  
an a ly s i s .  However, in o rde r  to  more accu ra te ly  p ro je c t  the bene f i t s  o f  the 
p r o j e c t s ,  we be l i e ve  tha t  an a n a ly s i s  computing the actual  cost  o f  a l l  
power consumed in the R a i l b e l t  under the d i f f e r e n t  scenar ios would be 
requ i red .  However, t h i s  type o f  a n a ly s i s  would requ i re  a great  deal o f  
da ta -gather ing  from the seven R a i l b e l t  u t i l i t i e s ,  the APUC, and the APA. 
The time-consuming nature and inherent d i f f i c u l t i e s  o f  t h i s  type o f  ana ly ­
s i s  probab ly exp la in  why i t  has not a l ready  been conducted.
At t h i s  t ime, we r e i t e r a t e  our conc lus ion tha t  the Brad ley Lake p ro jec t  
w i l l  probab ly produce power more cheaply than gas generat ion over the 
50 -yea r  per iod we analyzed . Never the less ,  the net savings are c e r t a i n l y  
l e s s  than the proposed Sta te con t r ibu t i on  o f  rough ly $164 m i l l i o n .  3 
Furthermore, the ana lys i s  i s  ext remely s e n s i t i v e  to natura l gas p r ices  and 
t h e i r  e s c a la t i o n .  Because the p ro jec ted  net savings o f  Bradley Lake are 
now r e l a t i v e l y  low, there i s  a high r i s k  tha t  i t s  completion would be a 
poor pub l ic  p o l i c y  dec is ion  i f  gas p r ices  prove to be only s l i g h t l y  lower 
than assumed. The pub l i c  r i s k  grows cons ide rab ly  g re a te r  as the net 
savings p ro jec ted  f o r  Brad ley Lake d ec l in e .  Beyond the i n i t i a l  Sta te cash 
con t r ib u t i on ,  the R a i l b e l t  e l e c t r i c  customers w i l l  u l t im a te ly  bear the 
costs o f  today 's  dec is ion  regard ing Brad ley Lake power.
Attachments
I Q The Sta te con t r ibu t ion  assumes the rev ised cusL o f  $328 m i l l i o n  minus

$164 m i l l i o n  ( o n e -h a l f  o f  $328 m i l l i o n )  to be cont r ibuted by R a i l b e l t
u t i l i t i e s .
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TABLE A.1

NET GENERATION OF ALASKA RAILBELT UTILITIES, 1976 • 1986

UTILITY 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986

Anchorage Municipal

Light & Power (AMLP) 444.9 420.3 443.1 473.1 485.6 425.3 579.5 592.5 654.0 934.4 938.6

Chugach Electric

Association (CEA) 1,054.5 1,179.7 1,308.6 1,401.0 1,434.1 1,467.7 1,718.4 1,781.8 1873.3 1,859.3 1,692.3

Alaska Power

Administration (APAD) 118.0 203.5 160.1 171.1 184.3 222.7 147.9 149.9 154.6 150.0 154.8

Anchorage-Cook

Inlet Subtotal 1,617.4 1,803.6 1,931.8 2,045.2 2,105.0 2,175.7 2,445.8 2,524.2 2,691.9 2,943.7 2,785.7

Fairbanks Municipal

Utility System (FMUS) 123.3 128.5 124.7 124.7 125.6 126.1 140.7 146.9 140.2 101.0 96.8

Golden Valley Electric

Association (GVEA) 344.7 353.5 341.5 322.9 317.7 316.9 350.3 346.2 401.1 408.0 420.6

Fairbanks Area

Subtotal 468.0 481.7 466.2 447.6 443.3 443.0 491.1 493.1 541.3 509.0 517.4

RAHBELT TOTAL 2,085.4 2,285.3 2,398.0 2492.8 2,548.3 2,618.7 2,936.9 3,017.3 3,233.2 3,452.7 3,303.1

Source: Alaska Power Authority, "Alaska Electric Power Statistics, 1960-1985,"; Railbelt Utilities.

Prepared by the House Research Agency, March 1987 (Demand; 861217-29).
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TABLE C.l BASE CASE SCENARIO:

BRADLEY LAK'«-' NET SAVINGS ANALYSIS

REAL

CAPITAL DEBT FIXED VARIABLE FUEL TOTAL REAL WELLHEAD BRADLEY BRADLEY TOTAL

COST SERVICE O&M O&M COST COST RATE GAS PRICE O&M DS BRADLEY

ANALYSIS PARAMETERS YEAR ($86 MLN) ($86 MLN) ($36 HLN) ($86 MLN) ($36 MLN) ($86 MLN) (C/KWH) ($86/MMBTU) ($86 MLN) ($86 MLN) ($86 MLN)

se Capital Cost Excluding IDC

($1986/net kw): $400

1987 0.0 • $1.63

Capacity (net kw): 90,000 1988 0.0 1.66

1989 18.0 1.70

Construction Period (years): 2 1990 18.0 4.'. 1.73

Total Bonds: $48.6 1991 4.0 1.0 0.5 7.5 13.0 3.5 1.77 2.0 20.2 22.2

Bond Term (yrs): 20 1992 3.8 1.0 0.5 7.7 13.0 3.5 1.80 2.0 19.3 21.3

Long-Term Interest Rate: 8.0% 1993 3.6 \ 0 0.5 7.8 13.0 3.5 1.84 2.0 18.5 20.5

Bond Payment (1989$): $4.9 1994 3.5 1.0 C.5 8.0 13.0 3.5 1.87 2.0 17.7 19.7

1995 3.3 1.0 C.5 8.1 13.0 3.5 1.91 2.0 16.9 18.9

Inflation Rate: 4.5% 1996 3.2 1.0 0.5 8.3 13.0 3.5 1.95 2.0 16.2 18.2

Reinvest Rate: 6.0% 1997 3.0 1.0 0.5 8.4 13.0 3.5 1.99 2.0 15.5 17.5

Discount Race: 5.5% 1998 2.9 1.0 0.5 8.6 13.1 3.5 2.03 2.0 14.8 ’ 8

1999 2.8 1.0 0.5 8.8 13.1 3.6 2.07 2.0 14.2 ic '

2000 2.7 1.0 0.5 9.0 13.2 3.6 2.11 2.0 13.6 15.6

2001 2.6 1.0 0.5 9.1 13.2 3.6 2.15 2.0 13.0 15.0

Fixed O&M Cost 2002 2.4 1.0 0.5 9.3 13.3 3.6 2.20 2.0 12.4 14.4

($1986/kw/yr): $11.25 2003 2.3 1.0 0.5 9.5 13.4 3.6 2.24 2.0 11.9 13.9

2004 2.2 1.0 0.5 9.7 13.5 3.6 2.29 2.0 11.4 13.4

Variable OiM Cost 2005 2.1 1.0 0.5 9.9 13.6 3.7 2.33 2.0 10.9 12.9

($1986/kwh): $0.0014 2006 2.1 1.0 0.5 10.1 13.7 3.7 2.38 2.0 10.4 12.4

2007 2.0 1.0 0.5 10.3 13.8 3.7 2.43 2.0 10.0 12.0

New Turbine Beat Rate 2008 1.9 1.0 0.5 10.5 13.9 3.8 2.47 2.0 9.5 11.5

(BTU/kwh): 11,500 2009 1.8 1.0 0.5 10.7 14.0 3.8 2.52 2.0 9.1 11.1

2010 1.7 1.0 0.5 10.9 14.2 3.8 2.57 2.0 8.7 10.7

delIhead Gas Price 2011 1.6 1.0 0.5 11.1 14.3 3.9 2.62 2.0 8.4 10.4

<$1986/MMBTU): $1.60 2012 1.6 1.0 0.5 11.4 14.5 3.9 2.68 2.0 8.0 10.0

Gas Delivery (186): $0.00 2013 1.5 1.0 0.5 11.6 14.6 4.0 2.73 2.0 7.7 9.7

Real Vie I Ihead Price 2014 1.4 1.0 0.5 11.8 14.8 4.0 2.79 2.0 7.3 9.3

Escalation Rate: 2.0% 2015 1.4 1.0 0.5 12.1 15.0 4.1 2.84 2.0 7.0 9.0

2016 1.3 1.0 0.5 12.3 15.2 4.1 2.90 2.0 6.7 8.7



CAPITAL DEBT FIXED VARIABLE FUEL TOTAL REAL WELLHEAD BRADLEY BRADLEY TOTAL 

COST SERVICE OSM OSM COST COST RATE GAS PRICE OSM DS BRADLEY

ANALYSIS PARAMETERS YEAR ($06 MLN) ($86 MLN) ($86 MLN) ($86 MLN) ($86 MLN) ($86 MLN) (C/KWH) ($86/MMBTU) ($06 MLN) ($86 MLN) ($06 MLN)

TAME C.1 BASE CASE SCENARIO:

BRAi lEY LARE NET SAVINGS ANALYSIS

REAL

Cash Flow for Base 2017 1.3 1.0 0.5 12.6 15.3 A.2 2.96 2.0 6.A 8.A

Construction Cost: 2018 1.2 1.0 0.5 12.8 15.5 A.2 3.02 2.0 6.1 8.1

1987 OK 2019 1.2 1.0 0.5 13.1 15.7 A.3 3.08 2.0 5.9 7.9

1908 OK 2020 1.1 1.0 0.5 13.3 16.0 A.3 3.1A 2.0 5.6 7.6

1989 5 OK 2021 1.1 1.0 0.5 13.6 16.2 A.A 3.20 2.0 2.0

1990 5 OK 2022 1.0 1.0 0.5 13.9 16.A A.A 3.26 2.0 2.0

2023 1.0 1.0 0.5 1A.1 16.6 A.5 3.33 2.0 2.0

202A 0.9 1.0 0.5 1A.A 16.9 A.6 3.AO 2.0 2.0

2025 0.9 1.0 0.5 1A.7 17.1 A.6 3.A6 2.0 2.0

Load Factor: A7K 2026 0.9 1.0 0.5 15.0 17.A A.7 3.53 2.0 2.0

Annual Energy (gwh): 369.2 2027 0.8 1.0 0.5 15.3 17.6 A.8 3.60 2.0 2.0

Transmission Cost 2028 0.8 1.0 0.5 15.6 17.9 A.9 3.68 2.0 2.0

($1986 Millions): $0.0 2029 0.7 1.0 0.5 15.9 18.2 A.9 3.75 2.0 2.0

2030 0.7 1.0 0.5 16.2 18.5 5.0 3.82 2.0 2.0

BRADLEY LANE 2031 0.7 1.0 0.5 16.6 18.8 5.1 3.90 2.0 2.0

Cost to Complete: $283.0 2032 0.7 1.0 0.5 16.9 19.1 5.2 3.98 2.0 2.0

Debt Service (30 yr): $25.1 2033 0.6 1.0 0.5 17.2 19.A 5.3 A.06 2.0 2.0

203A 0.6 1.0 0.5 17.6 19.7 5.3 A.1A 2.0 2.0

NP COST GAS $300.A 2035 0.6 1.0 0.5 17.9 20.0 5.A A.22 2.0 2.0

♦ term & site restoration $30.0 2036 0.5 1.0 0.5 18.' 20.A 5.5 A.31 2.0 2.0

HP COST GAS $330.A 2037 0.5 1.0 0.5 18.7 20.7 5.6 A.39 2.0 2.0

2038 o.c 1.0 0.5 19.0 21.1 5.7 A.A8 2.0 2.0

HP COST BRADLEY $2AA.6 2039 C.5 1.0 0.5 19.A 21.A 5.8 A.57 2.0 2.0

NET SAVINGS BRADLEY $85.8 20A0 0.5 1.0 0.5 19.8 21.8 5.9 A.66 2.0 2.0

NOTE: The analysis is based on a model originally developed by the Alaska Power Authority.

Prepared by the House Research Agency, March 1987 (Newbragas; 861217-29).



TABLE C.2 BASE CASE SCENARIO UNDER REVISED DEMAND FORECAST:

BRADLEY LAKE NET SAVINGS ANALYSIS

REAL

CAPITAL DEBT FIXED VARIABLE FUEL FUEL TOTAL REAL WELLHEAD BRADLEY BRADLEY TOTAL

COST SERVICE OSM OSM COST SAVINGS COST RATE GAS PRICE OSM DS BRADLEY

ANALYSIS PARAMETERS YEAR ($86 MLN) ($86 MLN) ($86 MLN) ($86 MLN) ($86 MLN) ($86 MLN) ($86 MLN) (C/KWH) ($86/MMBTU) ($86 MLN) ($86 MLN) ($86 MLN)

se Capital Cost Excluding 1DC

($1986/net kw): $400

1987 0.0 $1.63

Capacity (net kw): 90,000 1988 0.0 1.66

1989 18.0 1.70

Construction Period (years): 2 1990 18.0 4.1 1.73

Total Bonds: $48.6 1991 4.0 1.0 0.5 7.5 2.6 10.4 2.8 1.77 2.0 20.2 19.6

Bond Term (yrs): 20 1992 3.8 1.0 0.5 7.7 2.7 10.3 2.8 1.80 2.0 19.3 18.6

Long-Term Interest Rate: 8.0% 1993 3.6 1.0 0.5 7.8 2.7 10.3 2.8 1.84 2.0 18.5 17.3

Bond Payment (1989$): $4.9 1994 3.5 1.0 0.5 8.0 2.8 10.2 2.8 1.87 2.0 17.7 16.9

1995 3.3 1.0 0.5 8.1 2.8 10.2 2.7 1.91 2.0 16.9 16.1

Inflation Rate: 4.5% 1996 3.2 1.0 0.5 8.3 2.9 10.1 2.7 1.95 2.0 16.2 15.3

Reinvest Rate: 6.0% 1997 3.0 1.0 0.5 8.4 2.9 10.1 2.7 1.99 2.0 15.5 14.6

Discount Rate: 3.5% 1998 2.9 1.0 0.5 8.6 13.1 3.5 2.03 2.0 14.8 16.8

1999 2.8 1.0 0.5 8.8 13.1 3.6 2.07 2.0 14.2 16.2

2000 2.7 1.0 0.5 9.0 13.2 3.6 2.11 2.0 13.6 15.6

2001 2.6 1.0 0.5 9.1 13.2 3.6 2.15 2.0 13.0 15.0

Fixed OSM Cost 2002 2.4 1.0 0.5 9.3 13.3 3.6 2.20 2.0 12.4 14.4

($1986/kw/yr): $11.25 2003 2.3 1.0 0.5 0 13.4 3.6 2.24 2.0 11.9 13.9

2004 2.2 1.0 0.5 . 1 13.5 3.6 2.29 2.0 11.4 13.4

Variable OSM Cost 2005 2.1 1.0 0.5 9.9 13.6 3.7 2.33 2.0 10.9 12.9

($1986/kwh): $0.0014 2006 2.1 1.0 0.5 10.1 13.7 3.7 2.38 2.0 10.4 12.4

2007 2.0 1.0 0.5 10.3 13.8 3.7 2.43 2.0 10.0 12.0

Hew Turbine Heat Rate 2008 1.9 1.0 0.5 10.5 13.9 . 8 ? 47 2.0 9.5 11.5

(BTU/kwh): 11,500 2009 1.8 1.0 0.5 10.7 14.0 3.8 2.52 2.0 9.1 11.1

2010 1.7 1.0 0.5 10.9 14.2 3.8 2.57 2.0 0.7 10.7

Wellhead Gas Price 2011 1 a 1.0 0.5 11.1 14.3 3.9 2.62 2.0 8.4 10.4

($1906/MM3TU): $1.60 2012 1.6 1.0 0.5 11.4 14.5 3.9 2.68 2.0 8.0 10.0

Gas Delivery ($86): $0.00 2013 1.5 1.0 0.5 11.6 14.6 4.0 2.73 2.0 7.7 9.7

Real Wellhead Price 2014 1.4 1.0 0.5 11.8 14.8 4.0 2.79 2.0 7.3 9.3

Escalation Rate: 2.0% 2015 1.4 1.0 0.5 12.1 15.0 4.1 2.84 2.0 7.0 9.0

2016 1.3 1.0 0.5 12.3 15.2 4.1 2.90 2.0 6.7 0.7



TABLE C.2 BASE CASE SCENARIO UNDER REVISED DEHAND FORECAST:

BRADLEY LAKE NET SAVINGS ANALYSIS

REAL

CAPITAL DEBT FIXED VARIABLE FUEL FUEL TOTAL REAL WELLHEAD BRADLEY BRADLEY TOTAL

COST SERVICE OSM OSM COST SAVINGS COST RATE GAS PRICE OSM DS BRADLEY

ANALYSIS PARAMETERS YEAR ($86 MLN) ($86 MLN) ($86 MLN) ($86 MLN) ($86 MLN) ($86 MLN) ($86 MLN) (C/KUH) ($86/MMBTU) ($86 MLN) ($86 MLN) ($86 MLN)

Cash Flow for Base 2017 1.3 1.0 0.5 12.6 15.3 4.2 2.96 2.0 6.4 8.4

Construction Cost: 2018 1.2 1.0 0.5 12.8 15.5 4.2 3.02 t.O 6.1 8.1

1987 0% 2019 1.2 1.0 0.5 13.' 15.7 4.3 3.08 2.0 5.9 7.9

1988 OX 2020 1.1 1.0 0.5 13.3 16.0 4.3 3.14 2.0 5.6 7.6

1989 50% 2021 1.1 1.0 0.5 13.6 16.2 4.4 3.20 2.0 2.0

1990 50% 2022 1.0 1.0 0.5 13.9 16.4 4.4 3.26 2.0 2.0

2023 1.0 1.0 0.5 14.1 16.6 4.5 3.33 2.0 2.0

2024 0.9 1.0 0.5 14.4 16.9 4.6 3.40 2.0 2.0

2025 0.9 1.0 0.5 14.7 17.1 4.6 3.46 2.0 2.0

Load Factor: 47% 2026 0.9 1.0 0.5 15.0 17.4 4.7 3.53 2.0 2.0

Annual Energy (gwh): 369.2 2027 0.8 1.0 0.5 15.3 17.6 4.8 3.60 2.0 2.0

Transmission Cost 2028 0.8 1.0 0.5 15.6 17.9 4.9 3.68 2.0 2.0

($1986 Millions): $0.0 2029 0.7 1.0 0.5 15.9 18.2 4.9 3.75 2.0 2.0

2030 0.7 1.0 0.5 16.2 18.5 5.0 3.82 2.0 2.0

BRADLEY LAKE 2031 0.7 1.0 0.5 16.6 18. B 5.1 3.90 2.0 2.0

Cost to Complete: $283.0 2032 0.7 1.0 0.5 16.9 19.1 ■> 3.98 2.0 2.0

Debt Service (30 yr): $25.1 2033 0.6 1.0 0.5 17.2 19.4 5.3 4.06 2.0 2.0

2034 0.6 1.0 0.5 17.6 19.7 5.3 4.14 2.0 2.0

HP COST GAS $205.7 2035 0.6 1.0 0.5 17.9 20.0 5.4 4.22 2.0 2.0

+ term & site restoration $30.0 2036 0.5 1.0 0.5 18.3 20.4 5.5 4.31 2.0 2.0

NP COST GAS $315.7 2037 0.5 1.0 0.5 18.7 20.7 5.6 4.39 2.0 2.0

2038 0.5 1.0 0.5 19.0 21.1 5.7 4.48 2.0 2.0

NP COST BRADLEY $229.9 2039 0.5 1.0 0.5 19.4 21.4 5.8 4.57 2.0 2.0

NET SAVINGS BRADLEY $85.8 2040 0.5 1.0 0.5 19.8 21.8 5.9 4.66 2.0 2.0

NOTE: The analysis ts based on a model originally developed by the Alaska Power Authority.

Prepared by the House Research Agency, March i987 (Bradgasl; 861217-29).
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TABLE C.3 DELAY OF BRADLEY LAKE ADD GAS GENERATION ALTERNATIVE:

BRADLEY LAKE NET SAVINGS ANALYSIS

ANALYSIS PARAMETERS

Base Capital Cost Excluding IDC 

($1986/not kw):

Capacity (net kw):

Construction Period (years): 

Total Bonds: 

Bond Term (years): 

Long-Term Interest Rate: 

Bond Payment (1997$):

Inflation Rate: 

Reinvest Rate: 

Discount Rate:

Fixed OSM Cost 

($1986/kw/yr):

Variable OSM Cost 

($1906/kwh):

Hew Turbine tleat Rate 

(BTU/kwh):

WeiIhead Gas Price 

($1986/MMBTU): 

Gas Delivery '$86): 

R"al Wellhead Price 

Escalation Rate:

REAL

CAPITAL DEBT FIXED VARIABLE FUEL TOTAL REAL WELLHEAD BRADLEY BRADLEY TOTAL REAL

COST SERVICE OSH OSH COST COST RATE GAS PRICE OSM OS BRADLEY RATE

YEAR ($86 HLN) ($86 MLN) ($86 HLN) ($86 MLN) ($8i MLN) ($06 MLN) (C/KWH) (S86/MMBTU) ($86 MLN) ($86 MLN) ($86 MLN) cents/Kwh

$400

1987 0.0 $1.63

>0,000 1988

1989

0.0

0.0

1.66

1.70

2 1990 0.0 1.73

$69.3 1991 C.O 1.77

20 1992 0.0 1.80

10.0‘S 1993 0.0 1.84

$8.1 1994

1995

0.0

0.0

1.87

1.91

41.3

39.5

41.3

39.5

11.2

10.7

4.5% 1996 18.0 1.95 37.8 37.8 10.2

6.0% 1997 18.0 5.0 5.0 1.4 1.99 36.2 36.2 9.B

3.5% 1998 4.8 1.0 0.5 r 14.9 4.0 2.03 2.0 34.6 36.6 9.9

1999 4.6 1.0 0.5 8.8 14.9 4.0 2.07 2.0 33.2 35.2 9.5

2000 4.4 1.0 0.5 9.0 14.9 4.0 2.11 2.0 31.7 33.7 9.1

11.25 2001 4.2 1.0 0.5 9.1 14.9 4.0 2.15 2.0 30.4 32.4 B.8

2002 4.0 1.0 0.5 9.3 14.9 4.0 2.20 2.0 29.1 31.1 8.4

2003 3.9 1.0 0.5 9.5 14.9 4.0 2.24 2.0 27.8 29.8 8.1

.0014 2004 3.7 1.0 0.5 9.7 14.9 4.0 2.29 2.0 26.6 28.6 7.7

2005 3.5 1.0 0.5 9.9 15.0 4.0 2.33 2.0 25.5 27.5 7.4

2006 3.4 1.0 0.5 10.1 15.0 4.1 2.38 2.0 24.4 26.4 7.1

1,500 2007 3.2 1.0 0.5 10.3 15.1 4.1 2.43 2.0 23.3 25.3 6.9

2008 3.1 1.0 0.5 10.5 15.1 4.1 2.47 2.0 22.3 24.3 6.6

2009 3.0 1.0 0.5 10.7 15.2 4.1 2.52 2.0 21.3 23.3 6.3

2010 2.8 1.0 0.5 10.9 15.3 4.1 2.57 2.0 20.4 22.4 6.1

$1.60 2011 2.7 1.0 0.5 11.1 15.4 4.2 2.62 2.0 19.6 21.6 5.8

$0.00 2012 2.6 1.0 0.5 11.4 15.5 4.2 2.68 2.0 18.7 20.7 5.6

2013 2.5 1.0 0.5 11.6 15.6 4.2 2.73 2.0 17.9 19.9 5.4

2.0% 2014 2.4 1.0 0.5 II.8 15.7 4.3 2.79 2.0 17.1 19.1 5.2

2015 2.3 1.0 0.5 12.1 15.9 4.3 2.84 2.0 16.4 18.4 5.0



TABLE C.3 O t i A T  U l  BRADLEY I.AKfc AND GAS GENERAT!0H ALTERNATIVE:

BRADLEY ALE NET SAVINGS ANALYSIS

REAL

CAPITAL DEBT FIXED VARIABLE FUEL TOTAL REAL WELLHEAD BRADLEY BRADLEY TOTAL REAl

COST SERVICE OSM OSM COST COST RATE GAS PRICE OSM OS BRADLEY RAIL

ANALYSIS PARAMETERS YEAR (186 MLN) (186 MLN) (186 MLN) ($86 MLN) (186 MLN) (186 MLN) (C/XWII) (186/MMUTU) (186 MLN) (186 MIN) (186 HLN) cents/kwh

Cash Flow for Base 2016 2.2 1.0 0.5 12.3 16.0 4.3 2.90 2.0 15.7 17.7 4. E

Constructi n Cost: 2017 2.1 1.0 0.5 12.6 16.2 4.4 2.96 2.0 15.0 17.0 4. 6

1987 OX 2018 2.0 1.0 0.5 12.8 16.3 4.4 3.02 2.0 14.4 16.4 4.4

1988 OX 2019 1.9 1.0 0.5 13.1 16.5 4.5 3.08 2.0 13.7 15.7 4. 3

1989 0% 2020 1.8 1.0 0.5 13.3 16.7 4.5 3.14 2.0 13.2 15.2 4.1

1990 0% 2021 1.7 1.0 0.5 13.6 16.9 4.6 3.20 2.0 12.6 14.6 4.0

1991 OX 2022 1.7 1.0 0.5 13.9 17.1 4.6 3.26 2.0 12.0 14.0 3.8

1992 OX 2023 1.6 1.0 0.5 14.1 17.3 4.7 3.33 2.0 11.5 13.5 3.7

19-93 OX 2024 1.5 1.0 0.5 14.4 17.5 4.7 3.40 2.0 2.0 0 .5
1994 OX 2025 1.5 1.0 0.5 14.7 17.7 4.8 3.46 2.0 2.0 0 .5
1995 OX 2026 1.4 1.0 0.5 15.0 17.9 4.9 3.53 2.0 2.0 0 .6
iy?6 50X 2027 1.3 1.0 0.5 15.3 18.2 4.9 3.60 2.0 2.0 0 .5
199/ 50% 2028 1.3 1.0 0.5 15.6 18.4 5.0 3.68 2.0 2.0 0 .5

2029 1.2 1.0 0.5 15.9 18.7 5.1 3.75 2.0 2.0 0 .5
toad factor: 47X 2030 1.2 1.0 0.5 16.2 18.9 5.1 3.82 2.0 2.0 0.5

Annual Encrjy ((jwh): 369.2 2031 1.1 1.0 0.5 16.6 19.2 5.2 3.90 2.0 2.0 0.5
T ra n s mi ss i on  Cost 2032 1.1 1.0 0.5 16.9 19.5 5.3 3.98 2.0 2.0 0.5
($1986 Mi 11 i o n s ) : 10.0 2033 1.0 1.0 0.5 17.2 19.8 5.4 4.06 2.0 2.0 •0.5

2034 1.0 1.0 0.5 17.6 20.1 5.4 4.14 2.0 2.0 0.5
BRADIEY LALb 2035 0.9 1.0 0.5 17.9 20.4 5.5 4.22 2.0 2.0 0 .5

Cost to Complete: 1415.1 2036 0.9 1.0 0.5 18.3 20.7 5.6 4.31 2.0 2.0 0.5

Construction (years): 4 2037 0.9 1.0 0.5 18.7 21.0 5.7 4.39 2.0 2.0 0 5

Total Bonds; 1553.9 2038 0.8 1.0 0.5 19.0 21.4 5.8 4.48 2.0 2.0 0.5

Debt Service (30 yr): 158.8 2039 0.8 1.0 0.5 19.4 21.7 5.9 4.57 2.0 2.0 0.5

2040 0.8 1.0 0.5 19.8 22.1 6.0 4.66 2.0 2.0 0.5

NP COST GAS 1250.6 2041 0.7 1.0 0.5 20.2 22.4 6.1 4.75 2.0 2.0 0.5

♦ term S site restoration 130.0 2042 0.7 1.0 0.5 20.6 22.8 6.2 4.85 2.0 2.0 0.5

NP COST GAS 1280.6 2043 0.7 1.0 0.5 21.0 23.2 6.3 4.95 2.0 2.0 0.5

2044 0.6 1.0 0.5 21.4 23.6 6.4 5.05 2.0 2.0 0.5

NP COST BRADLEY *406.7 2045 0.6 1.0 0.5 21.9 24.0 6.5 5.15 2.0 2.0 0.5

NET SAVINGS BRADIEY (1126.0) 2046 0.6 1.0 0.5 22.3 24.4 6.6 5.25 2.0 2.0 0.5

2047 0.6 1.0 0.5 22.7 24.8 6.7 5.35 2.0 2.0 0.5

2048 0.5 1.0 0.5 23.2 25.3 6.8 5.46 2.0 2.0 0.5

NUIE: The analysis is Im -.ciI on n model nriijinally dcvelo(x.'d by tlie Alaska Power Authority.

Prepared by the House Research Aycncy, M.irtli 198/ (DrndynsI; 861217-29).



TABLE C .4 DELAY OF GAS GENERATION ALTERNATIVE

BRADLEY LANE NET SAVINGS ANALYSIS

REAL

CAPITAL DEBT FIXED VARIABLE FUEL TOTAL REAL UELLHEAD 8RADLEY BRADLEY TOTAL

COST SERVICE OSH OSH COST COST RATE GAS PRICE OSM DS BRADLEY

ANALYSIS PARAME1LRS YEAR ($86 MLN) ($86 MLN) ($86 HLN) ($86 MLN)

Z_
1

X•oCO ($86 MLN) (C/KWH) ($86/MMBrU) ($36 MLN) ($86 MLN) (i86 MLN)

Base Capital Cost Excluding IDC

(t1986/net kw): $400

1987 0.0 $1.63

Capacity (net kw): 90,000 1988 0.0 1.66

1989 0.0 1.70

Construction Period (years): 2 1990 0.0 1.73

Total Bonds: $69.3 1991 0.0 1.77 2.0 20.2 22.2

Bond Term (years): 20 1992 0.0 1.80 2.0 19.3 21.3

Long-Term Interest Rate: 10.0% 1993 0.0 1.84 2.0 18.5 20.5

Bond Payment (1997$): $8.1 1994 0.0 1.87 2.0 17.7 19.7

1995 0.0 1.91 2.0 16.9 18.9

Inflation Rate: 4.5% 1996 18.0 1.95 2.0 16.2 18.2

Reinvest Rate: 6.0% 1997 18.0 5.0 5.0 1.4 1.99 2.0 15.5 17.5

Discount Rate: 3.5% 1998 4.8 1.0 0.5 8.6 14.9 4.0 2.03 2.0 14.8 16.8

1999 4.6 1.0 0.5 8 . 8 14.9 4.0 2.07 2.0 14.2 16.2

2000 4.4 1.0 0.5 9.0 14.9 4.0 2.11 2.0 13.6 15.6

Fixed OSH Cost ($1986/kw/yr): $11.25 2001 4.2 1.0 0.5 9.1 14.9 4.0 2.15 2.0 13.0 15.0

2002 4.0 1.0 0.5 9.3 14.9 4.0 2.20 2.0 12.4 14.4

2003 3.9 1.0 0.5 9.5 14.9 4.0 2.24 2.0 11.9 13.9

Variable OSM Cost ($1986/kwh): $0.0014 5004 3.7 1.0 0.5 9.7 14.9 4.0 2.29 2.0 11.4 17.4

2005 3.5 1.0 0.5 9.9 15.0 4.0 2.33 2.0 10.9 12.9

New Turbine Heat Rate 2006 3.4 1.0 0.5 10.1 15.0 4.1 2.38 2.0 10.4 12.4

(BTU/kwh): 11,500 2007 3.2 1.0 0.5 10.3 15.1 4.1 2.43 2.0 10.0 12 0

2008 3.1 1.0 0.5 10.* 15.1 4.1 2.47 2.0 9.5 11 5

2009 3.0 1.C 0.5 10.7 15.2 4.1 2.52 2.0 9.1 11 1

Wellhead Gas Price 2010 2.8 1.0 0.5 10.9 15.3 4.1 2.57 2.0 8.7 10.7

(S1986/MMBTU): $1.60 2011 2.7 1.0 0.5 11.1 15.4 4.2 2.62 2.0 8.4 10.1

Gas Delivery ($86): $0.00 2012 2.6 1.0 0.5 11.4 15.5 4.2 2.68 2.0 8.0 10.)

Real Wellhead Price 2013 2.5 1.0 0.5 11.6 15.6 4.2 2.73 2.0 7.7 9. '

Escalation Rate: 2.0% 2014 2.4 1.0 0.5 11.8 15.7 4.3 2.79 2.0 7.3 9.:

2015 2.3 1.0 0.5 12.1 15.9 4.3 2.84 2.0 7.0 9.C



TABLE C.4 DELAY OF GAS GENERATION ALTERNATIVE

BRADLEY LAKE NET SAVINGS ANALYSIS

CAPITAL DEBT FIXED

COST SERVICE OSH

ANALYSIS PARAMETERS YEAR ($86 MLN) ($86 MLN) ($86 MLN)

Cash Flow for Base 2016 2.2 1.0

Construction Cost: 2017 2.1 1.0

1987 OX 2018 2.0 1.0

1988 OX 2019 .. 1.9 1.0

1989 OX 2020 1.8 1.0

1990 OX 2021 1.7 1.0

1991 OX 2022 1.7 1.0

1992 OX 2023 1.6 1.0

1993 OX 2024 1.5 1.0

1994 OX 2025 1.5 1.0

1995 0% 2026 1.4 1.0

1996 50% 2027 1.3 1.0

1997 5 OX 2028 1.3 1.0

2029 1.2 1.0

Load Factor: m 2030 1.2 1.0

Annual Energy (gwh): 369.2 2031 1.1 1.0

Transmission Cost 2032 1.1 1.0

(11986 Millions): $0.0 2033 1.0 1.0

2034 1.0 1.0

BRADLEY LAKE 2035 0.9 1.0

Cost to Complete: $283.0 2036 0.9 1.0

Debt Service (30 yr): $25.1 2037 0.9 1.0

2038 0.8 1.0

HP COST GAS $250.6 2039 0.8 1.0

♦ term £ site restoration $30.0 2040 0.8 1.0

HP COST GAS $280.6

HP COST BRADLEY $244.6

NET SAVINGS BRADIEY $36.0

NOTE: The analysis is based on a model originally developed by the Alaska

IABLE FUEL TOTAL REAL

REAL

UELLIIEAD BRADLEY BRADLEY TOTAL

IH COST COST RATE GAS PRICE OSM DS BRADLEY

HLN) ($86 MLN) ($86 MLN) (C/KWII) ($86/MMBTU) ($86 MLN) ($36 HLN) (186 MLN)

0.5 12.3 16.0 4.3 2.90 2.0 6.7 8.7

0.5 12.6 16.2 4.4 2.96 2.0 6.4 8.4

0.5 12.8 16.3 4.4 3.02 2.0 6.1 8.1

0.5 13.1 16.5 4.5 3.08 2.0 5.9 7.9

0.5 13.3 16.7 4.5 3.14 2.0 5.6 7.6

0.5 13.6 16.9 4.6 3.20 2.0 2.0

0.5 13.9 17.1 4.6 3.26 2.0 2.0

0.5 14.1 17.3 4.7 3.33 2.0 2.0

0.5 14.4 17.5 4.7 3.40 2.0 2.0

0.5 14.7 17.7 4.8 3.46 2.0 2.0

0.5 15.0 17.9 4.9 3.53 2.0 2.0

0.5 15.3 18.2 4.9 3.60 2.0 2.0

0.5 15.6 18.4 5.0 3.68 2.0 2.0

0.5 15.9 18.7 5.1 3.75 2.0 2.0

0.5 16.2 18.9 5.1 3.82 2.0 2.0

0.5 16.6 19.2 5.2 3.90 2.0 2.0

0.5 16.9 19.5 5.3 3.98 2.0 2.0

0.5 17.2 19.8 5.4 4.06 2.0 2.0

0.5 17.6 20.1 5.4 4.14 2.0 2.0

0.5 17.9 20.4 5.5 4.22 2.0 2.0

0.5 18.3 20.7 5.6 4.31 2.0 2.0

0.5 18.7 21.0 5.7 4.39 2.0 2.0

0.5 19.0 21.4 5.8 4.48 2.0 2.0

0.5 19.4 21.7 5.9 4.57 2.0 2.0

0.5 19.8 22.1 6.0 4.66 2.0 2.0

Authori ty.

Prepared by the Noose Research Agency, March 1987 (Bradgas2; 361217-29).
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Alaska Power Author i ty

Approved by Commissioner: Agency:

Date: M LLSJL 

Date:
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I ^ O r l O  S c h a d

ENEHOY
DEMAND

ALT 1 /
Al l  2

J a n  ----------------------------------J a n

Alt 2

•  7 mo. Delay

•  Full Reservo ir

•  $ 3 .8 - 5 .8  M
Add it iona l Cost



ADVANTAGES TO ALTERNATIVE n  SCHEDULE
1. Br ings p ro j e c t  on - l i n e  cons i s ten t  with the seasonal increase in 

u t i l i t y  energy demand requi rements.  (Sept .  vs. A p r i l )
2. Prov ides added f l e x i b i l i t y  to p ro je c t  scheduling f o r  con t rac t  

adve r t is ing /award .
3. Prov ides add i t iona l  " f l o a t "  in the General C iv i l  Contract as wel l  

as the Powerhouse Contract which w i l l  help accommodate unforeseen 
changes without impacting p r o j e c t  completion , thereby reducing 
p o ten t i a l  c la ims.

4. Al lows add i t iona l  const ruc t ion  time to complete " c r i t i c a l  path" 
work which reduces cons t ruc t ion  r i s k s  and may r e s u l t  in more 
f a v o r ab le  b ids .

5. Estimated add i t iona l  p ro je c t  cos t  o f  $ 3 . 8 - 5 . 8 m i l l i o n  is  based 
e s ca la t i o n  o f  cons t ruc t ion  cos ts  f o r  seven ( 7 )  months le s s  add i t iona l  
a rb i t r a g e  i n t e r e s t  earn ings .  This f ig u re  does not r e f l e c t  a poss ib le  
reduct ion in bid pr-'ces o r  p o ten t i a l  lessening o f  c laims exposure.



BRADLEY LAKE PROJECT

TOTAL COST IF TERMINATED

Expenditures Through March 31,1987 $ 52.4 million

Additional E^nenditure Through 
May 1987 5.0 million

Contract Termination Costs 4.4 million

Site Restoration Cost 8.0-33.0 million

TOTAL $ 69.8-94.8 million



S T E V E  C O W P E R

M a r c h  3, 1987

T h e  H o n o r a b l e  J a n  F a i k s  
P r e s i d e n t  o f  t h e  S e n a t e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P .O .  B o x  V 
J u n e a u ,  AK 99811

D e a r  S e n a t o r  F a i k s :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  18 , o f  t h e  A l a s k a  C o n ­
s t i t u t i o n ,  I  am t r a n s m i t t i n g  a  b i l l  t h a t  a m e n d s  a n  a p p r o ­
p r i a t i o n  t o  t h e  A l a s k a  P o w e r  A u t h o r i t y  —  c h .  128, SLA 1986 , 
p a g e  8 ,  l i n e  7 ,  i n  t h e  a m o u n t  o f  $ 5 0 ,0 0 0 ,0 0 0  —  b y  c h a n g i n g  
t h e  f u n d i n g  s o u r c e  f r o m  t h e  g e n e r a l  f u n d  t o  t h e  R a i l b e l t  
E n e r g y  F u n d  (AS 3 7 .0 5 .1 5 3 ) .

AS 3 7 . 0 5 .1 5 3 ,  t h e  l a w  o u t l i n i n g  t h e  p u r p o s e  o f  t h e  R a i l b e l t  
E n e r g y  F u n d ,  s p e c i f i e s  t h a t  t h e  l e g i s l a t u r e  m ay  a p p r o p r i a t e  
m o n e y  f r o m  t h e  f u n d  t o  a s s i s t  i n  m e e t i n g  r a i l a e l t  e n e r g y  
n e e d s .  A s  t h e  B r a d l e y  L a k e  H y d r o e l e c t r i c  P r o j e c t  i s  d e ­
s i g n e d  t o  r e d u c e  t h e  l o n g - t e r m  c o s t  o f  p o w e r  t o  r a i l b e l t  
c o n s u m e r s ,  my A d m i n i s t r a t i o n  i s  r e c o m m e n d i n g  t h a t  f u n d i n g  
f o r  t h e  p r o j e c t  b e  a p p r o p r i a t e d  f r o m  t h e  R a i l b e l t  E n e r g y  
F u n d .  /  I /  \

S t a t e  o f  A l a s k a
O F F I C E  O F  T H E  G O V E R N O R  

J U N B A I J
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1 IN T H E  S E N A T E

2

BY T H E  R U L E S  C O M M I T T E E  BY 
R E Q U E S T  OF T H E  G O V E R N O R

SENATE B I L L  NO. 159 

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  OF A L A S K A  

F I F T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N  

A  B I L L \

6 For an Act en t i t l e d :  "An A c t  a m e n d i n g  a n  a p p r o p r i a t i o n  to the A l a s k a  P o wer

7 A u t h o r i t y  for the B r a d l e y  Lak e  H y d r o e l e c t r i c  Project;

8 and p r o v i d i n g  f or an e f f e c t i v e  d a t e . "

9 BE IT E N A C T E D  BY T HE L E G I S L A T U R E  OF T H E  S T A T E  OF ALASKA:

10 * S e c t i o n  1. S e c t i o n  3, ch. 128, S L A  1986, p a g e  8, line 7, is a m e nded

11 to read:

12 A p p r o p r i a t i o n  Genera] O t h e r

I t e m  F und Fundsf
A l a s k a  P o w e r  A u t h o r i t y  

-- B r a d l e y  L a k e  Hydro-
y/ f

e l e c t r i c  P r o j e c t  | ^ ^ 5 0  ,000", 00C [ $ 5 0 , 000,000] $50 ,000 .000

* Sec. 2. T he f u n d i n g  s o urce of t h i s  a m e n d e d  a p p r o p r i a t i o n  is the

18 R a i l b e l t  E n e r g y  F u n d  (AS 37.05.153).

19 * Sec. 3. T h i s  Act takes effect ji m m e d i a t e l y u n d e r  AS 0 1 . 1 0 . 0 7 0 ( c ) .

V

- s~o

0 1
f t

SB0159a -1- SB 159



;; Offered: 4/8/87 5-0423B
Referred: R e s o urc es S Finance

, -Original sponsors: Coghill and Szymanski

If

BY THE L A B O R  AND
IN THE SENATE COMMERCE CO MMI T T E E

CS FOR SENATE BILL NO. 109 (L&C)

3,i IN THE LEGISLATURE OF THE STATE OF A L A S K A
-

4 FIFTEENTH LEGISLATURE - F I R S T  SESSION

5 A  BILL

u For an Act eniitled: "An Act relating to the rural electr i f i c a t i o n  r e v o l v­

ing loan fund."

3 ' BE IT ENACTED B Y  THE LEGISLATUR E OF THE STATE O F  ALASKA:

* Section 1. FINDINGS AND INTENT. (a) A l t h o u g h  the rural electrifica-

10 

1 1 1!

12

13 ii

14

II
15 ji

tion revolving loan fund has existe d since 1981, it has not adequately met 

the purpose for w h i c h  it is intended. The p r i n ci pal reason for that f a i l­

ure has been regulations that have, at least in part, o p p o s e d  the purpose 

!' of this program. The purpose of this program is to assist electric u t i l­

ities and their consumers in extending pioneer electric d i s trib ution lines

into developing rural areas.11
16 (b) The legislature finds that

(1) the installation of pioneer electric distributior lines is

'3 essential to the orderly development of areas that are suitable and appro-
[I

19 i‘
priate for development; frequently it is p r o h i b i t i v e l y  expensive for the

20
utilities and their consumers to build the n e c e s s a r y  distribu tion lines in

21
anticipation of sufficient development to make the lines feasible;

2 2
(2) it is in the public interest for the state to assist in

23
financing distribution lines in areas where d e velo pment is expected; the

?4
appropriate role of the state in regard to the lines is that of a s s um ing

25
the risk that the anticipated development will in fact occur;

26
(3) popul a t e d  areas along state highways  that have a source of

27'
central station electric service available for d i s t r i b u t i o n  are exp ected to

23
develop further a n d  loans from this program to con struct p i o n e e r  distribu-

29
- tion lines along those state highways are appropriate, and should b e  given 

SB0109b -1- CSSB 109(L&C)
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p r o v i  de 'ne  o n 1e ,

priorit" ror one -h a l f  c-f the funds available.

(c) Tt Is the intent of the legislature that oil e x i sti ng r e g u l a t i o n s  

relctir-g to this lean p r ogram he r e conside red nod that the-? he amended to 

conform to this Act.

* Sec. '>. AS 4 & . 3 3 . 3 6 1 ( M  is emended to read:

(b) The authorifv m a w  make loans iron “he niril electr* ri cation

revolving loan 'urd to electric t ilitios t e r r i f i e d  bv the Alaska 

^obllc Utilities Comrniisicn. A loon free the rn r d  ra*T be made onl v 

•ror the purpose of extending n e w  electric service into an ares o f  the 

state that ;?n electric u t i l i t y  m 3 v  serve under  a c er tificate o f p u b l i c  

convenience rod neressit*.* bv the Al.«sks °ubllc ’"'filirics

ComtP.isr,i o n . A loan m a v  he m a d e  rroT7i the '’unc to °c electric ufcilitv

4 f the util it-' invests the n.onev uecvnsnrv **.0 o m v ^ d <

ooan of linn, ere t r n n s‘"ormevt and one service d r o p  'or w^ch consume r  

'or iehom inwiediato service w o u l d  he prov ided b v  th~ ay ter. 3 ion of

electric service. A p p l i c ations gcr loans to ex t e n d  ser v i c e along

s t a te h i g h w a y * shall be given priori tv on o n e - h a ir of the funds a v a i l­

able ror loans u n der t h t3 s e c tion^ c o w e v e r , a loan m a y  not he m a d e

rrom the rund ur.lecr.

(11 the ’can is re commend ?d hr loan a d v i s o r y  committee 

appointed under AS 44.S3.363* andi ? )  t h e  e x t e n s i o n  •')? n L » c t ^ i c  '■ e r v i .e e  w o u l d  p r o v i d e  ^ m m e d i-  

,»ro service to at ’’east three consumer.1:.

*" Sec. 1. AS 44 . ft A . If 1 (c> i:i -mended to road:

(n) \ lo.?n ’t o o  the rural o 1 octri car* on -•**vcl ring loan r'und

shall bear an annual -nte of frtnrost ir two percent oi the u n p a i d  

b a lan ce o* the 1r*ar. received on a locn made u n d e r  '"hia

section must he trar starred “n r u a l !•; rvoyT^VY 1 **o “he commissi oner of 

’•?vor,u** 'hr dnootit '.a * ho gorernl hind. The u o p c 4d ha 1 even ->o a 1 oat

c s s b  •09r.&c)



m a d e  u n d e r  t h i s  e c t l o n  r*?C T » in i n ^  e*t<~-r IQ  ^ c s r a  m a y  b e  r o r g i v e n .

Sac. A. AS 44.33.363 5.3 a m ended to read:

Sec. A4.33.363. T.OAl? A D V I S O R Y  CO^MTTTYY. -hen an a o o l i c a t i o n  

for a rural e l e c t r ifi cation loan is submit*‘■so fo the 'mthoritv u n d e r  

AS 44.33.361, the authorifcv shall appoint a 1 oca 1 advisor? coirjr.i ttee 

freer persons residing in the ares that the ipol If cant u t i l l t v  Is 

certified -o serve. rh* loan a d v i s o r” conrroitr.ee shall consider the 

loan n p p 1 l e a t i o n , end •shall recotrapand w h e t h e r  the 7oer* application is 

rr* be approved or disrpprovari. A  favorable recown endntlcn •rorn the

loan od'>i:;orv committee shall be b a s e d  on •* d e t°rr?i v a r ion '■hat devel- 

opjtiftnr in the .arc-a of the p r r p o s e d  m t o o t t i o n  of ■* lac trie cervine is 

li’celv to provide f o r  " T i l l  rensvrno-nt of the loan u n d e r  AS 44. •'‘•I. 3*51 (d) 

wi t h i n  J_0 f 101 'Tf,~ r 3 . tn mahir.g that ie termination the a c m m t t e e

nball considerf '\') p e r m a n e n c e  o f  th -e  o r e m i s e s  t o  b e  •■■*■*! r ” e d  b v  _h-:* c : : t e n «

sionj

( 1 ) 1n n d  u s e  p a t t e r n s  i n  t h e  a r e a  5

f ' l)  a c r o s s  f o r  t h e  ’ Iv»e t h a t  w o u l d  be i n s t i l . l e d  w i t h  l o a n

nrccecds t

(■4 ) i v n i  1 » b i1 i  *■? o r  oche r  u r . i l i t v  3e rv i .e e  i n  “ho i r e a ;  and

f. j )  c h s  f i n a n c i a l  [ YCOYO^TCl r e ; » s i M U o f  t h e  e r t o n s i o n  

o f  e l e c t r i c  s e r v i c e  w i t h  t h e  p r o c e e d s  o f  “ht* l o a n .

-3- r s s B  l o s ( T . i C )
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Original sponsors: Coghill and Faiks

IN THE SENATE BY THE RESOURCES C OMMITTEE

CS F O R  SENATE BILL NO. 205 (Resources)

IN THE LEGISL A T U R E  OF T H E  STATE O F  A L A S K A  

F I F T E E N T H  L E G I S L A T U R E  - FIRST  SESSION 

A  BILL

For an A c t  entitled: " An A c t  r e l ating to the Railbelt energy council; and

p r o v i d i n g  for an effective  date."

BE IT E N A CT ED  BY T H E  L E G I S L A T U R E  OF T H E  ST A TE  O F  ALASKA:

* Section 1. S e c t i o n  2(b), ch. 30, S L A  1986, is amended to read:

(b) M e m b e r s h i p  on the council consists of two members  appointed 

b y  the governor; two senators a p p o i n t e d  b y  the president of the 

senate; two m e m b e r s  of the bouse of r epresentati ves appointed b y  the 

speaker of the house; the executive director of the A l a s k a  Power 

Authority; and one rep res e n t a t i v e  from eac h of the seven Ra ilbelt 

u t i l i t i e s .

* Sec. 2. S e c t i o n  3, ch. 30, SLA 1986, is amende d to read:

Sec. 3. This A.ct is r e p e a l e d  J u n e  30, 1988 [19871 .

* Sec. 3. The R a i lbelt  e n e r g y  council, crea ted in sec. 2, ch. 30, SLA

1986, shall report to the legislature by Febru a r y  15, 19S8, on .the progress
:

made towards i m p l e m e n t i n g  the recomm e n d a t i o n s  contained in the council's

first report dated J a n u a r y  24, 1987.

* Sec. 4, This Act takes ef v*ct i m m e d i a t e l y  u n d e r  A.S 01 .10.0 7 0 ( c ) .

-1- CSSB 205(Res)



Alaska Pow sr Authority

RAILBELT INTERTIE BENEFITS

Quantified Not Quantified

• Economy Interchange

• Reserve Sharing

• System Efficiency

• Siting Flexibility for 
New Plants

System Reliability

Increased Utility Coordination

Distribution of Bradley Lake Benefits

Enhanced Competition Among 
Fuel Suppliers



BRADLEY LAKE vs. GAS TURBINE 
PROJECTED RATES
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BRADLEY LAKE PROJECT

TOTAL COST IF TERMINATED

Expenditures Through March 31,1987

Additional Expenditure Through 
May 1987

Contract Termination Costs

$ 52.4 million

5.0 million

4.4 million

Site Restoration Cost 8.0-33.0 million

TOTAL $ 69.8-94.8 million



RETORT OF THE 

RAILBELT ENERGY OOUNCIL 

TO THE

FIFTHTEENTH ALASKA STATE LEGISLATURE 

FIRST SESSION

January 24, 1987
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RAILBELT ENERGY OOUNCIL MEM3ERSHIP

LEG I SLAT IVE fvB,BERS

Senator Jan Faiks (Chairman, REC), Anchorage 

Senator Jack Coghi11, Nenana 

Representative Sam Cotten, Eagle River 

Representative Steve Frank, Fairbanks

GOVERNOR'S APPOINTEES

fvteno Frey, Executive President, Alaska State AFL&CIO 

Steven Lewis, President, PETRCSTAR

UTIL IT IES '  MEM3ERS

RON CARZINI, Ci ty (vfenager,
Seward E lec tr ic  System

VIRGIL GILLESPIE, General Manager, 
Fairbanks Manicipa I U t i l i t i e s  System

MIKE KELLY, General Manager,
Golden Val ley E lec tr ic  Association

RICK NEVYLA\D, General Manager,
Chugach E lectr ic  Association

JAMES PALIN, General Manager, 
Matanuska E lec tr ic  Association

TCM STAHR, General O nage r ,
Anchorage M jn ic ipa l L ight & Paver

KENT WICK, General Manager,
Homer E lectr ic  Association Uti I i t i e s  
(Vice-Chairman, REC)
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In 1986, the Alaska Legis lature created the R a i lbe lt  Energy Council 

(REC) and charged it  w ith  addressing f ive  areas of concern dea lin g  w ith  

the R a i lb e lt  energy needs (Ch 30, SLA 1986). The Council menbership 

consists of two meirbers appointed by the Governor; two senators appointed 

by the President o f the Senate; two meirbers o f the House of 

Representatives appointed by the Speaker of the House; and one 

representative from each of the seven interconnected R a i lb e lt  u t i l i t i e s .  

The Council was to report its  recommendations to the Leg is la ture  by 

February 15, 1987.

The Council addressed the organ izat iona l and f inanc ia l aspects as 

we ll as reviewed various a lte rna t ives  for meeting the future energy needs 

of the R a i lb e l t .  The Council was unable to conduct the review o f the 

a lte rn a t iv e s  in as great a d e ta i l  as o r ig i n a l ly  antic ipated because o f a 

freeze placed on the $2.5 m i l l i o n  appropr ia t ion  to the Alaska Power 

A jth o r it y  (APA) for that spec if ic  purpose. Despite these d i f f i c u l t i e s  

fu rthe r exacerbated by the dec l in in g  o i l  p r ices and state revenues, the 

Counci I has addressed the major issues and unanimously approved its  

f in d in gs  and reccmmendations. They are summarized below.

FINDINGS:

1. DECREASING OIL PRICES AND STATE REVENUES ARE CAUSING SIGNIFICANT 

CHANCES IN THE FORECASTED RAILBELT ENERGY REQUIREMENTS FCR THE NEXT 

SEVERAL YEARS. THE INPACT OF THESE DEVELOPMENT'S CN LCNG-TEFM GROWTH 

IS UNCLEAR.

EXECUTIVE SLMvftKY

-1-



c c
2. DUE ID  BLDCETARY LIMITATIONS, STATE PARTICIPATION IN FUTURE ENERGY 

PROJECTS WILL BEOCME MORE CONSTRAINED.

3 . INCREASING THE UTILIZATION AND EFF IC IBO  OF THE EXISTING RAILBELT 

GENERATION AND TRANSMISSION RESOURCES REPRESENTS THE BEST SOLUTION IN 

IRE NEAR TERM.

H. IMPROVING COOPERATION AND CXFDI NATION AMONG RAILBELT UTILITIES WILL 

INCREASE THE RELIABILITY AND COST EFFECTIVENESS OF THE REGION'S 

ELECTRIC SYSTEM.

5 . THE LEGISLATURE ESTABLISHED THE RAILBELT ENERGY FUND FOR THE SOLE 

PURPOSE OF FINANCING ENERGY PROJECTS IN THE RAILBELT REGION.

MAJOR REOCM.eDATICNS:

I .  CREATION OF A REGIONAL GENERATION AND TRANSMISSION TYPE UTILITY 

ORGANIZATION IS IN THE BEST INTEREST OF THE RAILBELT OCNSLMERS AND 

SHOULD OCNTINLIE TO BE SUPPORTED BY ALL CONCERNED.

2 . THE ALASKA POWER AUTHORITY SHOULD OCNTINUE TO PERFORM ITS RAILBELT 

FUNCTIONS UNTIL THE LEGISLATURE AND ADMINISTRATION COMPLETE THEIR 

REVIBV AND DETERMINE THE APA'S FUTURE ROLE AND STRUCTURE.

3 . THE COUNCIL REOOMvENDS THAT THE UTILITIES SHOULD HAVE REPRESENTATI ON 

ON THE ALASKA POWER AUTHORITY BOARD OF DIRECTORS.

4 . CONSTRUCTION OF THE BRADLEY LAKE HYDROELECTRIC FROJECT SHOULD 

CONTINUE IN AOOCRCANCE WITH A PLAN OF FINANCE AND POWER SALE 

ACREBBTTS PREVIOUSLY APPRO/ED OR AS MAY BE MCDIFIH) BETttEBJ APA AND 

THE RAILBELT UTILITIES. ALL RAILBELT UTILITIES SHOULD BE GIVEN AN 

OPPORTUNITY TO PARTICIPATE IN THE BRADLEY LAKE PROJECT.
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A PCRTICN OF THE RAILBELT ENERGY FUND SHOULD BE APPROFRiAiCJ FOR THE 

COMPLETION OF THE ANCHCRACE-KENAI PENINSULA AJO ANCBCRACE-FAIREANKS 

INTERTIES IN CONJUNCTION WITH THE COMPLETION OF THE BRADLEY LAKE 

PROJECT.

THE BURDEN OF PROOF FOR DBvCNSTRAT I NG A COMPELLING NEED FOR ANY 

ADDITIONAL ENERGY PROJECT BEYCND BRADLEY LAKE AND THE RAILBELT 

INTERTIES, FOR WHICH STATE FINANCIAL ASSISTANCE IS BEINO SOUGHT, IS  

ON THE PROJECT SPCNSCR(S) AND SHOULD INCLUDE A CREDIBLE PLAN OF 

FINANCE AS WELL AS PUBLIC POLICY CONSIDERATIONS JUSTIFYING THE STATE 

ASSISTANCE.

AN ENERGY PROJECT REVOLVING FIJND SHOULD BE ESTABLISHED, UTILIZING ANY 

MONIES REMAINING IN THE RAILBELT ENERGY FULD. A METHOD TO REPLENISH 

THE FUND SHOJLD BE DEVELOPED WITH AFFORDABILITY TO THE RATEPAYER AS 

THE KEY TO ANY SUCH REPAYMENT PLAN.
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INTRCDUCTICN

The R a i lb e lt  Energy Council was created by the Alaska Legislature 

(Chapter 30, SLA 1986) during the 1986 L e g is la t iv e  session. The Council 

was created in response to requests from the R a i lb e lt  u t i l i t i e s  and other 

in terested pa rt ies  concerned that w ith  the demise of the Susitna River 

Hydroe lectr ic  Project (Watana and Devil Canyon darns) e a r ly  in 1986, the 

Ra i I be I t ' s  energy needs would not be met. The terms of f inanc ing for the 

Sus itna project were found to be unacceptable due to i t s  large capital 

cost and decreasing State revenues, a lthough  the pro ject s t i l l  appears 

econom 'cally feas ib le  over the long run .

The demise o f the two-dam Susitna p ro jec t  le f t  the R a i lb e lt  Energy 

Program in question and w ith  the problem o f  how best to u t i l i z e  seme $280 

mi I l ion  designated as part of the s ta te 's  equ ity  in that p ro jec t .

/Another issue that had to be addressed dea lt  w ith  the perception 

th a t  the cooperation and coordination among the Alaska Power A jtho r ity  and 

the seven interconnected Ra ilbe lt u t i l i t i e s  was not as e ffec t ive  as deemed 

necessary for fo rm jlv t in g  the most e f f i c ie n t  so lut ions to R a i lb e lt  energy 

needs.

In general then, the Council was created to address the 

o rg a n iz a t io n a l ,  generation , transmission and f in anc ia l issues as they 

re la te d  to the R a i lb e lt  energy problems. The s ta tu to r i ly  spec if ied  issues 

are addressed la te r in th is  report. Pending c u ip le t io n  ot the Council's
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work, the Leg is la ture  placed a . I of the remaining Susitna Project funds 

into the R a i lb e lt  Energy Fund (REF) (Chapter 29 i 41, SLA 1986) w h i le  

re ta in in g  the soie author ity  for making appropriat ions from i t .  Further, 

as a way o f a ss is t in g  the Counc il , the Leg is la ture  appropriated $2.5 

mi 11 ion from REF to the APA for conduct ing a review and eva luat ion of 

R a i lb e lt  e le c t r ic  power a lte rna t ives  (Chapter 42, SLA 1986).

V\hi le the Council has addressed the f iv e  areas mandated by s ta tu te , 

the report is not as comprehensive as desired large ly  because o f two 

unplanned events. F i r s t ,  the previous Adm in istration froze most o f the 

$2.5 mi 1 l io n  appropr ia t ion  to the APA that was to be used to review and 

evaluate R a i lb e lt  e le c t r ic  power a lte rna t ives . Second, the dec l ine  of 

economic growth has s ubs tan t ia l ly  delayed the need for future generation 

faci I i  t i es in the RaiIbe 11.

Despite these obstac les , the Council has been able to forge u n i f ie d  

po s it io ns  on a nuTber o f major issues dea ling w ith  the R a i lb e lt  energy 

problems. The Council fee ls that inplementat i on of i ts  recommendations 

w i l l  go a long way toward assuring Ra ilbe lt consumers— who represent three 

fourths o f  the State 's population--of more r e l ia b le  and low cost 

e le c t r ic a l  energy. Further, u t i l i z a t io n  of the REF for energy pro jects  in 

the Ra i I be 11 w i l l  restore some o f  the regional equity o r i g i n a l l y  

envis ioned under the Energy Program for A laska.



The F ind ings and Recomrendat ions o f th is  report are keyed to the f ive  

spec if ic  report ing requirements of the statute (Ch. 30, Sec 2, SLA 1986}. 

Each o f the f ive  parts under Findings S ReconmenGotions is headed w ith  one 

o f the statute requirements, which is under l ined  for eas ier 

ident i f ic a t  ion.
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FINDINGS 6 REOCMeCATICNS

Recorrmend the best options for p lann ing , f in anc ing , constructing ,
and managing e le c t r ic  power f a c i l i t i e s  in the R a i lb e l t  arei~!

A. P lann ing . The Rai I be 11. Energy Counci I f inds that a we I I 

coordinated p lann ing  e f fo r t  among those responsib le for 

supplying the serv ice is absolutely essentia l to assure that 

the Rai Ih e lt  customers wi 11 have the most re I i a b le ,  

e f f ic ie n t  and economic e le c tr ic  supply system. While  there 

are many interested pa rt ies  that have much va luab le  input to 

o ffe r  to the p lann ing  process, THE FACT RBvVMNS THAT THE 

RESPONSIBILITY FOR SUCH PLANNING RBvVAINS WITH THE RAILBELT 

UTILITIES AND THE ALASKA PO.VER AUTHORITY. The Counci I 

shouid not be expected to become a substitute for such a 

p lann ing ent i ty.

THE OCUNCIL BELIEVES THERE MJST EXIST A FCRMAL CRCANIZATICN 

o f a l l  interconnected R a i lb e lt  u t i l i t i e s .  The creation  of 

such a reg iona l u t i l i t y  organization should continue to be 

supported by the responsib le agencies, the Leg is la tu re  and 

the Adm in is tra t ion  as being in the best in terest o f the 

RaiIbe 11 consumers.
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VShi Ie the Council recognizes that in the long-term the 

optimal so lution would be a reg ional generation and trans­

mission (Cc,T) u t i l i t y  o rgan iza t io n , it is a lso aware that 

technical and p o l i t i c a l  considerations may preclude such a 

so lut ion in the short-term Therefore, as an in ter im  

so lu t ion  the Council recommends that:

1. The Ra i I be 11 ut i I i t ies and APA work di I igent ly

toward es tab lish ing  a reg iona l organization as soon as

possib le .

2. Pending any change in i t s  role and/or structu re , 

the APA should continue to administer and perform it s  

ex is t ing  programs and functions re la t ive  to the Bradley 

Lake and the R a i lb e l t  in te r t ie s  projects.

3. "The APA Board o f D irectors be immediately

reorganized to include d irec t  u t i l i t y  representation .

The Council recommends that the ro le of APA be re-evaluated. 

Two issues that should be taken into consideration in th is  

review are the pending formation of a regional G&T u t i l i t y  

and a s ig n if ic a n t ly  sma lle r state budget. Such a review by 

the Legis lature and the Adm in istrat ion should begin during 

the 1987 session and provide for the R a i lbe lt  u t i l i t y  input.
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B. F inanc ing . The Council finds that i t  is  not appropriate to 

recomnend f inanc ing opt ions without f i r s t  having a spec if ic  

pro ject proposal. In general terms, the Council be lieves 

tha each pro ject w i l l  have seme unique aspect and the 

optimal f inanc ing plan wi11 have to be custom ta i lo red  a fte r  

spec if ic  economic f e a s ib i l i t y  and a l l  relevant f in anc ia l 

factors have been id e n t if ie d  and pub l ic  p o l ic y  aspects con­

s idered . The Council recognizes that new State cap ita l 

pro ject funds w i l l  most l ik e ly  remain scarce in the imme­

d ia te  future .

Therefore, THE COUNCIL REOCMBCS THAT THE LEGISLATURE 

CONSIDER THE FINANCING OPTIONS FOR EACH NBV PROJECT 

SEPARATELY AMD B^SURE OPTIMAL USE OF THE STATE AND PRIVATE 

EQUITY FUNDS.

Spec if ica l ly ,  THE COLMCIL RECCMvENDS THAT THE LEGISLATURE 

CONTINUE TO SUPPORT THE PREVIOUSLY APPROVED BRADLEY LAKE 

HYDROELECTRIC PROJECT NCVY UNDER OCNSTRJCTICN.

The Bradley project has already been deemed economically and 

environmentally feas ib le  and has received licens ing approval 

from the Federal Energy Regulatory Carmission. Construction 

was begun in  the summer of 1986. The State of Alaska has 

appropriated approximately $168 mi 11 ion for the pro ject , $50 

m i l l i o n  o f which was frozen a fte r the 1986 Leg is la t ive  

session.
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The R a i lbe lt  Energy Council unanimously supports t imely 

completion of the Bradley pro ject and supports f u l l  

add it iona l funding of $50 mi I I ion for a total appropr ia t ion  

of $218 mi 11 ion as p rev ious ly  approved by the Leg is la ture 

and which was in e ffect at the time of the s ign ing  of 

conditional power sales agreements. Changes to the ex is t in g  

plan of finance should be contemplated only a fte r  a carefu l 

evaluation o f the impact they would have on the ex is t in g  

power sale agreements, but w ith  the recognit ion that a l l  

seven interconnected R a i lb e l t  u t i l i t i e s  should have d irec t 

access to the Project through completion o f the 

Anchorage-Fairbanks and Anchorage-Kenai Peninsula in te r t ie s .

Further, THE COUNCIL REQQvfvB 'DS THAT A FORMCN OF THE 

RAI LBELT ENERGY FLNJ BE USED TO COMPLETE THE ANCHCFAGE TO 

FAIRBANKS AND ANCHORAGE TO KB^AI PENINSULA INTERTIFS. The 

Council f inds that the completion of these in te r t ie s  wi 11 

a llow  a l I  o f the Rai 1be 11 u t i I i t ie s  to more equa lly  share 

the benefits of the Bradley Lake project as w e ll as 

provide more r e l ia b le  and less costly e le c t r ic  service to 

a l l  consumers in the reg ion .

C. Constructing. The Counci I f inds that the owner or owners of 

a paver pro ject should re ta in  the re sp o n s ib i l i t y  and 

authority to decide how best to construct i t .  Uhless and 

u n t i l  its  ro le and/or structure are changed, the APA should
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re ta in  re s p o n s ib i l i t y  for the completion o f the Bradley Lake 

Project and the In te rt ies . The APA should c lose ly  

coordinate its  act iv i ties wi th the Rai I be 11 u t i l i t i e s .

I f  at some future date there should come into being a 

reg iona l u t i l i t y  o rgan izat ion , then any pro jects  constructed 

by i t  should be accomplished t o t a l ly  under that 

o rgan iz a t io n 's  contro l.

D. Kb nagi ng . The Council f inds that in general the

ut i I i  t ies are best qua Ii f ied  to operate and mainta in the 

power supply f a c i l i t i e s  and recommends that the APA p o l ic y  

o f  contracting out such operations to local u t i l i t i e s  be 

continued. The Council further recommends that management 

dec is ions , which are normally the prerogat ive of the owner 

and which could impact ratepayers, be c lose ly  coordinated 

among the owners, operators and users.

Ch the issue of d ive s t itu re , the Council f inds that the 

trans fe r o f the federal Eklutna Hydroe lectric pro ject to 

local u t i l i t y  or u t i l i t i e s  makes sense on ly i f  the purchase 

p r ice  and terms are favorable to consumers and other 

interested p a r t ie s . Accordingly , the Counci I recommends 

that the appropriate R a i lbe lt  u t i l i t i e s  continue to pursue 

the u iv e s t itu re  process u n t i l  the sale is  consumated or i t  

becomes c lear that the process w i l l  not be successful due to 

p o l i t i c a l  and other constra ints .



c c
2. Examine a l l  a I ternat ives and recommend the best method for 

meeting projected R a i lb e l t  energy demand!

As prev iously mentioned, the Council was unable to thoroughly

examine a wide spectrum o f energy a lte rnatives because funds for

energy a lte rna t ive  stud ies were frozen. In a d d it io n , the Council

finds that the dramatic dec l in e  in o i l  prices since the end of

the 1986 L e g is la t iv e  Session has had a profound e ffect on near-

term R a i lb e lt  energy forecasts . For the near fu tu re , th is  seems

to indicate that unless there is a s ig n if ic an t  upturn in  the

economy, there may not be a need for major new power p lan t

addit ions a fte r  the completion o f the Bradley Lake and In te rt ie s

projects and exc lud ing any ex is t in g  p lant replacements.

Given these circumstances, THE OOUNCIL FIICS THAT THE PRUDENT 

STRATEGY TO FOLLOW AT THIS TIKE IS TO INCREASE THE UTILIZATION 

AND OPERATIONAL EFFICIENCY OF THE EXISTING RAILBELT GENERATION 

AND TRANSMISSION FACILITIES AND THOSE UNDER CONSTRUCTION. 

S p e c if ic a l ly ,  th is  should include timely completion o f the 

Bradley Pro ject , constructing a new Anchorage-Kenai Peninsula 

in te r t ie ,  upgrading the Anchorage-Fairbanks in t e r t ie ,  

irrplementation o f  var ious  conservation measures and extending the 

l i f e  of e x is t in g  power p la n ts .

There are many bene f its  o f  an inproved transmission system. Some 

of these are not e a s i ly  q u a n t i f ia b le  into d o l la r s .  Exemples of 

such benefits include inproved r e l i a b i l i t y ,  decreased
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c c
stancby generation requirements, f l e x i b i l i t y  of buying from 

lowest cost generation source, the increased competition due to 

greater access to a Ite rna t ive  generation methods and f a c i l i t a t io n  

of general economic development requirements. THEREFORE, THE 

COUNCIL REOQVTvEMDS THAT THESE RJBLIC POLICT ISSUES BE OCNSIDGRK) 

AS AN IMPORTANT PART OF THE DECISION MAKING PROCESS IN ADDITION 

TO THE TRADITIONAL BENEFIT/005T ANALYSIS.

The Council f inds  that e le c t r ic i t y  has become a necessity and a 

p re requ is ite  to improving the q u a l i t y  of l i f e  for the rura l 

res idents . V\hi le the Counci I recognizes that extending the 

e le c t r ic a l  service to a_M ru ra l residents is ne ither p r a c t ic a l ,  

nor des ired by some c f them, i t  f inds that extension o f such 

services a long state routes and in te r t ie s ,  on a p r io r i t y  b a s is ,  

would be h ig h ly  des irab le . Accord ing ly , the Council be lieves 

that the Leg is la ture  and the Adm in istrat ion should adopt p o l ic ie s  

and appropr ia t ions designed to achieve that g o a l ,  thereby 

enhancing the economic development potentia l o f the rura l 

residents whi le concurrently in-proving the ir  q u a l i t y  o f l i f e .

Recommend a lte rna t iv e  f inanc ing p lans for ass is t ing  the p r iva te  
sector and p ub l ic  u t i l i t i e s  to meet the future energy needs o f 
the Ra i Ib e  11 area .

The Council has in th is  report made spec if ic  recorrmendations 

covering methods o f f inanc ing fo r Bradley Lake and the In te r t ie s .  

The Council recognizes that State revenues have severely dec lined  

and that no new generation , in a dd it io n  to the Bradley Lake and
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In te rt ie s  pro jects  may be needed in the near fu tu re . The Council 

gene ra l ly  supports construction of future power supply pro jects 

by the n u n ic ip a I i t ie s ,  u t i l i t i e s  or the p r iva te  sector.

The Council fu rther reccnrmends that the burden o f proof for 

making a conpe ll in g  case for State p a r t ic ip a t io n  in any pro ject 

rest w ith  the pro ject sponsor(s) to include demonstrating that 

p r iva te  f inanc ing is  not feas ib le  or a v a i la b le  and that pub l ic  

po l ic y  considerations warrant f in anc ia l assistance by the State.

THE CCUNCIL FINDS THAT THE LEGISLATURE ESTABLISHED THE RAILBELT 

ENERGY FUND FOR THE SOLE PURPOSE OF FINANCING ENERGY PROJECTS IN 

THE RAILBELT REGION. According ly ,  THE COUNCI L REOCMvENDS THAT A 

PLAN OF FINAJCh BE DEVEU^SJ TO ASSURE THAT THESE FUNDS ARE USED 

SOLELY FOR THEIR INTENDED PURPOSE AND THAT REPLENISFMENT OF THE 

FUNDS BE CONSIDERED A KEY ELEMENT IN ANY SUCH PLAN.

4. Determine whether a regional generation and transmission 

u t i l i t y  o rgan iza t ion  can operate to the best in terests of u t i l i t y  

consumers.

As a lluded  to under F ind ing 1A, the Council is  aware that 

previous studies have demonstrated that a reg iona l paver supply 

u t i l i t y  o rgan iza t ion  is in the best interest o f consumers.
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Current ly , work is being pursued by the R a i lbe lt  u t i l i t i e s  toward 

a regional generation and transmission u t i l i t y  o rgan iza t io n .

This includes a formal generation and transmission o rgan iza t ion  

study and a poss ib le  mod if ica t ion  o f the ex is t ing  Alaska E le c t r ic  

Generation & Transmission cooperative by-laws to accommodate 

further expansion.

The Council is convinced that a regional generation and trans­

mission u t i l i t y  o rgan izat ion  makes sense and that the goal is  

worthwhile pursuing despite potent ia l irrplementation problems. 

Pending a successful reso lu t ion  o f the issue, the Council recom­

mends that the APA become a formal member of any o rgan iza t io n  

designated to deal **:i th the R a i lb e lt  energy issues.

Cooperate w ith  the Alaska Power Authority to examine the fea- 

s ib i I i  ty and d e s i r a b i I i t y  o f energy pro jects .

The Council notes that APA and the u t i l i t i e s  are a lready cost 

sharing in the study' o f the .Anchorage-Kenai Peninsula In te r t ie  

f e a s ib i l i t y .  The Counci I f inds that freezing of the $2.5 m i l l i o n  

(except for the $150,000 for the Anchorage-Kenai Peninsula 

In te r t ie  f e a s ib i l i t y  study) designated for studying the R a i lb e l t  

e le c t r ic  power a lte rna t ives  l im ited  tine Council's a b i l i t y  to 

review and evaluate R a i lb e lt  e le c t r ic  power a lte rna t ives  such as 

coa l , gas , conservation, Devil Canyon, and other hydro generation  

opt ions.

- 1 5 -



f c

Should the Leg is la ture  des ire add it iona l ana lys is  to determine 

whether any o f the above options are d e s ira b le ,  the Council would 

recommend that a h ig h ly  q u a l i f ie d  team be assembled to prepare 

p lans o f finance to determine whether the projects are able to be 

financed before proceeding w ith  a f e a s ib i I i t y  ana lys is . The 

Council be l ieves  that th is  sequence would preclude needless 

expenditure o f funds on de ta iled  f e a s ib i l i t y  studies for pro jects 

which are not ab le  to be financeo desp ite being economically 

fe a s ib le .

tthi le the Counci I f inds that restructuring the APA Board of 

Directors is  the best so lu t ion  to assuring inproved cooperation 

and coord inat ion  between the R a i lb e lt  u t i l i t i e s  and the APA, 

should the Leg is la ture  des ire to extend the l i f e  of REC for any 

reason, then the APA should be made a fu l I member.
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HOUSE RESEARCH 
RAILBELT ENERGY ANALYSIS

I) Railbelt Energy Demand March 13, 1937

A) P r o j e c t e d  R a i l b e l t  E l e c t r i c a l  Demand
B) Demand fo r  Brad ley  Lake Power
C) E x i s t i n g  I n s t a l l e d  C apac i ty  and R et i rem en t  

Schedules  in  L igh t  of  C u r ren t  Revised Demand 
F o r e c a s t s .

I I )  Bradley Lake Project March 18, 1987

A) Examination of  0MB' s F e a s i b i l i t y  A na ly s i s
B) Economic F e a s i b i l i t y  Compared to  

Gas A l t e r n a t i v e

I I )  PURPA Generating Facilities A p r i l  9, 1987

A) R egu la to ry  background
B) Bradley  Lake P r o j e c t  F inanc ing  and Power 

S a le s  Agreements

Completion Date

IV) Additional Issues

A) Long-Term Gas A v a i l a b i l i t y  f o r  Power A p r i l  10, 1937
G enera t ion

B) Bradley Lake R e s t o r a t i o n  Requirements  by 
FERC

Transmission Lines May 1, 1987

A) Kenai-Anchorage T ransm iss ion  Line:
1) C ur ren t  and P r o j e c t e d  E l e c t r i c a l  Demand

in  Kenai and Anchorage
2) Power D isp lacement :  G e n e ra t in g  C apac i ty
3) E x i s t i n g  Line R e l i a b i l i t y  and U p g r a d a b i l i t y
4) N a tu ra l  Gas P r i c e  D i f f e r e n t i a l  Between Kenai

and Anchorage
5) Cost of  Four A l t e r n a t e  Routes



Completion Date

B) A nchorage-Fairbanks  I n t e r t i e  May 1. 1987
1) C ur ren t  and P r o j e c t e d  E l e c t r i c a l  Lj.munu in

Anchorage and F a i rbanks
2) C ur ren t  I n t e r t i e  I 'sage/Revenue Shar ing,  R e l i a b i l i t y
3) Impact of  Fuel Oil P r i c e s  on I n t e r t i e  Usage

C) R e v ie w 'C r i t iq u e  Alaska Power A u t h o r i t y  May 1. 1987
Transm iss ion  Lines Analyses

D) C o s t /B e n e f i t  Analyses  f o r  T ransm iss ion  May 1, 1907
Lines

1) Anchorage-Kenai
a) No change
b) Upgrade e x i s t i n g  l i n e
c)  New l i n e

2) Anchorage-Fairbank
1) No change
2) T o ta l  upgrade
3) Upgrade s e c t i o n s  over  t ime

VII )  Financing Mechanisms for Bradley Lake and .May 1, 1987
Transmission Lines

A) I d e n t i f y  E x i s t i n g  Funding Sources
1) R a i l b e l t  Energy Fund
2) Accrued I n t e r e s t
3) Remainder of  Brad ley A p p ro p r i a t i o n s
4) Bond Market

B) F inanc ing  S c e n a r io s
1) Examine v a r io u s  f i n a n c i n g  mechanisms

with  r e s p e c t  to S t a t e  c o n t r i b u t i o n ,  consumer 
r a t e s ,  and th e  long- te rm  i n t e g r i t y  of  a 
R a i l b e l t  Energy Fund

2) Brad ley  Lake P r o j e c t  Only
a) U t i l i t i e s  pay $175 m i l l i o n  bond. S t a t e  

pays remainder
b) S t a t e  c o n t r i b u t e s  l a r g e r  subs idy
c) Four-dam pool  loan concept

3) Brad ley Lake P lus  Kenai a n d /o r  F a i rbanks
I n t e r t i e (s )
a) Spend a l l  of  R a i l b e l t  Energy Fund

z) R a i l b e l t  Fund as a r e v o l v i n g  loan fund 
to  pay f o r  t r a n m is s io n  l i n e s  over time
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RAILBELT ENERGY PLAN

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 Railbelt Energy Fund was to reserve approximately $280 
m illion , prev ious ly 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, leg is la­
tors and administration officials made one th ing very clear to the seven elec­
tric utilities in the reg ion : 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 f irs t time ever , all seven Railbelt util it ies , which together serve more 
than three quarters of the State's population, have agreed on a Railbelt ener­
gy  development p lan . 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 n  its 
January 24, 1987, report to the Legislature. Moreover, the plan has been
endorsed by a broad Railbelt coalition that includes business, labor and gov­
ernment leaders. Many local governments and chambers of commerce th rough­
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 Un i­
fied Fairbanks organizations. Labor supporters include the Alaska AFL-CIO 
and its 48 unions and affil iates, inc lud ing 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 
.nd the intertie system one of its highest legislative priorit ies .



Railbelt Energy Plan -2- April 8, 1987

The Bradley Lake Project is a 90-megawatt hydroelectric fac ility under con­
struction near Homer. It is scheduled for completion in 1990, and is designed 
to accommodate future enlargement to 135 megawatts. The Railbelt transm is­
sion system has two components: Upgrade of the ex isting 138-kilovolt
Anchorage-Fairbanks transmission line to 345 kilovolts , and construction of a 
230-kilovolt circuit from Anchorage to the lower Kenai Peninsula.

Bradley Lake was o r ig ina l ly  estimated to cost $408 m illion , inc lud ing f inanc­
ing . That f igu re  is now down to $350 m illion , and may drop even more g iven 
the s lugg ish economy and lower than expected inflation growth . The interties 
are estimated to cost $200 million . That f ig u re , too, could d rop .

THE PROJECTS

BENEFITS

Separate studies by the Division of Policy in the Governor's Office, the House 
Research Agency and the Alaska Power Authority all show positive benefits 
for Bradley Lake and the interties, even when considered on the ir own.

A February 25, 1987, analysis by the Division of Policy and a March 18, 
1987, analysis by the House Research Agency both estimate savings of ap­
proximately $85 million for Bradley Lake over the natural gas-fired generation 
a lternative. Even under a much more conservative and un like ly  scenario 
where the gas alternative would be delayed from the early 1990s to 1998, the 
House Research Agency analysis still projects savings of $36 million for 
Bradley Lake.

A March 1987 economic analysis prepared by a private consultant for the APA 
shows total quantifiable benefits of $423 million for the Anchorage-Fairbanks 
and Anchorage-Kenai Peninsula interties combined. This does not count o th­
er , less quantifiable benefits such as increased power system re liab il ity  and 
the facilitation of economic development.

Although the utilities believe the benefits cited in the above studies are u n ­
derstated, and that savings may be even h ighe r , all the work to date agrees 
that Bradley Lake and the interties have a positive value as independent 
projects. When considered together, the benefits are even greater . Among 
the benefits of the combined Bradley Lake-intertie plan are these:

-- Long-term electric rates will be lower than otherwise for the majority 
of consumers in the State.

-- Regional power re liab il ity  will be s ign if icantly  improved.

-- Generation resources, inc lud ing future  development, w ill be more 
d ivers if ied .

-- Economic development opportunities , inc lud ing jobs, will be 
substantia lly enhanced.
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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 supp ly  of low-cost power, to be shared throughout the Railbelt u t i­
liz ing the proposed intertie system. Because of h igher capital costs, hydro­
electric power is in it ia l ly  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 w ithin the f irst f ive 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 ex isting gas-fired generation units will be wearing 
out in the early and mid-1990s.

The current p lan , agreed to by all seven Railbelt util it ies, 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 
prev iously agreed-^o state equity share of $218 million. Should the cost of 
Bradley drop fu rthe r , as many expect it w : l l ,  the State's contribution would 
be reduced proport ionate ly .

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 prev iously approved from the general fund but later rescind­
ed. With the $118 m illion , the $50 million will b r in g  the State's Bradiey Lake 
contribution to $168 million , or w ithin $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 fac il i­
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 pre lim inary engineering feasib ility study on the 
southern intertie , with the final report due in the very  near future . An en­
g ineering feasib ility study on the northern intertie is in progress , with a f i ­
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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The Railbelt intertie system has a number of benefits , some quantifiab le and 
some not easily quantif iab le but nonetheless important. Here are some of 
them, as listed in the economic analysis :

Economy power interchanges -- The interties w ill permit the displacement 
of higher-cost generation in one area of the Railbelt with the lowest-cost 
generation from any other area. This will produce substantial savings 
for consumers.

Sharing of generation reserves -- The interties w ill allow one or more 
utilities to forego bu i ld in g  or maintaining the amount of reserve genera­
tion capacity that would otherwise be necessary. Instead, those utilities 
could rely on reserves available elsewhere in the interconnected system.
Siting f lex ib i l ity  fo r new generation plants -- The interties w ill provide 

much greater f lex ib i l ity  in s iting new generation plants w ithin the 
Railbelt wherever the costs of operation -- inc lud ing , importantly , fuel 
costs -- are the lowest.

Improved system re liab il ity  -- The interties will greatly  imorove electric 
system re liab il ity  throughout the Railbelt. For the f irst time, every 
Railbelt util ity  will have access to enough power from other systems to 
cope with any emergency or maintenance requirement. This will trans­
late into fewer and br ie fe r outages.

Increased system efficiency -- Transmission losses of electric energy are 
reduced in h igher voltage c ircuits , such as the interties. It is estimated 
that line losses between Anchorage and the lower Kenai Peninsula will be 
reduced by 80 percent, while losses between Anchorage and Fairbanks 
will be reduced by 60 percent. Transmission loss reductions of this 
magnitude will result in many thousands of dollars in savings .

Increased ut il ity  coordination -- By v irtue of its existence, a strong re­
gional transmission g r id  will foster improved coordination and cooperation 
among Railbelt util it ies. This will lead to increased participation in f u ­
ture generation and other power projects, with attendant sharing of 
costs and sav ings .

Distribution of Bradley Lake benefits -- The interties will enable all sev­
en Railbelt utilities to d irectly participate in the Bradley Lake project, 
thereby spreading the costs and the benefits over a much w ider base. 
With the limited ex isting transmission facilit ies, on ly  Homer Electric Asso­
ciation and Chugach Electric Association could d irectly  access Bradley 
Lake power.

Enhanced competition among fuel supp liers -- A major benefit of the 
interties is that they will improve access by all seven Railbelt utilities to 
a variety of generation fuel sources throughout the region . For exam­
ple, power generation using cheaper wellhead natural gas on the Kenai 
Peninsula is presently constrained by a limitation in transmission capaci­
ty . With the interties, each util ity  w ill have a breeder rnnqe of energy 
supply alternatives, and the utilities' ba rga in ing  positions with respect 
to potential fuel suppliers will be strengthened.
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Another very important general benefit of the interties is that they will fac il i­
tate economic development and commerce, the results of which will be felt 
even beyond the Railbe lt . In this respect, the interties are analogous to a 
h ighway , whose contribution to economic development and commerce is easily 
understood yet d iff icu lt  to model. Where a highway carries motor vehicles, 
the interties will c a rry  an equally essential commodity -- electric energy . 
Like good roads, a good electric transmission system is essential to a region's 
development.

SUMMARY

The p ogram to complete the Bradley Lake project and the Railbelt interties is 
sound. The projects will benefit the majority of Alaska's consumers, and 
there is unprecedented support from a broad spectrum of interests, inc luding 
every electric util ity 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 w ill pay long-term d iv idends . The Ra i I belt's power supply 
netv/ork will be strengthened in a number of ways, inc lud ing re liab il ity  and 
lower-cost generation in the fu tu re . The regional and statewide economies -- 
inc luding the job sector -- will be stimulated dur ing  construction and for 
many years to come.

While there inevitably is disagreement over how best co use pub lic  funds , es­
pecially du r ing  times when revenues are less p lentifu l , there is a demonstra­
ble need for the Bradley Lake project and the intertie system. This program 
fu lf i l ls  a high public purpose .

: rbprog
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Coal Fired Generation —  28.6 mW —  Fairbanks Municipal Utilities System —  Fairbanks
3. Oil F i'f'd  Generation —  51 mW —  Golden Valley Electric Association —  Fairbanks
4. Coai Fired Generation —  25 mW —  Golden Va'iey Electric Association —  Healy
5. Hydroelectric Generation —  30 mW —  Alaska Power Administration (Federal) —  Eklutna
6. Natural Gas Generation —  330 mW —  Anchorage Municipal Light & Power —  Anchorage
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MEMORANDUM

TO:

FROM:

DATE:

RE:

Representative S. Cotten 
Capitol, Rm. 110

Kurt S. D z i n i c h J ^ Q  

Senior Advisor ^

March 3, 1987

''APUC vs AP/ 

Request #8;
J ur i sd ict io na l Dispute 
-002503

In response to your request, I am providing you with a brief summary of the 

APA vs APUC dispute which resulted from the APUC legislation passed in 1986 i.e. 

AS 42.05.431(b). The dispute is whether APUC has the authority to review and 

approve wholesale power sale agreements or contracts between APA and a public 
utility.

Prior to 1986, the APUC did not have authority to review wholesale power 

sale agreements between APA and a public utility as defined in AS 42.05.720.
With the passage of AS 42.05.431(b) in 1986, and according to the AG, the APUC 

now has that authority. I have attached copies of pertinent documentation for 
your  information.

My research indicates that the cor'roversial section was a result of a 

compromise between the APUC and the utilities and that the result was exactly 

opposite of what the utilities had intended, i.e. less power and authority for 

the APUC. The statute as it exists now could be very detrimental not only to 

the Bradley project power sale agreements, but to earlier power sale agreements 

between APA and the four-dam pool participants. Specifically, the statute will 

make it more difficult to obtain revenue bond financing because bond buyers are 

now faced with the prospect that APUC could require renegotiation of the terms 

at some uncertain, future date.

I believe that tie only way out of this self-inflicted dilemma is through 

corrective legislation. Please let me know if there are further questions.

KSD:jts

Attachments
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H o n o r a b l e  G r a c e  S c h a i b l e  
A t t o r n e y  G e n e r a l  
S t a t e  of A l a s k a  
B o x  K
J u n e a u ,  A l a s k a  99811

D e a r  M a d a m e  A t t o r n e y  G e n e r a l :

T h i s  l e t t e r  is to r e q u e s t  a F o r m a l  O p i n i o n  on the i s s u e  of 
w h e t h e r  or not a w h o l e s a l e  pov/er c o n t r a c t  b e t w e e n  t h e  A l a s k a  
P o w e r  A u t h o r i t y  (APA) a n d  a r e g u l a t e d  p u b l i c  u t i l i t y  is s u b j e c t  
t o  t h e  a p p r o v a l  of the A l a s k a  P u b l i c  u t i l i t i e s  C o m m i s s i o n  
( C o m m i s s i o n ) . A l t h o u g h  p r i o r  to 1 9 8 6  it m a y  h a v e  b e e n  c l e a r  t h a t  
t h e  C o m m i s s i o n  had no a u t h o r i t y  t o  a p p r o v e  such a c o n t r a c t ,  it 
a p p e a r s  t h a t  this m a y  h a v e  c h a n g e d  w i t h  t h e  p a s s a g e  of AS 
4 2 . 0 5 . 4 3 1 ( b )  in 1986.

T h i s  i s s u e  has been p r e s e n t e d  to t h e  C o m m i s s i o n  in t h e  c o n t e x t  of 
a c a s e  i n v o l v i n g  an i n d e p e n d e n t  p o w e r  p r o d u c e r  who w i s h e s  t o  sell 
pov/er t o  t h e  M u n i c i p a l i t y  of A n c h o r a g e  d / b / a  M u n i c i p a l  L i g h t  and 
P o w e r  D e p a r t m e n t  (ML&P) p u r s u a n t  to t h e  P u b l i c  U t i l i t y  R e g u l a t o r y  
P o l i c i e s  A c t  of 1978 and w h o  h a s  r e q u e s t e d  the C o m m i s s i o n  to 
p r o h i b i t  M L & P  from e n t e r i n g  a c o n t r a c t  for the p u r c h a s e  of pov/er 
f r o m  t h e  B r a d l e y  Lake H y d r o e l e c t r i c  P r o j e c t .  A copy of o u r  
p r e l i m i n a r y  d e c i s i o n  in t h a t  m a t t e r  is e n c l o s e d .  If y o u  n e e d  any 
f u r t h e r  i n f o r m a t i o n  on t h e  s u b j e c t ,  p l e a s e  c o n t a c t  J a m e s  J a c k s o n ,  
H e a r i n g  Of f i c e r ,  in t h i s  o f f i c e .

I w o u l d  r e s p e c t f u l l y  r e q u e s t  t h a t  p r i m a r y  r e s p o n s i b i l i t y  for the 
d r a f t i n g  of the O p i n i o n  on t h i s  i s s u e  n o t  be  a s s i g n e d  to a n y  of 
t h e  A s s i s t a n t  A t t o r n e y s  G e n e r a l  a s s i g n e d  to  e i t h e r  t h e  A P A  or the 
C o m m i s s i o n .  In that w a y  t h e  O p i n i o n  c a n n o t  be q u e s t i o n e d  b a s e d  
on  any a l l e g e d  bias of t h e  a u t hor.

I a p p r e c i a t e  y o u r  a s s i s t a n c e  in t h i s  m a t t e r .

C h a i r m a n

a p p e n d i x  A 

(U-86-96C3)



MEMORANDUM State of Alaska
ro M a r v i n  R. W e a t h e r l y ,  C h a i r m a n  DAT- F e b r u a r y  18, 1987

A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  
420 "L" S t r e e t  /100 f'̂eno 6 6 3 - 8 7 - 0 3 6 5
A n c h o r a g e ,  A l a s k a  99501

t e l e p h o n e n o :  ( 9 0 7 ) 4 6 5 - 3 6 0 0

t h r u  s u b j e c t  P o w e r  p u r c h a s e  c o n­
tract  b e t w e e n  A l a s k a  
P o w e r  A u t h o r i t y  and 
M u n i c i p a l  L i g h t  &
P o w e r

f r o m  G r a c e  Be r g  S c h a i b l e  
A t t o r n e y  G e n e r a l

By; t i/ A 'k n J r

R i c h a r d  D. M o n k m a n  
A s s i s t a n t  A t t o r n e y  G e n e r a l

Y o u  h a v e  a s k e d  for our o p i n i o n  on w h e t h e r  a p o w e r
p u r c h a s e  c o n t r a c t  b e t w e e n  the A l a s k a  P o w e r  A u t h o r i t y  ( A uthority) 
a n d  M u n i c i p a l  L i g h t  & P o w e r  (ML&P) is s u b j e c t  to a p p r o v a l  b y  the 
A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  ( C o m m i s s i o n )  u n d e r
A.S 4 2 . 0 5 . 4 3 1 ( b ) .  In brief, o u r  r e v i e w  i n d i c a t e s  that the
a n a l y s i s  in the C o m m i s s i o n ' s  O r d e r  No. 3 in C a s e  U - 8 6 - 9 6  is
c o rrect, a n d  that this c o n t r a c t  is s u b j e c t  to r e v i e w  b y  the 
C o m m i s s i o n  u n d e r  A S  4 2 . 0 5 . 4 3 1 ( b ) .

First, it a p p e a r s  u n d i s p u t e d  that the A u t h o r i t y  is a 
" p u b l i c  u t i l i t y "  as that te r m  is d e f i n e d  in AS 4 2 . 0 5 . 7 2 0 ( 4 ) ( A ) . 
T h e  A u t h o r i t y  is a p u b l i c  c o r p o r a t i o n  e m p o w e r e d  to o p e r a t e  and 
m a i n t a i n  p o w e r  p r o j e c t s  and "to e nter into c o n t r a c t s  w i t h  any 
p e r s o n  . . . for the p u r c h a s e ,  sale, e x c h a n g e ,  t r a n s m i s s i o n ,  or
use of p o w e r  fr o m  a p r o j e c t ! . ] "  AS 4 4 . 8 3 . 0 2 0 ;  AS 4 4 . 8 3 . 0 8 0 ( 5 ) ,  
(11). T h i s  fits s q u a r e l y  w i t h i n  the d e f i n i t i o n  of a p u b l i c  
u t i l i t y :  a c o r p o r a t i o n  ( i n c l u d i n g  a p u b l i c  c o r p o r a t i o n )  " t h a t
owns, o p e r a t e s ,  m a n a g e s  or c o n t r o l s  any plant, p i p e l i n e  or s y s t e m  
for . . . f u r n i s h i n g ,  b y  g e n e r a t i o n ,  t r a n s m i s s i o n  or
d i s t r i b u t i o n ,  e l e c t r i c a l  s e r v i c e  to the p u b l i c  for 
c o m p e n s a t i o n ! . ] "  AS 4 2 . 0 5 . 7 2 0 ( 4 ) ( A ) . 1J

T h e  A u t h o r i t y  is an u n r e g u l a t e d  p u b l i c  u t i l i t y ,  e x e m p t  
f r o m  the C o m m i s s i o n ' s  j u r i s d i c t i o n  by o p e r a t i o n  of

1/ The " p u b l i c "  is d e f i n e d  in AS 4 2 . 0 5 . 7 2 0 ( 3 ) ( B ) as i n c l u d i n g  
" a n y  u t i l i t y "  w h i c h  r e s e l l s  p o w e r  to a g r o u p  of 10 or m o r e  
c o n s u m e r s ,  a d e f i n i t i o n  w h i c h  w o u l d  include A n c h o r a g e ' s  M u n i c i p a l  
L i g h t  & Power.



M a r v i n  R. W e a t h e r l y ,  C h a i r m a n  F e b r u a r y  18, 1987
P o w e r  P u r c h a s e  C o n t r a c t  B e t w e e n  A l a s k a  P ower Pa g e  2

A u t h o r i t y  and M u n i c i p a l  L i g h t  & P ower 
Our File: 6 6 3 - 8 7 - 0 3 6 5

AS 4 4 . 8 3 . 0 9 0 ( b ) .  The e x e m p t i o n  was a p p a r e n t l y  i n t e n d e d  to
e n h a n c e  the a b i l i t y  of the A u t h o r i t y  to o b t a i n  b o n d  f i n a n c i n g  for
its projects. See 1984 M e m o r a n d u m  to L a r r y  C r a w f o r d  (July 31; C. 
Jones, AAG) ("APUC j u r i s d i c t i o n  ov e r  A P A  p o w e r  sales
a g r e e m e n t s " ) ,  attac h e d ,  and l e g i s l a t i v e  h i s t o r y  c i t e d  therein.

How e v e r ,  w h i l e  the A u t h o r i t y  is e x e m p t  f r o m  C o m m i s s i o n  
j u r i s d i c t i o n  b y  - AS 4 4 . 8 3 . 0 9 0 ( b ) ,  M L & P  is not. M L & P  is a
r e g u l a t e d  p u b l i c  u t i l i t y  a n d  is s u b j e c t  to the C o m m i s s i o n ' s
j u r i s d i c t i o n .  T h e  e x e m p t i o n  p r o v i d e d  to the A u t h o r i t y  by
AS 4 4 . 8 3 . 0 9 0 ( b )  s p e c i f i c a l l y  s t a t e s  that:

N o t h i n g  in AS 4 4 . 8 3 . 1 0 1  -- 4 4 . 8 3 . 4 2 5  [the A l a s k a  
P o w e r  A u t h o r i t y  sta t u t e s ] .  . . d i m i n i s h e s  or
o t h e r w i s e  a l t e r s  the j u r i s d i c t i o n  of the A l a s k a  
P u b l i c  U t i l i t i e s  C o m m i s s i o n  w i t h  r e s p e c t  to any 
p u b l i c  uti l i t y ,  i n c l u d i n g  any r i g h t  the c o m m i s s i o n  
m a y  h a v e  to r e v i e w  a n d  a p p r o v e  or d i s a p p r o v e  
c o n t r a c t s  for the p u r c h a s e  of e l e c t r i c i t y  b y  a 
p u b l i c  u t i l i t y .

A S  44.8 3 . 0 9 0 ( b )  (emphasis supplied).

T h e  q u e s t i o n  posed, t h e r e f o r e ,  is w h e t h e r  the
C o m m i s s i o n  has " a n y  r i g h t  . . .  to r e v i e w  a n d  a p p r o v e  or 
d i s a p p r o v e  c o n t r a c t s  for the p u r c h a s e  of e l e c t r i c i t y "  b y  ML&P, 
i n c l u d i n g  the c o n t r a c t  at issue.

O u r  1984 m e m o r a n d u m  c o n c l u d e d  th a t  the C o m m i s s i o n  did 
n o t  h a v e  a u t h o r i t y  at that time to review, a p prove, or d i s a p p r o v e  
e l e c t r i c  p o w e r  p u r c h a s e  c o n t r a c t s  by a p u b l i c  u t i l i t y .  1984
M e m o r a n d u m ,  s u pra ( a t t a c h e d ) . 2/ S i nce the C o m m i s s i o n  did n o t
h a v e  "any r i g h t  7 . . to a p p r o v e  or d i s a p p r o v e  c o n t r a c t s  for the
p u r c h a s e  of e l e c t r i c i t y "  by a p u b l i c  u t i l i t y ,  e l e c t r i c  p o w e r
p u r c h a s e  c o n t r a c t s  b e t w e e n  r e g u l a t e d  p u b l i c  u t i l i t i e s  and the 
A u t h o r i t y  w e r e  not s u b j e c t  to the C o m m i s s i o n ' s  r e v iew.

How e v e r ,  as y o u  note, the l e g i s l a t u r e  has s i n c e  p a s s e d
AS 4 2 . 0 5 . 4 3 1 ( b ) ,  sec. 5, ch. 104, S L A  1986. T h i s  s e c t i o n  states

2/ "(Wje can find no a u t h o r i t y  in AS 4 2 . 0 5  w h i c h  w o u l d  p e r m i t  
tine C o m m i s s i o n  to r e v i e w  these w h o l e s a l e  p u r c h a s e  a g r e e m e n t s  f r o m  
the p o i n t  of v i e w  of the u t i l i t y  as a p u r c h a s e r " (emph a s i s  in 
o r i g i n a l ) .
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that a " w h o l e s a l e  p o w e r  a g r e e m e n t  b e t w e e n  p u b l i c  u t i l i t i e s  is 
s u b j e c t  to a d v a n c e  a p p r o v a l  of the C o m m i s s i o n .  T h e  n e w  s t a t u t e  
g i v e s  the C o m m i s s i o n  the " r i g h t "  to r e v i e w  e l e c t r i c  p o w e r  
p u r c h a s e  c o n t r a c t s  by r e g u l a t e d  p u b l i c  u t i l i t i e s  w h i c h  was
l a c k i n g  at the time of our 1984 o p inion.

T h e  p r i m a r y  g u i d e  in s t a t u t o r y  i n t e r p r e t a t i o n  is "the 
l a n g u a g e  used, c o n s t r u e d  in l i g h t  of the p u r p o s e  of the
e n a c t m e n t . "  C o m m e r c i a l  F i s h e r i e s  E n t r y  C o m m i s s i o n  v. A p o k e d a k , 
680 P . 2d 486, 4 8 9 - 9 0  ( A l a s k a  1984) . T h e  p r o p o s e d  p o w e r  p u r c h a s e  
c o n t r a c t  is "f o r  the p u r c h a s e  of e l e c t r i c i t y  b y  a p u b l i c
u t i l i t y . "  AS 4 4 . 8 3 . 0 9 0 ( b ) .  It is a c o n t r a c t  b e t w e e n  " p u b l i c  
u t i l i t i e s , "  and all s u c h  c o n t r a c t s  are " s u b j e c t  to a d v a n c e  
a p p r o v a l  of the c o m m i s s i o n . "  AS 4 2 . 0 5 . 4 3 1 ( b ) .  T h e  p l a i n  w o r d s  
of t h ese s t a t u t e s  i n d i c a t e  that the p r o p o s e d  a g r e e m e n t  w o u l d  be 
s u b j e c t  to r e v i e w  a n d  p r i o r  a p p r o v a l  b y  the C o m m i s s i o n .

The " p u r p o s e  of the e n a c t m e n t "  in this i n s t a n c e  does 
n o t  c o n f l i c t  w i t h  the p l a i n  langu a g e .  T h e  196C e n a c t m e n t  of 
AS  4 2 . 0 5 . 4 3 1 ( b )  w a s  in H o u s e  B i l l  314, w h i c h  b e g a n  as a s h o r t  
" s u n s e t "  r e - a u t h o r i z a t i o n  b i l l  for the C o m m i s s i o n .  HB 314 g r e w  
into a c o mplex, lengthy, and c o n t r o v e r s i a l  p a c k a g e  o f  a m e n d m e n t s  
to the C o m m i s s i o n  s tatute, s e e , e . g ., 1986 H o u s e  J. 3 181-90,
3 1 9 7 - 2 0 9 ,  but w a s  d r a s t i c a l l y  s h o r t e n e d  a g a i n  b e f o r e  final 
p a s s a g e .  C o m p a r e  HB  314 w i t h  C S H B  314(Fin) and SCS HB 314(F i n ) .  
AS 4 2 . 0 5 . 4 3 1 (d ) i u r f a c e d  w i t h o u t  c o m m e n t  in the H o u s e  F i n a n c e  
C o m m i t t e e  v e r s i o n  o f  the bill, and r e m a i n e d  u n c h a n g e d  in all 
m a t e r i a l  r e s p e c t s  f r o m  the da t e  o f  its i n t r o d u c t i o n  u n t i l  f i nal 
p a s s a g e .

T h e  o n l y  c o m m e n t  we  h a v e  f ound o n  the p u r p o s e  of this 
s e c t i o n  is in a l e t t e r  f r o m  A t t o r n e y  G e n e r a l  B r o w n  to G o v e r n o r  
S h e f f i e l d ,  r e v i e w i n g  HB 314 a f t e r  it w a s  p a s s e d  b y  the 
l e g i s l a t u r e .  T h e  le t t e r  states, "The c o m m i s s i o n ' s  a u t h o r i t y  to 
a p p r o v e  w h o l e s a l e  p o w e r  a g r e e m e n t s  w o u l d  be m a d e  e x p l i c i t "  by 
AS 4 2 . 0 5 . 4 3 1 ( b ) .  L e t t e r ,  J u n e  4, 1986, A.G. F i l e  No.
8 8 3 - 8 6 - 0 1 3 5 .  T h i s  is in a c c o r d  w i t h  our c o n c l u s i o n  that the 
p l a i n  m e a n i n g  of the s t a t u t e  g i v e s  the C o m m i s s i o n  a u t h o r i t y  to 
r e v i e w  the c o n t r a c t  at issue.

W e  n o t e  a l s o  th a t  the p o w e r s  of the C o m m i s s i o n  are to 
be " l i b e r a l l y  c o n s t r u e d . "  AS  4 2 . 0 5 . 1 4 1 .  R e v i e w  of a t e n - y e a r  
e l e c t r i c  p o w e r  p u r c h a s e  c o n t r a c t  b y  a r e g u l a t e d  p u b l i c  u t i l i t y  
a p p e a r s  to be w i t h i n  the a u t h o r i t y  of the C o m m i s s i o n  u n d e r  
AS 4 2 . 0 5 . 4 3 1 ( b ) .  T h e r e f o r e ,  w e  c o n c l u d e  that the C o m m i s s i o n  does 
h a v e  the a u t h o r i t y  to r e v i e w  this contr a c t .



M a r v i n  R. W e a t h e r l y ,  C h a i r m a n  F e b r u a r y  18, 1987
P o w e r  P u r c h a s e  C o n t r a c t  B e t w e e n  A l a s k a  P o w e r  Page A

A u t h o r i t y  and M u n i c i p a l  L i g h t  & Power 
Ou r  File: 6 6 3 - 8 7 - 0 3 6 5

We  are i n f o r m e d  by the A u t h o r i t y  that C o m m i s s i o n  r e v i e w  
of its c o n t r a c t  w i t h  M L & P  w i l l  a d v e r s e l y  a f f e c t  the A u t h o r i t y ' s  
a b i l i t y  to o b t a i n  b o n d  f i n a n c i n g  for the B r a d l e y  L a k e  
h y d r o e l e c t r i c  d a m  p r o j e c t  in a t i m e l y  m a n n e r .  We  s u g gest that 
the C o m m i s s i o n  p r o m p t l y  c o n t a c t  the A u t h o r i t y  and d i s cuss 
p o s s i b l e  l e g i s l a t i v e  a c t i o n  w h i c h  w o u l d  r e s o l v e  the s i t u a t i o n  in 
the b e s t  i n t e r e s t s  of the public.

R D M : n b

a t t a c h m e n t

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



M P M O Q A  M H I  I M
i v  I L _  i V I V- /  i I r~\ M U U I V I

Q  + o f  r\V -/ L d  I C 7
f \ -f A I n  o  1/ n  
w i  m a o r x a

TO

FROM

L a r r y  C r a w f o r d  
E x e c u t i v e  D i r e c t o r  
A l a s k a  P o w e r  A u t h o r i t y

No r m a n  C. G o r s u c h  
A t t o r n e y  General 
By:

DATE 

FILE NO 

TELEPHONE NO 

SUBJECT

J u l y  31, 198A

166-568-84

276-3550

A P U C  j u r i s d i c t i o n  
o v e r  A P A  p o w e r  sales 
a g r e e m e n t s

A s s i s t a n t  VActorney G e n e r a l

Y o u  have a s k e d  w h a t  j u r i s d i c t i o n ,  if any, the A l a s k a  
P u b l i c  U t i l i t y  C o m m i s s i o n  (APUC) has to r e v i e w  and a p p r o v e  an 
a g r e e m e n t  in w h i c h  a local u t i l i t y  r e g u l a t e d  by the A P U C  
c o n t r a c t s  to b u y  p o w e r  f r o m  the A l a s k a  P o w e r  A u t h o r i t y  ( A P A ) . As 
w e  u n d e r s t a n d  the facts, the A P A  a n t i c i p a t e s  s e l l i n g  a n d  five 
local u t i l i t i e s  intend to b u y  h y d r o e l e c t r i c  p o w e r  g e n e r a t e d  by 
the " F o u r  D a m  Pool." One of the r e g u l a t e d  u t i l i t i e s  has
q u e s t i o n e d  w h e t h e r  the A P U C  has j u r i s d i c t i o n  to a p p r o v e  a
w h o l e s a l e  a g r e e m e n t  for h y d r o e l e c t r i c  p o w e r  a n d  the r a tes c h a r g e d  
u n d e r  the agreement. W e  c o n c l u d e  that the A P U C  has s t a t u t o r y  
j u r i s d i c t i o n  to e x a mine the terms o f  a l o c a l  u t i l i t y ' s  w h o l e s a l e  
p o w e r  a g r e e m e n t  w i t h  the A P A  o n l y  if the A P U C  has r e a s o n  to
i n v e s t i g a t e ,  as set out in AS 42.05 . 5 1 ]  the local u t i l i t y ' s  
m a n a g e m e n t  p r a c t i c e s  i n v o l v e d  in e n t e r i n g  the w h o l e s a l e
a g r e e m e n t .  T h e  A P U C  does not h a v e  a u t h o r i t y  to r e v i e w  r a t e s  or 
p r a c t i c e s  of the APA, a n d  d o e s  not, in o r d i n a r y  c i r c u m s t a n c e s , ,  
a p p r o v e  a u t i l i t y ' s  w h o l e s a l e  p o w e r  p u r c h a s e  agreements'7;

(Then the l e g i s l a t u r e  f i r s t  c r e a t e d  the A l a s k a  P o w e r  
A u t h o r i t y ,  it p r o v i d e d  that any c o n t r a c t s  to sell p o w e r  w o u l d  be 
s u b j e c t  to r e v i e w  by the APUC. AS 4 4 . 5 6 . 0 9 0 ( 8 ) .  This p r o v i s i o n  
w a s  c o n s i s t e n t  w i t h  the A P U C ' s  g e n e r a l  a u t h o r i t y ,  set o u t  in AS 
4 2 . 0 5 . 3 7 0  1/ to r e v i e w  c o n t r a c t s  for the sale of e l e c t r i c  p o w e r
by a p u b l i c  u t i l i t y  b e c a u s e  the A P A  w a s  a p u b l i c  u t i l i t y  as 
d e f i n e d  in the APUC Act.

1/ AS 4 2 . 0 5 . 3 7 0  p r o v i d e s ,  in part,

[E]verv p u b l i c  u t i l i t y  s h a l l  file w i t h  the C o m m i s s i o n  .
. . its c o m p l e t e  t a r i f f  . . . a n d  all c l a s s i f i c a t i o n s ,
rules, r e g u l a t i o n s ,  and terms and c o n d i t i o n s  u n d e r  
w h i c h  it f u r n i s h e s  its s e r v i c e s  a n d  f a c i l i t i e s  . . .  to 
r e g u l a t e d  or m u n i c i p a l l y  o w n e d  u t i l i t y  for r e s a l e  to 
the public, t o g e t h e r  w i t h  a c o p y  of e v e r y  s p e c i a l  
c o n t r a c t  w i t h  c u s t o m e r s  w h i c h  in any w a y  a f f e c t s  or

(Foot n o t e  C o n t i n u e d )



L a rr y C r a w f o r d
A l a s k a  P owe r A u t h o r i t y

July  31 , 1984

Page 2

166-568-84

T w o  years later, h o w e v e r ,  the l e g i s l a t u r e  s u b s t a n t i a l l y  
a m e n d e d  AS 4 4 . 5 6 . 0 9 0  to pro v i d e ,  in part, that the A P A  w o u l d  n o t  
be s u b j e c t  tc the j u r i s d i c t i o n  of the APUC. AS 4 4 . 5 6 .090(b) 
( R e n u m b e r e d  in 1981 as AS 4 4 . 8 3 . 0 9 0 ( b ) .  In his April 6, 1977
t r a n s m i t t a l  letter, G o v e r n o r  H a m m o n d  s t a t e d  that the p u r pose of 
the p r o p o s e d  a m e n d m e n t  was to c l a r i f y  the r e l a t i o n s h i p  b e t w e e n  
the a u t h o r i t y  and the AP U C  b y  o r o v i d i n g  that the AP U C  w o u l d  n o t  
ha v e  jurisdiction, ov e r  the APA. C o m m i t t e e  Rep o r t  - H o u s e  
Finance, A p r i l  19, 1978 at . A  r e v i e w  of the testi m o n y  b e f o r e  
b o t h  the H o u s e  and Senate F i n a n c e  C o m m i t t e e s  reve a l s  that t h e  
p r a c t i c a l  e f f e c t  of this c l a r i f i c a t i o n  w a s  to e l i m i n a t e  p r o b l e m s  
the a u t h o r i t y  w a s  having in f i n a n c i n g  its p r o j e c t s  through the 
sale of bonds. C o m m i t t e e  M i n u t e s  - H o u s e  F i n a n c e ,  A pril 10, 1 9 7 8  
at 374; t e s t i m o n y  of Eric Yould, E x e c u t i v e  D i r e c t o r ,  Alaska P o w e r  
A u t h o r i t y ,  _id at 374, 376; t e s t i m o n y  o f  A r g e t s i n g e r ,  ( " B o n d
p e o p l e  get v e r y  n e r v o u s  w h e n  any o u t s i d e  a g e n c y  gets i n t o  
c o n t r o l . ").

A  s e c o n d  q u e s t i o n  is w h e t h e r ,  in spite of AS 
4 4 . 8 3 . 0 9 0 ( b ) ,  the APUC has j u r i s d i c t i o n  to r e v i e w  the A P A  
w h o l e s a l e  p o w e r  a g r e e m e n t s  as part of its r e g u l a t i o n  of the 
p u r c h a s i n g  u tility. If so, the i n t e n t  of  AS 4 4 . 8 3 . 0 9 0 ( b )  c o u l d  
be d e f e a t e d *  If the A P U C  h a s ‘a u t h o r i t y  to a p p r o v e  or d i s a p p r o v e  
a w h o l e s a l e  p o w e r  a g r e e m e n t  t h a t  the p u r c h a s i n g  u t i l i t y  i n t e n d e d  
to s i g n  w i t h  the APA, the p r a c t i c a l  e f f e c t  w o u l d  b e  the same as 
if the A P A  h a d  to submit the a g r e e m e n t  to the APUC. The A P A  
w o u l d  not b e  a b l e  to ma r k e t  its b o n d s  and f i n a n c e  c o n s t r u c t i o n  o f  
its p o w e r  p r o j e c t s .  F u r t h e r m o r e ,  w h i l e  the A P U C  c l e a r l y  has the 
a u t h o r i t y  to i n v e s t i g a t e  a u t i l i t y ' s  rates w h e n  the u t i l i t y  is 
the s e l l i n g  u t i l i t y ,  we can f i n d  no a u t h o r i t y  in A S  42.05 w h i c h  
w o u l d  p e r m i t  the AP U C  to r e v i e w  these w h o l e s a l e  p u r c h a s e  
a g r e e m e n t s  f r o m  the p o i n t  of v i e w  of the u t i l i t y  as a p u r c h a s e r . 
See AS 4 2 . 0 5 . 1 4 1  (general p o w e r s  and d u t i e s  of APlfc i n c l u d e  
i n v e s t i g a t i n g  u t i l i t y ' s  rates and m a k i n g  and r e q u i r i n g  just, f a i r  
and r e a s o n a b l e  rates); AS 42 . 05.-431 (APUC m a y  fix just a n d  
r e a s o n a b l e  ra t e  a f t e r  i n v e s t i g a t i o n  and h e a r i n g ) .

The A P U C  does, h o w e v e r ,  have b r o a d  s t a t u t o r y  a u t h o r i t y  
to e x a m i n e  the m a n a g e m e n t  p r a c t i c e s  of a u t i l i t y ,  AS 4 2 . 0 5 . 5 1 1  2 /

(Footnote C o n t i n u e d )
r e l a t e s  to the s e r v i n g  u t i l i t y ' s  rates, tolls, c h a r g e s ,  
rentals, c l a s s i f i c a t i o n s ,  s e r v i c e s  or facilities.

2/ Sec. 42.05.511. U n r e a s o n a b l e  m a n a g e m e n t  pra c t i c e s .  (a)

( F o o t n o t e  C o n t i n u e d )
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This b r o a d  a u t h o r i t y  has n ever b e e n  i n t e r p r e t e d  by the Alaska 
S u p r e m e  Court. It is c o n c e i v a b l e  that the A P U C  c o u l d  rely on 
this p o w e r  to i n v e s t i g a t e  the w h o l e s a l e  p o w e r  p u r c h a s e  agreement 
if it p e r c e i v e d  that the u t i l i t y  had e n g a g e d  in imprudent 
m a n a g e m e n t  by e n t e r i n g  the A P A  a g r e e m e n t .  This action, however, 
w o u l d  have to be c o n s i d e r e d  e x t r a o r d i n a r y ,  a n d  b e  suppo r t e d  bv 
some e v i d e n c e  o f  i m p r u d e n c e  or i n e f f i c i e n c y .  E v e n  if the APUC 
w e r e  to c o n d u c t  s u c h  an i n v e s t i g a t i o n ,  it is n o t  clear that 
d i s a p p r o v i n g  o r  s e t t i n g  a s i d e  a w h o l e s a l e  p o w e r  a g r e e m e n t  wi t h  
the A P A  w o u l d  b e  a p e r m i s s i b l e  remedy.

C O N C L U S I O N

The A P U C  lacks the a u t h o r i t y  to a p p r o v e  o r  d i s a p p r o v e  a 
w h o l e s a l e  p o w e r  a g r e e m e n t  by w h i c h  the A P A  sells its 
h y d r o e l e c t r i c  p o w e r  to a r e g u l a t e d  e l e c t r i c  u t i l i t y .  Once the 
A P A  a n d  the p u r c h a s i n g  u t i l i t y  h a v e  a g r e e d  to the sale and the 
rates c h a r g e d  u n d e r  the agreement, n o  f u r t h e r  a u t h o r i z a t i o n  is 
n e c e s s a r y  to e n t e r  into such a n  a g r e e m e n t .  H o w e v e r ,  this 
c o n c l u s i o n  does not s u g gest that the A P U C  w o u l d  be p r e c l u d e d  from 
e x a m i n i n g  the A P A  w h o l e s a l e  p o w e r  a g r e e m e n t s  u n d e r  its broad 
" m a n a g e m e n t  p r a c t i c e s "  a u t h o r i t y  in a p p r o p r i a t e  c i r c u m s t a n c e s .

C E J :cah

( F o o t n o t e  C o n t i n u e d )
The c o m m i s s i o n  m a y  i n v e s t i g a t e  the m a n a g e m e n t  of  a public 
u t i l i t y ,  i n c l u d i n g  but not limited to s t a f f i n g  p a t t e r n s ,  w a g e  and 
s a l a r y  scales and a g r e e m e n t s ,  i n v e s t m e n t  p o l i c i e s  a n d  p r a ctices, 
p u r c h a s i n g  a n d  p a y m e n t  a r r a n g e m e n t s  w i t h  a f f i l i a t e d  interests, 
for the p u r p o s e  of d e t e r m i n i n g  i n e f f i c i e n t  or u n r e a s o n a b l e  
p r a c t i c e s  w h i c h  a d v e r s e l y  affect the cost or q u a l i t v  of service 
of the p u b l i c  utility.

(b) Where unreasonable practices are found to exist, the 
commission may, after providing reasonable notice and opp ortunitv 
for hearing, take appropriate action to protect the public from 
the inefficient or unreasonable practices and may order the 
public utility to take the corrective action the c om mission  mav 
require to achieve effective development and re gu l at i on  of public 
ut ility services.
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