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LETTER OF INTENT - HB 356

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



(02/11/88 revision)

AVENDVENT

Elimination of Excess Payments

Page 2, Line 25 through Page 3, Line !:
Eliminate Section 5

Page 3, Line 2 through Page 3, Line 9.
Amend as follows (renumber section)

* Sec. 5. NEGOTIATIONS TO REMOVE EXCESS PAYMENT TERM If
the parties to the Bradley Lake Hydroelectric Project Agreement for the
Sale and Purchase of Electric Power signed December 8, 1987 undertake
negotiations to amend the agreement, the legislature intends that the
amendments should enhance consumer benefits of the project, to be in
keeping with the legislature's financing of the project partly through cash
grants. Removal of section 29 of the power sales agreement without
requiring the purchasing utilities to make other contract changes or
concessions would be consistent with the legislature's intent [THE ALASKA
POWER AUTHORITY MAY NOT WITHHOLD ITS AGREEMENT TO REMOVE THE
REQUIREMENT TO MAKE THE EXCESS PAYMENTS AS DESCRIBED IN SECTION 29
CF THE WHOLESALE POMER CONTRACT, NOR MAY THE ALASKA POWER
AUTHORITY REQUIRE CONCESSIONS FROM THE PURCHASERS AS A CONDITION
CF THE REMOVAL OF THE EXCESS PAYMENTS PROVISION).
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Original sponsor: Rules/Governor
IN THE HOUSE BY THE RULES COMMITTEE
CS FOR HOUSE BILL NO. 356 (Rules)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the authority of the Alaska
Public Utilities Commission 1in connection with cer—

tain activities of the Alaska Power Authority, cer—
tain agreements among certain public utilities, and
calculating power <cost equalization; and providing
for an effective date."

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

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

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

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

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

-1- CSHB 356 (RIs)
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* Sec. 2. AS 42.05.511 1is amended by adding a new subsection to read:

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

contracts.

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

(b) The authority 1is not subject to the jJurisdiction of
Alaska Public Utilities Commission. Nothing 1in this chapter [AS 44.-
83.010 - 44.83.425] grants the authority [ANY] jJurisdiction over the

services or rates of a [ANY] public utility or diminishes or otherwise
alters the jurisdiction of the Alaska Public Utilities Commission with
respect to a [/*Y] public utility, 1including any right the commission
may have to review and approve or disapprove contracts for the pur-

hase of electricity by a public utility other than wholesale agree—
ments and contracts described in AS 42.05.431(c)(1).

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

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

* Sec. 5. NEGOTIATIONS TO REMOVE EXCESS PAYMENT TERM. If the parties
to the Bradley Lake Hydroelectric Project Agreement for the Sale and Pur—
chase of Electric Power signed December 8, 1987, undertake negotiations to
amend the agreement, the legislature 1intends that the amendments should

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

CSHB 356 (RIs) -2-
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legislature s financing of the project partly through cash grants. Removal
of section 29 of the power sales agreement without requiring the purchasing
utilities to make other contract changes or concessions would be consistent
with the legislature®s intent.

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

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).

-3- CSHB 356(RIs)



Alaska State Legislature
HOUSE OF REPRESENTATIVES

Committee on Finance
Official Business P.O. Box V

State Capitol
Juneau, Alaska 99811

MEMORAN'D UM

TO: Representative Mike Navarre
FROM: Representative (Cay

DATE: February 9. 1988

SUBJ: Amendments to HB356:

APUC Exemption of Bradley Lake

The purpose of this memorandum is to explain the House Finance Committee
amendments to CS HB 356 (Judi regarding elimination of the excess
payment requirement contained in Section 29 of the Bradley Lake Po™er
Sales Agreement.

Section 29 - Excess Payments Required

Section 29 of the Power Sales Agreement requires payments from Raiibelt
consumers in excess of actual debt service required for retirement of Bonds
issued to pay Recoverable Construction Costs. The excess payments will
commence upon retirement of the long-term revenue bonds and will be paid
during the latter part of the 50-year contract period.

Assuming no amendments to the agreement as now proposed, the excess
payments will cost Raiibelt consumers hundreds of millions of nominal
dollars, and about $10 million in present-value dollars. The payments will
be made to the APA for deposit into the Raiibelt Energy Fund.



Rep. Mike Navarre

House Finance Amendment Regarding Excess' Payments

During the House Finance Committee s consideration of the bill, an
amendment addressing the "excess payments provision was adopted in
Sections 5 and 6 of the bill. This amendment:

1) conditioned the applicability of the APUC exemption of the Bradley
Lake project sought in HB 356 so that it does not apply to contracts
that contain provisions requiring excess payments: and

2) directed that if the contract were to be amended, the APA could not
withhold its agreement to remove the "excess payment provision,
nor require concessions as a condition of that removal.

The intent of the amendment is to have the excess' payment requirement
eliminated by a simple amendment to the power sales agreement.

Reasons for Amendment to Eliminate the "Excess" Payments

The major reason for the amendment is to ensure that Raiibelt consumers
fully benefit from the stale's cash contribution to the Bradley Lake
hydroelectric project.

From a Raiibelt consumer perspective, the "excess" payments cannot be
justified. Although Section 29 states that the payments would be "in
recognition of efforts to obtain"” an intertie. payments are not contingent
upon the success of such efforts. Furthermore, the intertie project has not
been demonstrated as economically feasible, nor is it even likely to be
relevant 30 years from now. Essentially, Section 29 requires Raiibelt
consumers to pay an extraordinary charge for essentially unknown future
purposes.

To date, the legislature has appropriated a total of $168 million to the
Bradley Lake project with the expectation that these funds would be used as
a cash grant for the project. The terms of the wholesale power agreement
negotiated by the APA violate this intent by including the "excess' payment
requirement in Section 29. This requirement effectively transforms the
grant into a loan. In his testimony before the House Judiciary Committee.
APA Executive Director Robert LeResche confirmed that the excess payment
requirement would recover the state's equity.



Rep. Mike Navarre

The House Cinance Committee amendment to condition the applicability of
HB 356, d to direct the APA to drop Section 29 without trying to negotiate
alternative concessions, was offered as a means of correcting the APA s
deviation from legislative intent.

In addition, the APA does not have the statutory authority to require that
the excess payments be deposited in the Raiibelt Energy Fund, as Section 29
of the Bradley Power Sales Agreement provides. Absent statutory
authorization...an executive branch agency cannot circumvent the legislative
decision-making power by entering a contract with private parties that
earmarks state revenue for deposit in a particular account.” according to an
opinion from Legislative Counsel. (See Attachment 1.

Companson_QLB.iLa dley Lake Financing with the Four Dam Pool

The proposed requirement that Raiibelt consumers be forced to make
surplus payments to the APA is especially inappropriate when one considers
the precedent established by the Four Dam Pool project financing arrange-
ments.

In the case of the Four Dam Pool, the state funded about 60% ($293.3
million) of the project with cash equity grants and loaned the balance
($191.2 million) at a subsidized, effective interest rate of 5-7%. By contrast,
the Bradley Lake plan of finance calls for approximately 51 %'$181 million m
of the project to be financed with state equity and the balance of the
project, up to $175 million, to be financed with market-rate. tax exempt
bonds with an estimated interest rate of approximately 8.0%. In addition to
the debt service payments on the market-rate bonds. Raiibelt consumers are
expected to repay the equity through the excess" payments in Section 29.

In summary, Raiibelt consumers are being asked to accept a financing plan
for Bradley Lake that is substantially less favorable than the financing terms
provided for the Four Dam Pool. In lact. a recent analysis of alternative
financing costs for Bradley Lake prepared by the APA shows that if the state
were to offer financing terms for Bradley Lake comparable to those offered
for the Four Dam Pool the savings to ratepayers would be approximately
$146.5 million in nominal terms (or nearly $8C million in 1992 dollars).

Although removal of the "excess" payments provision in the power sales
contract would not result in having benefits accrue to the Raiibelt consumers
that are comparable to the subsidized financing terms of the Four Dam Pool,
it would enhance the consumer benefits of this project significantly.



Rep. Mike Navarre

Ugal.lss.ues

Several legal issues have been raised with respect to the constitutionality of
Secs. 5 and 6 -- 1) separation of powers; 2) special legislation; and 3)
severability. (See attachments 2 and 3. memoranda by Assistant Attorney
General James Baldwin and Legislative Counsel Teresa Cramer’

The first two issues are addressed by the modification to Secs 3 and 6
proposed in Attachment 4. which I recommend that the Rules Committee
adopt, assuming the Committee wishes to encourage elimination of the
excess" payments provision.

The changes proposed in Sec. 6 of the bill are intended to encourage, rather
than require, the APA to take specific actions by clearly stating legislative

intent and policy. This should be sufficient to address the concern that the
Legislature is improperly participating in contract negotiations.

The changes proposed in Sec. 5 of the bill are intended to address the
concern that its specificity may cause a court to consider it to be special
legislation.

The last time | spoke with Ms. Cramer about the severability issue 'prior to
receipt of Baldwin's opinion), she said the general severability clause in AS
01.10.030 was sufficient, and that it was unnecessary to specify the
severability of Secs. 5 and 6. However, it may be desirable to provide
expressly for the severability of secs. 5 and 6 rather than leaving an
unresolved legal issue.

Effect.on Timing of Bradley Lake Construction

With these changes, | believe the bill would be a defensible, appropriate
response that could lead to significant consumer savings. However, we must
persuade the Administration that this change is in the public interest to
accomplish the desired result. It is not my intention to delay this bill or the
planned summer construction of Bradley Lake, and removal of the excess
payments provision need not have that effect. | believe it would be in the
best interest of all concerned, especially Raiibelt consumers, if the APA and
the utilities moved forward quickly to amend the power sales contracts and
eliminate Section 29. As a practical matter, these amendments could be
accomplished in a matter of days.

If 1 can answer any questions, please don't hesitate to call.

cc: House Rules Committee
House Finance Committee
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M EMORANDUM February 5, 19S8

SUBJECT: Deposit of excess payments under the
3radley Lake Power Sales Agreement into
the Raiibelt energy fund (Uork Order
No. 5-1728)

TO: Representative John Sund, Chairman
House Judiciary Committee

FROM: Teresa 3. Cramerv/AAN
Legislative Counsel

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

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

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

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



Representstive John Sund, Chairman
Housa Judiciary Committee

Page 2

February 5, 1988

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

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

The legislature has given the account a special purpose,
even though the purpose 1is not binding on future
legislatures. The setting aside of funds 1is a legislative
function, implicit in the legislature®s power of the purse.
Therefore, deposit in the Raiibelt energy fund does not
constitute deposit in the general fund and does not satisfy
AS 44 .83.398(c).

The power to make deposits in the Raiibelt energy fund is

also restricted under AS 37.05.153. Under the terms of the
statute, money is added to the fund by legislative
appropriation. Therefore, the excess payments under section

29 of the Power Sales Agreement can only be added to the
fund if the legislature appropriates them to it.

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

If 1 may be of further assistance, please advise.

TBC:gc
WKG1:067



MEMORANDUM State of Alaska

TO:

FROM'

Department of Law

Mary Halloran, Director date February 8, 1987
Division of Policy
Office of Management and Budget fieno.

TEL. NO : 465-3600
SUBJECT. Proposed amendments to HB
356 -- Bradley Lake

ts L. Baldwin
Assistant Attorney General
Governmental Affairs-Juneau

You have requested our advice concerning the legal ef —
fect of amendments to liB 356 sponsored by Representative Brown.
The amendments were adopted by the House Finance Committee on
February 5, 1988. Specifically, you directed our attention to a
proposed sec. 6 added to the Judiciary Committee substitute.
Section 6 provides:

* Sec. 6. NEGOTIATIONS TO REMOVE EXCESS PAYMENT
TERM. IT the parties to the Bradley Lake Hydro—
electric [project agreement] for the Sale and Pur—
chase of Electric Power signed December 8, 1987
undertake negotiations to amend the agreement, the
Alaska Power Authority may not withhold its agree—
ment to remove the requirement to make the excess
payments as described in Section 29 of the whole—
sale power contract, nor may the Alaska Power Au—
thority require concessions from the purchasers as
a condition of the removal of the excess payments
provision.

Section 6 is complimented by sec. 5, which was also added by Rep—
resentative Brown®s amendment. Section 5 has the effect of nul —
lifying other provisions of the bill which exempt certain power
sales agreements from the regulatory jurisidiction of the Alaska
Public Utilities Commission (APUC).

The bill applies to agreements made by the Alaska Power
Authority (APA) that were negotiated during a two-month period in

late 1987. Therefore, the bill has a very narrow operative ef—
fect. It appears to apply to only one power sales agreement,
that being the agreement with utilities who will be purchasing
power generated by the Bradley Lake hydroelectric project. You

informed us that the agreement was negotiated by APA and the
utilities and that it i3 desirable to avoid lengthy review by
APUC. The agreement has the effect of adding amounts to rates
charged to consumers 1in excess of the usual cost items that make
up the base rate. These amounts are attributed to a provision in



Mary Halloran, Director February 8, 1988
OMB Division of Policy Page #2
Re: Proposed ams to HB 356 (Bradley Lake)

the agreement that requires the utilities to make "excess pay-—
ments" of approximately $11 million.

Sections 5 and 6 constitute an attempt to force APA to
renegotiate the Bradley Lake hydroelectric project power sales
agreement. Section 5 denies an exemption from regulatory over —
sight for an agreement that has a provision requiring "excess
payments."” Section 6 attempts to control the negotiating posi—
tion of APA if the Bradley Lake negotiations are reopened. Sec —
tion 5 has the effect of reversing the main purpose of the bill
because the agreement as written could not be exempted from APUC
jurisidiction.

We believe that secs. 5 and 6 contain provisions that
raise substantial legal questions. IT enacted, these provisions
may delay affected projects until litigation 1is resolved. The
provisions of sec. 6 embody an attempt to direct the exercise of
discretion to negotiate power sales agreements granted by law to
the Alaska Power Authority. The legislature may not do that.
Springer v. Philippine Is., 277 U.S. 189, 202 (1928), It may set
the limits of power of an agency to act but it may not attempt to
direct how the agency exercises its statutory powers. APA 1is
empowered to negotiate with utilities. It is not appropriate for
the legislature to direct it to agree to one term or another.
Clearly, the legislature may generally limit APA"s power to make
certain types of agreements. However, it cannot direct APA in
the positicns or concessions it must undertake during the course
of negotiations.

Section 5 may add enough specificity to this bill to
cause a court to consider it to be special legislation. In our
view, the bill, without secs. 5 and 6, was carefully worded and
narrowly drafted so that it probably qualified as general, not
special, legislation. However, only a judicial determination can
conclusively establish that legislation is special or general.
Abrams v. State, 534 P.2d 91 (Alaska 1975). Section 5 directly
refers to the Bradley Lake agreement and appears to lead to the
conclusion that this section and perhaps the entire bill is spe—
cial legislation. It is arguable whether the Bcadley Lake hydro—
electric project has statewide interest or impact. See State v.
Lewis, 559 P.2d 630 (Alaska 1977), cert, denied, 432 U.'S" O9Tfl
(1977). We believe that sec. 5 must be substantially amended
before it would be considered a provision of general application.

You also requested our comments concerning the sever —
ability of secs. 5 and 6 if they are found to be invalid by a
court. When a court considers the severability of provisions
making up a law, the mcst important consideration is legislative



Mary Halloran, Director February 8, 1988
OMB Division of Policy Page 7?3
Re: Proposed ams to HB 356 (Bradley Lake)

intent. Lvnden Transp., 1Inc. v. State, 532 P.2d 700 (Alaska
1975). The court attempts to determine if the legislature would
have enacted the entire law if it knew that one of the constitu—

ent parts was invalid. Here, the question is whether the legis—
lature would have exempted the agreement from APUC jurisdiction

if limitations on the inclusion of the excess payment provision

is declared void. It is difficult to predict the answer that a
court would supply to that question. We presume there exists
legislative history to show that the exemption and secs. 5 and 6
are closely related. This history would lend support for a find-—

ing that, if secs. 5 and 6 are determined to be invalid, these
provisions are not severable and that all provisions 1in the bill
are void. We believe that the general severability clause set
out in AS 01.10.030 will not suffice to resolve this question.

Let us know if you need further assistance o.i this
matter.

JLB/pjg

cc: Art Peterson
Legislation Attorney
Department of Law
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LEGISLATIVE AFFAIRS AGENCY

M EMORANDUWM February 8, 1988
SUBJECT: CSHB 356 (Finance)

(APUC jJurisdiction over certain activities)
TO: Representative Al Adams

Chairman

House Finance Committee

FROM: Teresa B. Cramer
Legislative Counsel

Enclosed is the Committee Substitute you requested.

Section 6 of the bill, 1limiting the Alaska Power Authority"s
conduct during renegotiations over the excess payments
provision in the Bradley Lake Power Sales Agreement, is
arguably unconstitutional, either as a violation of the
prohibition on enactment of "local or special legislation"”
under article I1l, section 19 of the state constitution, or
as a legislative intrusion into the prerogative of the
executive responsibility to conduct negotiations on behalf
of the state, a violation of the separation of powers first
recognized in Bradner v. Hammond, 553 P.2d 1 (Alaska 1976).

It would be possible to remedy the problem if the
legislature were to enact a general law that subjected

to Alaska Public Utility Commission jurisdiction, APA
contracts that required utilities to make excess payments.
Excess payments could be defined as payments not required
for the operation and maintenance of a project or for the
retirement of debt owed on the project.

If I may be of further assistance, please advise.
Enclosure

TBC:bb
wkb2/7060



(02/11/88 revision)

AVENDVENT

Elimination of Excess Payments

Page 2, Line 25 through Page 3, Line I:
Eliminate Section 5

Page 3, Line 2 through Page 3, Line 9.
Amend as follows (renumber section)

* Sec. 5. NEGOTIATIONS TO RBMOVE EXCESS PAYMENT TERM If
the parties to the Bradley Lake Hydroelectric Project Agreement for the
Sale and Purchase of Electric Power signed December 8, 1987 undertake
negotiations to amend the agreement, the legislature intends that the
amendments should enhance consumer benefits of the project, to be in
keeping with the legislature's financing of the project partly through cash
grants. Removal of section 29 of the power sales agreement without
requiring the purchasing utilities to make other contract changes or
concessions would be consistent with the legislature's intent [THE ALASKA
POMER AUTHORITY MAY NOT WITHHOLD ITS AGREEMENT TO REMOVE THE
REQUIREMENT TO MAKE THE EXCESS PAYMENTS AS DESCRIBED IN SECTION 29
CF THE WHOLESALE POWER CONTRACT, NOR MAY THE ALASKA POMER
AUTHORITY REQUIRE CONCESSIONS FROM THE PURCHASERS AS A CONDITION
CF THE REMOVAL OF THE EXCESS PAYMENTS PROVISION].
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January 13, 1988

The Honorable Ben Grussendorf
Speaker of the House

Alaska State Legislature

P.0. Box V

Juneau, AK 99811

Dear Representative Grussendorf:

Under the authority of art. 111, sec. 18, of the Alaska Con—
stitution, 1 am transmitting a bill relating to the authori—
ty of the Alaska Public Utilities Commission (APUC) 1in con—
nection with certain activities of the Alaska Power Authori —
ty (APA) and in connection with <calculating power cost

equalization.

As you know, Jlast session 1 vetoed HCS CSSSSB 22(Fin) on
this subject. However, as stated 1in my June 15, 1987 veto
message (1987 Senate Journal, p. 1731), my reason for veto—
ing that bill was 1its inclusion of provisions that would
remove APUC regulation over some 67 small public utilities

in the state. Existing Jlaw adequately provides for them.

The attached bill deletes that section. Section 5 of HCS
CSSSsB 22 (Fin), which would have removed from the APUC"s
jurisdiction the review of all wholesale power agreements to
which APA is a party, by declaring that the APA 1is not a
public wutility, has also been deleted. Section 1 of the
attached bill provides an exemption from such APUC review
and approval for the Bradley Lake project.

Two provisions in the attached bill were not contained in
the vetoed bill. First, the bill proposes to amend
AS 42.05.431 and 42.05.511 to allow the APA to contract with
utilities to guarantee that the utilities will charge suffi—
cient rates to cover the APA"s bond obligations regarding
the Bradley Lake project. Second, these same amendments
expand the scope of the Bradley Lake regulatory exemption to
include secondary contracts that are associated with the
project. These related contracts 1include an agreement for
wheeling and related services between Bradley Lake power
purchasers and Chugach Electric Association, 1Inc., and an
agreement for the sharing of transmission facilities between
Bradley Lake power purchasers and Homer Electric Asso-—
ciation, Inc. N
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The Honorable Ben Grussendorf Page

Finally, 1like HCS CSSSSB 22 (Fin) , the attached bill includes
the provision that prohibits power cost equalization calcu—
lations from including rates paid on military bases.

The Bradley Lake project has been the subject of extensive
review by the legislative and executive branches of state

government. The state has approved the Bradley Lake project
and is committed to the financing_of the project. This leg—
islation implements that commitment by making long-term fi—
nancing of the project feasible. /

(' Sincerel-]yL . }k

Hfeve Cowper
Governor

»
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HB 356
1/13/88

PROGRAM SUMMARY

Expendi tures

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

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

Funding

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

Economic Impact

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

Impact on Raiibelt Electricity Consumers

Not passing this bill would increase the interest rate on the
long-term debt for Bradley Lake in two ways. First, debt would
have to be issued earlier in the construction schedule (the IDB
allocation to Bradley Lake expires on 12/31/90), and completion
risk becomes more of a factor. Second and perhaps more important,
present law allows the PUC to reopen the contracts at any time in
the future. The interest rate penalty from these two factors is

estimated to be 1/2 percent. Such a penalty would increase debt
service $750,000 per year, or $22,500,000 over the life of the
bonds.

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

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

1332/810/1
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HB 356
1/13/88
January 6, 1988

The proposed legislation amends AS 42.05.431(b), which es—
tablished the Commission®s authority to review and approve
wholesale power contracts entered into between the Alaska Power
Authority and other public utilities.

When Section .431(b) was enacted in 1986, no fiscal impact was
forecasted and the Commission did not receive any additional
resources. The expectation was that the Commission would respond
to filings pursuant to this section with existing staff. There—

fore, no resultant fiscal impact is projected in response to the
changes 1included in this bill.
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Cramer
2/10/88

Original sponsor: Rules/Governor

IN THE HOUSE BY THE RULES COMMITTEE

CS FOR HOUSE BILL NO. 356 (Rules)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the authority of the Alaska

Public Utilities Commission in connection with cer—
tain activities of the Alaska Power Authority, cer—
tain agreements among certain public utilities, and
calculating power <cost -equalization; and providing
for an effective date.™
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
131 * Section 1. AS A2.05. A31 is amended by adding a new subsection to
1 read:
(c) Notwithstanding (b) of this section,
¢)) a wholesale agreement for the sale of power from a
project Jlicensed by the Federal Energy Regulatory Commission on or
before January 1, 1987, and related contracts for the wheeling, stor—
age,regeneration, or wholesale repurchase of power purchased under
the agreement, entered into between the Alaska Power Authority and one
or more other public utilities or among the utilities after Octo-—
ber 31, 1987, and before January 1, 1988, and amendments to the whole—
sale agreement or related contract, are not subject to review or
approval by the commission until all 1long-term debt incurred for the
project is retired; and
(2) a wholesale agreement or related contract described in
(1) of this subsection may contain a covenant for the public utility
to establish, charge, and collect rates sufficient to meet its obliga—

tions under the contract; the rate covenant 1is valid and enforceable.

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

(d) Validated costs 1incurred by a utility in connection with
related contracts described in AS "2.05.431(c)(1) must be allowed in
the vrates <charged by the wutility. In this subsection, "validated
costs" are the actual costs that a utility uses, under the formula set
out 1in related contracts described in AS 42.05.431(c), to establish
rates, charges for services and rights, and the payment of charges for
services and rights. This subsection does notgrant the commission
jurisdiction to alter or amend the formula set out in those related
contracts.

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

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

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

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

* Sec. b. NEGOTIATIONS TO REMOVE EXCESS PAYMENT TERM. IfT the parties
to the Bradley Lake Hydroelectric Project Agreement for the Sale and Pur—
chase of Electric Power signed December 8, 1987, undertake negotiations to
amend the agreement, the legislature intends that the amendments should

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

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

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

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).
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HOUSE COMMITTEE REPORT

@)
Date referred: 2/11/88 FURTHER REFERRALS:
DATE 5ft*
The Rules Committee has considered HB 356

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

[r<J replace with [ ] the same title

[ ] attached amendment(s) I a new title

do pass

do not pass

no recommendation
individual recommendations

additional referral to the Committee

ADOPTS: [ 1 letter of intent

ATTACHES NEW FISCAL NOTE(s):

[ 1 fiscal impact [L same as previous fiscal note
[ 1 zero fiscal note published //<3 /
[ 1 zero with analysis th \"same as previous zero fiscal
note published \/& J$]
SIGNING DO PASS: SIGNING

-Chairm signvture





