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Introduced: 3/3/87 wol377s
Referred: Finance

BY THE RULES COMMITTEE BY
1 IN  THE SENATE REQUEST OF THE GOVERNOR

2 SENATE B I L L  NO. 1 5 9

3 IN  THE LEG ISLA TURE  OF THE STATE OF ALASKA

4 F IFTEEN TH  LEG ISLA TURE  -  F I R S T  SESS IO N

5 A B I L L

6 F o r  a n  A c t  e n t i t l e d :  "A n  A c t  a m e n d in g  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

7 A u t h o r i t y  f o r  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 ;

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

9 BE I T  ENACTED BY THE LEG IS LA TURE  OF THE STATE OF ALASKA:

10  *  S e c t i o n  1 .  S e c t i o n  3 ,  c h .  1 2 8 ,  SLA 1 9 8 6 ,  p a g e  8 ,  l i n e  7 ,  i s  am ended

11  t o  r e a d :
12  A p p r o p r i a t i o n  G e n e r a l  O t h e r

13 I t e m  F u n d  F u n d s

1 4  A l a s k a  P o w e r  A u t h o r i t y

15  - -  B r a d l e y  L a k e  H y d r o -
16 e l e c t r i c  P r o j e c t  $ 5 0 , 0 0 0 , 0 0 0  [ $ 5 0 , 0 0 0 , 0 0 0 ]  $ 5 0 , 0 0 0 , 0 0 0

17 *  S e c .  2 .  T h e  f u n d i n g  s o u r c e  o f  t h i s  am end ed  a p p r o p r i a t i o n  i s  t h e

18 R a i l b e l t  E n e r g y  F u n d  (A S  3 7 . 0 5 . 1 5 3 ) .

19 *  S e c .  3 .  T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  u n d e r  AS 0 1 . 1 0 . 0 7 0 ( c ) .

SB0159a -1- SB 159



ST EVE  C O W P E R
G O V E R N O R

sif

S t a t e  o r  A e a s i c a
O F F I C E  O F  T H E  G O V E R N O R

J u n e a u
l

March 3, 1987

The Honorable Jan Faiks 
President of the Senate 
Alaska State Legislature 
P.O. Box V 
Juneau, AK 99811

Dear Senator Faiks:

Under the authority of art. Ill, sec. 18, of the Alaska Con­
stitution, J am transmitting a bill that amends an appro­
priation to the Alaska Power Authority —  ch. 128, SLA 1986, 
page 8, line 7, in the amount of $50,000,000 —  by changing 
the funding source from the general fund to the Railbelt 
Energy Fund (AS 37.05.153).

AS 37.05.153, the law outlining the purpose of the Railbelt 
Energy Fund, specifies that the legislature may appropriate 
money from the fund to assist in meeting railbelt energy 
needs. As the Bradley Lake Hydroelectric Project is de­
signed to reduce the long-term cost of power to railbelt 
consumers, my Administration is recommending that funding 
for the project be appropri^f^ from >rt\e Railbelt Energy 
Fund.

ve Cowper 
Governor
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Alaska State Legislature
HOUSE OF REPRESENTATIVES 

Committee on Finance
P.O. Box v 

State Capitol 
Juneau, Alaska 99811

HOUSE FINANCE COMMITTEE 
LETTER OF INTENT 

FOR
SENATE BILL 159

It is the intent of the Legislature that no additional 
encumbrances shall be made on funds appropriated for the 
Bradley Lake project until the utilities proposing to buy 
power from the project sign binding, unconditional, take or 
pay power sales agreements for one hundred percent of the 
production.

Official Business

A1 Adams, Chair 
House Finance Committee
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STEVE  C O W P E R
G O V E R N O R

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 E  A U

March 3, 1987

The Honorable Jan Faiks 
President of the Senate 
Alaska State Legislature 
P.O. Box V 
Juneau, AK 99811

Dear Senator Faiks:

Under the authority of art. Ill, sec. 18, of the Alaska Con­
stitution, I am transmitting a bill • that amends an appro­
priation to the Alaska Power Authority —  ch. 128, SLA 1986, 
page 8, line 7, in the amount of $50,000,000 —  by changing 
the funding source from the general fund to the Railbelt 
Energy Fund (AS 37.05.153).

AS 37.05.153, the law outlining the purpose of the Railbelt 
Energy Fund, specifies that the legislature may appropriate 
money from the fund to assist in meeting railbelt energy 
needs. As the Bradley Lake Hydroelectric Project is de­
signed to reduce the long-term cost of power to railbelt 
consumers, my Administration is recommending that funding 
for the project be appropri^C^ from ̂ e  Railbelt Energy 
Fund.

Cowper 
Governor
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L E I I M - Q E - m m i

Senate Bill 1 5 9
H o u s e  F i n a n c e  C o m m i t t e e

N o  additional e n c u m b r a n c e s  shall b e  m a d e  o n  f u n d s  a p p r o p r i a t e d  for t h e  

B r a d l e y  L a k e  project until t h e  utilities p r o p o s i n g  to b u y  p o w e r  f r o m  t h e  

project sign binding, unconditional, t a k e  or p a y  p o w e r  sales a g r e e m e n t s  for 

o n e  h u n d r e d  p e r c e n t  of the production.



A L A S K A  S T A T E  L E G I S L A T U R E  
H O U S E  O F  R E P R E S E N T A T I V E S  

R E S E A R C H  A G E N C Y

P.O. Box Y, SiaieCapnol 
Juneau. Alaska 99KI I-MOO 

Mail Slop 3100 
(907) 465 3991

April 20, 1987

M E M O R A N D U M

TO: r ’ "  ~ ** “ >n

FROM: G i n / y  Riy and w e t c lh(e)n K e i s e r

RE: J o i n t  H o u s e  and S e n a t e  R e s o u r c e s  H e a r i n g  on R a i l b e l t  E n e r g y
R e s e a r c h  R e q u e s t  8 7 . 2 5 9

You r e q u e s t e d  t h a t  w e  p r o v i d e  c o m m e n t s  on t e s t i m o n y  that was p r e s e n t e d  
d u r i n g  the April 8 , 1987 J o i n t  H o use and S e n a t e  R e s o u r c e s  Comm i t t e e s '  
m e e t i n g  on R a i l b e l t  energy.

B E N E F I T S  OF 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 N D  I N T E R T I E S

The " R a i l b e l t  E n e r g y  Plan" d a t e d  April 8 , 1987 and some R a i l b e l t  util i t y  
m a n a g e r s  have a s s e r t e d  that the H o u s e  R e s e a r c h  A g e n c y  (HRA) has c o n d u c t e d  
studies that " s h o w  p o s i t i v e  b e n e f i t s  f o r  B r a d l e y  Lake and the interties, 
e v e n  w h e n  c o n s i d e r e d  on t h e i r  own." T h e  H R A  is c u r r e n t l y  r e v i e w i n g  
a n a l y s e s  c o n d u c t e d  by the A l a s k a  P ower A u t h o r i t y  (APA) on the A n c h o r a g e -  
Kenai and A n c h o r a g e - F a i r b a n k s  i n terties. We h a v e  not, however, c o m p l e t e d  
o u r  analysis. T h e r e f o r e ,  w e  have not r e a c h e d  any c o n c l u s i o n s  r e g a r d i n g  the 
net b e n e f i t s  of the i n t e r t i e s  at this time.

A l t h o u g h  we have not c o m p l e t e d  o u r  a n a l y s i s  o f  the intert.ies, we have some 
c o m m e n t s  r e g a r d i n g  the t e s t i m o n y  p r e s e n t e d .  The s t a t e m e n t  that the i n t e r­
ties will p r o v i d e  $423 m i l l i o n  in b e n e f i t s  is a bit m i s l e a d i n g  in that the 
f i g u r e  is a s i m p l e  sum o f  b e n e f i t s .  S t a n d a r d  p r e s e n t a t i o n  o f  t h i s  type of 
i n f o r m a t i o n  is as the p r e s e n t  v a l u e  o f  net b e n e f i t s  (i.e., c o s t s  are s u b­
tra c t e d  from b e n e f i t s  a f t e r  a p p r o p r i a t e  d i s c o u n t i n g ) .  As c a l c u l a t e d  in the 
A P A  study, the p r e s e n t  v a l u e  o f  i n t e r t i e  b e n e f i t s  is a p p r o x i m a t e l y  S205 m i l­
lion: the p r e s e n t  v a l u e  o f  c o s t s  is a p p r o x i m a t e l y  $210 m i l l i o n .  The r e f o r e ,  
t h e  b e n e f i t - c o s t  r a t i o  f o r  the i n t e r t i e  is c l o s e  to o n e  r a t h e r  than 
g r e a t e r  than two as m i g h t  h a v e  been i n f e r r e d  f r o m  the tes t i m o n y .

T h e  i n t e r t i e  e c o n o m i c  f e a s i b i l i t y  a n a l y s e s  c u r r e n t l y  b e i n g  c o n d u c t e d  for 
the A P A  do not s a t i s f y  s t a t u t o r y  r e q u i r e m e n t s  as p r o v i d e d  in AS 4 4 . 8 3 . 1 7 7  
and .183 or r e g u l a t i o n s  3 A A C  9 4 . 0 5 5 - 6 5  ( A t t a c h m e n t  A). Further, S e n a t e



. (J| . • n t a t i v e  S a m  Cotton 

April 20, 1987 
:\i(je 2

13i11 206 (Sect i o n  4 ) --which w o u l d  e x e m p t  intertie proj e c t s  from the r e c o n­
naissance, f e a s i b i l i t y  and financial studies; 0M 8 review; and legi s l a t i v e  
approval r e q u i r e m e n t s  u n d e r  AS 4 4 . 8 3 . 1 7 7 - 1 8 5 - - a p p e a r s  to be in d i rect c o n­
trad i c t i o n  w i t h  F i n d i n g  No 3 o f  the "Rep o r t  of the R a i l b e l t  Energy Council" 
d a t e d  J a n u a r y  24, 1987 (page 14). F i n d i n g  No 3 states that "the burden of 
p r o o f  for m a k i n g  a c o m p e l l i n g  c a s e  for State p a r t i c i p a t i o n  in any p r o ject 
rests w i t h  the p r o j e c t  sponsor(s) to include d e m o n s t r a t i n g  that p r i v a t e  
f i n a n c i n g  is n o t  f e a s i b l e  o r  a v a i l a b l e  a n d  t h a t  p u b l i c  p o l i c y  
c o n s i d e r a t i o n s  w a r r a n t  financial a s s i s t a n c e  by the State."

R e g a r d i n g  the B r a d l e y  Lake Project, o u r  M a r c h  18 m e m o r a n d u m  c o n c l u d e d  
that, g i v e n  s u n k  costs, the p r o j e c t  w o u l d  p r o b a b l y  show net s a v ings over 
the natural gas a l t e r n a t i v e  for the 5 0 - y e a r  p e r i o d  o f  analysis. W e  also 
conc l u d e d ,  however, that in o r d e r  to m o r e  a c c u r a t e l y  p r o j e c t  the bene f i t s  
of the project, an a n a l y s i s  c o m p u t i n g  the p r o j e c t e d  c osts o f  all p ower c o n­
sumed in the R a i l b e l t  u n d e r  additional s c e n a r i o s  w o u l d  be required. Our 
m e m o r a n d u m  a n a l y z e d  only the e c o n o m i c  f e a s i b i l i t y  o f  B r a d l e y  Lake versus 
one a l t e r n a t i v e  b ased on costs of the p rojects; w e  did not p e r f o r m  a 
b e n e f i t - c o s t  a nalysis. A  b e n e f i t - c o s t  a n a l y s i s  takes into c o n s i d e r a t i o n  
a w i d e  s p e c t r u m  o f  d i r e c t  and i n d i r e c t  costs and bene f i t s  o f  a p r o ject and 
its a l t e r n a t i v e s .  The p r e sent v a l u e  o f  net b e n e f i t s  are then c a l c u l a t e d  to 
d e t e r m i n e  the d e s i r a b l i t y  o f  p r o c e e d i n g  w i t h  a project.

O u r  anal y s i s ,  as well as those o f  the A P A  and D i v i s i o n  o f  Policy, m e r e l y  
c o m p a r e d  the c o s t s  o f  B r a d l e y  Lake and the natural gas a l t e r n a t i v e - - n o  
a s s e s s m e n t  was m a d e  as to w h e t h e r  e i t h e r  of t hese o p t i o n s  was the "best" 
a l t e r n a t i v e  for c o n s u m e r s  in the Railbelt. In our c o s t  analysis, w e  c o n­

c l u d e d  that the S85 m i l l i o n  s a v i n g s ' T a t c u T a t e d  by the D i v i s i o n  of Policy 
a n s w e r e d  the q u e s t i o n  "which is the less e x p e n s i v e  o p t i o n  to c o n s t r u c t  
e x c e s s  c a p a c i t y ? "  G i v e n  R a i l b e l t  e n e r g y  s u p p l y  and demand, w e  b e l i e v e  that 
the R a i l b e l t  u t i l i t i e s  w o u l d  not add g e n e r a t i n g  c a p a c i t y  d u r i n g  the next 
d e c a d e  if t h e y  w e r e  to b e a r  the full cost of the projects. We b e l i e v e  that 
the s c e n a r i o  in w h i c h  c o n s t r u c t i o n  o f  a gas p lant is d e l a y e d  until 1998 
o f f e r s  a r e a s o n a b l e  c o m p a r i s o n  of the g a s / h y d r o  a l t e r n atives. That 
s c e n a r i o  showed net s a v ings of $36 m i l l i o n  a t t r i b u t a b l e  to the B r a d l e y  Lake 
project.

A s t a t e m e n t  m a d e  a n u m b e r  of times d u r i n g  the c o m m i t t e e  h e a r i n g  was that 
c o n s t r u c t i o n  o f  the B r a d l e y  Lake Project and the inte r t i e s  will p r o v i d e  
b a d l y  n e e d e d  j o b s  in the R a i l b e l t  area. It should be noted, however, 
that t h e s e  p r o j e c t s  are capital intensive and p r o v i d e  r e l a t i v e l y  few jobs 
p e r  d o l l a r  o f  e x p e n d i t u r e .  A B o n n e v i l l e  Pow'er A d m i n i s t r a t i o n  S tudy found 
that high impact c o n s e r v a t i o n  p r o g r a m s  c r e a t e  m o r e  jobs than w o u l d  be 
c r e a t e d  by b u i l d i n g  n e w  p o w e r  p l ants to g e n e r a t e  an e q u i v a l e n t  amou n t  of 
e n e r g y . 1

^ B o n n e v i l l e  P o w e r  A d m i n i s t r a t i o n ,  " E l e c t r i c  E n e r g y  C o n s e r v a t i o n  Study." 
P o r t l a n d :  197b ( prepared by Skidmore, O w i n g s  & Merrill). "Energy, Jobs, 
and the E c o n o m y "  by Rich a r d  G r o s s m a n  and Gail D a n e k e r  (Alyson P u b l i c a­
tions, Inc.; 1979) prov i d e s  additional i n f o r m a t i o n  about e n e r g y  p r o g r a m s  
and e m p l o y m e n t .



Representative Sam Cotten
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A  c o m m e n t  was also m a d e  that the loss of r o yalties and severance and income 
taxes should be c o n s i d e r e d  if B r a d l e y  Lake is built rath e r  than the natural 
gas a l t e r native. W h i l e  w e  agree that t h e s e  types o f  costs should be c o n­
side r e d  in a b e n e f i t - c o s t  analysis, this income to the State w o u l d  most 
l i k e l y  be p o s t p o n e d  (thus w o u l d  have a l o w e r  pres e n t  value) r a ther than be 
lost.

E F F E C T  O F  T H E  I N T E R T I E S  ON R E S E R V E  C A P A C I T Y  A N D  P O W E R  C OSTS

C o m m e n t s  d u r i n g  the c o m m i t t e e  m e e t i n g  r e g a r d i n g  r e q u i r e d  r e s e r v e  c a p a c i t y  
i n d i c a t e d  that 30 - 40 perc e n t  r e s e r v e  r e q u i r e m e n t s  w e r e  industry standards 
in the c o n t i g u o u s  states and 60 - 70 p e r c e n t  was r e a l i s t i c  for future p l a n­
ning in the R ailbelt. To the cont r a r y ,  a n u m b e r  o f  d o c k e t s  have o c c u r r e d  
in o t h e r  states to r e move c a p a c i t y  o v e r  a 20 p e r c e n t  m a r g i n  from rate base 
ca l c u l a t i o n s .  In addition, a n u m b e r  o f  professional journal articles 
also s u p port a 20 p e r c e n t  r e s e r v e  m a r g i n  in o t h e r  states. On this 
basis, o u r  B r a d l e y  Lake anal y s i s  used a 30 p e r c e n t  r e s e r v e  margin. Based 
on o u r  p r o j e c t i o n s  o f  demand, r e s e r v e  m a r g i n s  in the R a i l b e l t  will p r o b a b l y  
e x c e e d  60 p e r c e n t  until the late 1990s.

In a d dition, T e s o r o  A l a s k a  P e t r o l e u m  C o m p a n y  has r e c e n t l y  c o n t a c t e d  the 
A l a s k a  Publ i c  U t i l i t i e s  C o m m i s s i o n  to c o m m e n c e  c o g e n e r a t i o n  electrical 
p r o d u c t i o n  at the Nikiski r e f i n e r y  on the Kenai Peninsula. T h e y  e x p e c t  to 
be a b l e  to p r o d u c e  all t h e i r  own e l e c t r i c i t y  as well as sell 20 - 40 m e g a­
wat t s  (MW) o f  ele c t r i c i t y .  T h i s  l o w e r  p rice e n e r g y  will m > s t  l i k e l y  add 
40 to 60 M W  to the e x c e s s  c a p a c i t y  in the Railbelt.

T h e r e  w a s  also t e s t i m o n y  p r e s e n t e d  that G o l d e n  V a l l e y  Elect r i c  A s s o c i a t i o n  
(GVEA) had r e d u c e d  its c u s t o m e r  e l e c t r i c  rate 25 p e r c e n t  based on e c o n o m y  
e n e r g y  s ales o v e r  t h e  intertie. The G V E A  has not had a rate c h a n g e  d o c k e t  
o pen in five years, but did l o w e r  its a d j u s t a b l e  fuel s u r c h a r g e  rate based 
on the r e d u c t i o n  of the cost of fuel oil ( obtained from MAPC0) s ince spring 
1986.

2
Indiana P u blic S e r v i c e  Com m i s s i o n ,  N o r t h e r n  Indiana P u b l i c  S e r v i c e  Co., 
C a u s e  4 37458, J u n e  19, 1985, p. 402; P e n n s y l v a n i a  Publ i c  U t i l i t y  C o m m i s­
sion, W e s t  Penn. P o w e r  Co., D o c k e t  ft R-84 2 6 5 1 ,  A u g u s t  28, 1985; Missouri 
P u b l i c  S e r v i c e  Co., Kans a s  City P o w e r  and L i ght Co., Case ft E o - 8 5 - 1 8 5  and 
E0-8 5 - 2 2 5 ,  April 23, 1986.

^ J o h n  D o u g l a s ,  " S y s t e m  R e l i a b l i t y :  S e e i n g  the W h o l e  Pict u r e , "  EPRI
( E l e c t r i c  P o w e r  R e s e a r c h  Institute) J o u r n a l . N o v e m b e r  1986; 37th Annual 
E l e c t r i c a l  F a c i l i t y  Forecast, S t a f f  R e p o r t  from the Elec t r i c a l  W orld 
M a g a z i n e ,  S e p t e m b e r  1986, p. 50; and Paul D. Ziemer, " S ound Public 
P o l i c i e s  a r e  N e e d e d  f o r  an E l e c t r i c  F u t u r e , "  P u b l i c  U t i l i t i e s  
F o r t n i g h t l y .  J u n e  13, 1985.

^ D a v i d  B r o w n ,  E n g i n e e r  T e s o r o  R e f i n i n g  Co., Kenai, Alaska, Personal 
c o m m u n i c a t i o n ,  April 9, 1987.
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P O W E R  R ATES U N D E R  BRAD L E Y  LAKE O R  THE GAS A L T E R N A T I V E

T here was a p r e s e n t a t i o n  and d i s c u s s i o n  d u r i n g  the c o m m i t t e e  hearing r e g a r d­
ing the point in the future w h e n  p o w e r  rates u n d e r  the gas a l t ernative 
w o u l d  b egin to exce e d  the rates p r o j e c t e d  for B r a d l e y  Lake. It was stated 
that the c r o s s o v e r  w ould o c c u r  r o u g h l y  five to s even y e a r s  into Brad l e y  
p o w e r  production. Implicit in this t i m e f r a m e  is the a s s u m p t i o n  that the 
S t a t e  m a k e s  an e q u i t y  c o n t r i b u t i o n  on the o r d e r  o f  $175 m i l l i o n  f o r  the 
B r a d l e y  Lake project, w h e r e a s  the gas t u r b i n e  a l t e r n a t i v e  w o u l d  be enti r e l y  
bond financed. A c c o r d i n g  to our M a r c h  18, 1987 a n a l y s i s  of the e c o n o m i c  
f e a s i b i l i t y  of the two a l t e r n a t i v e s - - w h i c h  a s s u m e d  that c osts for both 
a l t e r n a t i v e s  w o u l d  be bonded, t h e r e b y  i m p l i c i t l y  a s s u m i n g  no further State 
s u b s i d y  o f  B r a d l e y  L a k e - - t h e  p o w e r  rate c r o s s o v e r  w o u l d  o c c u r  in about 
2004, or 14 y e a r s  into B r a d l e y  p o w e r  production.

A l t h o u g h  the i n f ormation p r e s e n t e d  at the h e a r i n g  is p r o b a b l y  r e p r e s e n t a­
tive of rate c a l c u l a t i o n s  for B r a d l e y  Lake, w e  c a u t i o n  y o u  t h a t  the p r o­
je c t e d  p o w e r  r ates u n der the two a l t e r n a t i v e s  are q u i t e  s e n s i t i v e  to some 
of t h e  u n d e r l y i n g  a s s u m p t i o n s  built into the model. C h a n g i n g  the l o n g - t e r m  
bond interest rate from eight to ten percent, for example, d e l a y s  the 
c r o s s o v e r  p oint r o u g h l y  t h ree y e a r s  b e c a u s e  o f  the p r o p o r t i o n a t e l y  g r e a t e r  
impact on B r a d l e y  Lake d e b t  service. On the o t h e r  hand, if the heat rate 
for a n e w  gas turb i n e  is raised from 11,500 B t u / K w h  (assumed in our March 
18 a nalysis) to 13,000, the c r o s s o v e r  p o i n t  w o u l d  o c c u r  r o u g h l y  two y ears 
e a r l i e r  b e c a u s e  g r e a t e r  fuel c o n s u m p t i o n  w o u l d  r a i s e  the gas o o w e r  rates.

B R A D L E Y  LAKE P O W E R  S A L E S  A G R E E M E N T

This section b r i e f l y  clar i f i e s  a n u m b e r  o f  c o m m e n t s  m a d e  d u r i n g  the c o m m i t­
tee h e a r i n g  r e g a r d i n g  the d raft p o w e r  sales a g r e e m e n t  for B r a d l e y  Lake 
power. U n d e r  the p o w e r  sales a g r e e m e n t  (PSA), the R a i l b e l t  u t i l i t i e s  w ould 
be a c c o u n t a b l e  for up to $175 m i l l i o n  in " r e c o v e r a b l e  c o n s t r u c t i o n  costs" 
(Section 1 (dd); 2/12/87 draft). A  l o n g - t e r m  r e v e n u e  bond w o u l d  be issued 
by the APA, and the u tilities w o u l d  be r e s p o n s i b l e  for the annual debt 
s e r v i c e  (about $15.5 m i l l i o n  for a 30-year, $ 1 7 5  m i l l i o n  bond at e i ght p e r­
cent). U n d e r  the d raft PSA, the u t i l i t i e s  and the S tate w o u l d  share 
e q u a l l y  in savings if the B r a d l e y  Lake c o n s t r u c t i o n  c o s t s  c o m e  in u nder 
$350 mill i o n .  On the o t h e r  hand, the S t a t e  w o u l d  be a c c o u n t a b l e  for all 
e x c e s s  c osts a b ove $350 million.

C o n t r a r y  to w h a t  m i g h t  have been inferred from t e s t i m o n y  g i v e n  d u r i n g  the 
hearing, t h e  S t a t e  w o u l d  not r e c o v e r  its e q u i t y  c o n t r i b u t i o n  o f  $ 1 7 5  m i l­
lion u n d e r  the p a y m e n t  s c h e d u l e  p r o p o s e d  in t h e  PSA. S e c t i o n  24 o f  the 
PSA d o e s  p r o v i d e  for an "excess p a y m e n t  a m o unt" t o . b e  paid by the u t i l i t i e s  
as p a r t  o f  the annual p r o j e c t  c osts o n c e  the 3 0 - y e a r  bond has been 
retired. In effect, Rail b e l t  e l e c t r i c  c u s t o m e r s '  p o w e r  rates will c o n t i n u e  
to r e f l e c t  some t h i n g  c lose to the rates paid d u r i n g  the first 30 y e a r s  when



Representative Sam Cotten
April 20, 1987
Page 5

annual debt s e r v i c e  o f  the bond is necessary. The PSA requires that the 
S tate e s t a b l i s h  a r e v o l v i n g  loan fund for future R a i l b e l t  e n e r g y  projects 
into w h i c h  t h ese annual e x cess p a y m e n t s  w o u l d  be d e p o s i t e d .  From the p e r­
sp e c t i v e  of the R a i l b e l t  e l e c t r i c  cust o m e r ,  this proposal will prob a b l y  
o f f e r  little real b e n e f i t  b e c a u s e  t h e i r  p o w e r  rates will r e f l e c t  e i t h e r  the 
annual excess p a y m e n t s  into the r e v o l v i n g  loan fund for new g e n e r a t i n g  
capa c i t y ,  or n e w  annual d e b t  s e r v i c e  to c o v e r  capital i n v e s t m e n t  by the 
u t i l i t i e s  for this same n e w  c a p a c i t y  p u r c h a s e d  w i t h o u t  the loan fund.

The PSA e s t a b l i s h e s  that, at a maximum, the exce s s  p a y m e n t s  w o u l d  equal 
f o u r  c e n t s / k w h  o f  B r a d l e y  Lake p o w e r  p u r c h a s e d  by the utilities. Given 
that B r a d l e y  Lake is e s t i m a t e d  to p r o d u c e  3 6 9 . 2  m i l l i o n  k i l o w a t t s  each 
year, w e  c a l c u l a t e  that the annual e x c e s s  p a y m e n t  to a r e v o l v i n g  loan fund 
w o u l d  be at m o s t  a b o u t  $ 1 4 . 8  million, b e g i n n i n g  in 2021. If we take into
a c c o u n t  infl a t i o n  o v e r  the i n t e r v e n i n g  34 y e a r s  ( p r o j e c t e d  at 4.5 p e r cent
for the p e r i o d  1987 - 2021), the $ 1 4 . 8  m i l l i o n  will be w o r t h  a bout $3.2 m i l­
lion in t o d a y ' s  doll a r s .  B e c a u s e  the p a y m e n t s  w o u l d  c o m m e n c e  so far in the 
future, the net p r e s e n t  v a l u e  of a 2 0 - y e a r  r e v e n u e  s t r e a m  (2021 - 2040) 
into the r e v o l v i n g  loan fund (under the original 5 0 - y e a r  p o w e r  sales a g r e e­
ment) is e s t i m a t e d  to be about $ 1 0  million.

S T A T E W I D E  E N E R G Y  E X P E N D I T U R E S

T h e  c o n c e p t  o f  a s t a t e w i d e  p r o g r a m  for s h a ring in the e x p e n d i t u r e  o f  State 
e n e r g y  d o l l a r s  in the future w a s  c o n s i d e r e d  d u r i n g  the c o m m i t t e e  hearing. 
It w a s  a s s e r t e d  that rural areas had not r e c e i v e d  an e q u i t a b l e  s hare of 
S t a t e  e n e r g y  funds to date. T a b l e  1 b e l o w  s u m m a r i z e s  o u r  e s t i m a t e s  of
S t a t e  e n e r g y  a p p r o p r i a t i o n s  for the p e r i o d  FY 77 - FY 8 6 . On a strict
u r b a n-rural split, the urban areas of the s tate (as n o t e d  in T a b l e  1) have 
r e c e i v e d  n e a r l y  t hree times the e n e r g y  a p p r o p r i a t i o n s  r e c e i v e d  by the rural
areas on a p e r  c a p i t a  basis.
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E S T I M A T E D  S TATE
T A B L E  1 

E N ERGY A P P R O P R I A T I O N S : FY 77 - FY 86

R E G I O N
FY 85 

P O P U L A T I O N
T O T A L  E S T I M A T E D  
A P P R O P R I A T I O N S PER CAPI T A

U rban 3 7 7 , 4 4 0 $ 1 , 5 4 9 , 6 0 0 , 0 0 0 $4,106

Rural 145,608 2 1 4 , 1 0 0 , 0 0 0 1,470

R a i l b e l t  
w / R . E . F d  
w / o  R.E.Fd

3 7 6 . 1 3 6
3 7 6 . 1 3 6

7 0 9 . 5 0 0 . 0 0 0
4 2 8 . 5 7 0 . 0 0 0

1 , 8 8 6
1,139

F o u r - D a m
Pool 32,991 8 3 9 , 9 0 0 , 0 0 0 2 5 , 4 5 8

U n a l l o c a t a b l e
(statewide) 52 3 , 0 4 8 1 3 1 , 8 0 0 , 0 0 0 252

Total
S t a t e w i d e 5 2 3 , 0 4 8 1 , 8 9 5 , 3 0 0 , 0 0 0 3 , 624

Note: 1) Both g r a n t s  and loans are i n c l u d e d  in a p p r o p r i a t i o n  totals.

2) B e c a u s e  o f  d i f f i c u l t i e s  e n c o u n t e r e d  in r e c o n c i l i n g  n u m e r o u s  
l e g i s l a t i v e  a p p r o p r i a t i o n  b i l l s  w i t h  a g e n c y  records, these 
f i g u r e s  s h o u l d  b e  v i e w e d  as a p p r o x i m a t i o n s  w h i c h  g e n e r a l l y  
r e f l e c t  e n e r g y  e x p e n d i t u r e s  in d i f f e r e n t  r e g i o n s  of the State.

3) "Urban" includes the c o m m u n i t i e s :  A n c h o r a g e ,  Fairbanks, Juneau, 
K e n a i ,  K e t c h i k a n ,  Kodiak, Palmer, Pete r s b u r g ,  Seward, Sitka, 
Soldotna, Valdez, W a s i 1 1 a  and W r a n g e l l .

4) R a i l b e l t  a p p r o p r i a t i o n s  a r e  e s t i m a t e d  w i t h  and w i t h o u t  the 
Ra i l b e l t  E n e r g y  Fund o f  $281 m i l l i o n .

5) R. E. Fd = R a i l b e l t  E n e r g y  Fynd.

6 ) F o u r - D a m  Pool c o m m u n i t i e s  i n c l u d e  Kodiak, Port Lions, Valdez, 
G l e n n a l l e n ,  K e t c h i k a n ,  W r a n g e l l  and P e t e r s b u r g .

S o u rce: Rural Energy: An O v e r v i e w  o f  P r o g r a m s  and P o l i c y . H o u s e  R e s e a r c h
A g e n c y  R e p o r t  8 5 - C  ( F e b r u a r y  1985) and a p p r o p r i a t i o n  updates.
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The urban figure is somewhat m i s l e a d i n g  b e c a u s e  it includes a p p r o p r i a t i o n s  
for the f o u r - d a m  pool projects, w h i c h  v a s t l y  e x c e e d  a p p r o p r i a t i o n s  for 
rural o r  R a i l b e l t  p r o j e c t s  on a per c a p i t a  basis, as indicated in T able 1. 
If w e  c o m p a r e  rural and R a i l b e l t  p e r  c a p i t a  a p p r o p r i a t i o n s ,  rural resi d e n t s  
h a v e  r e c e i v e d  about $400 less than R a i l b e l t  r e s i d e n t s - - a s s u m i n g  that the 
R a i l b e l t  Ener g y  Fund (REF) is spent in the Railbelt. W i t h o u t  the REF, h o w­
ever, the R a i l b e l t  regi o n  will h a v e  r e c e i v e d  less per c a p i t a  than rural 
A l a s k a  o v e r  the 10-year period. As y o u  are aware, a p r i m a r y  vehi c l e  for 
e q u a l i z i n g  s t a t e w i d e  p o w e r  rates p r e s e n t l y  is the P o w e r  Cost E q u a l i z a t i o n  
Program, w h i c h  will r e p r e s e n t  a b o u t  $95 per c a p i t a  in FY 87 for rural 
r e s idents.

C O O K  I NLET GAS F O R  P O W E R  G E N E R A T I O N

C o m m e n t s  w e r e  r a i s e d  d u r i n g  the c o m m i t t e e  h e a r i n g  r e g a r d i n g  the l o n g - t e r m  
a v a i l a b i l i t y  o f  C o o k  Inlet natural gas for p o w e r  g e n e r a t i o n .  It w a s  
a s s e r t e d  that gas p r o d u c t i o n  will d e c l i n e  u n l e s s  n e w  r e s e r v e s  are f o u n d - - a  
s e r i o u s  c o n c e r n  on the p l a n n i n g  h o r i z o n  for u t i l i t y  m a n a g e m e n t .  As y o u  m a y  
recall, o u r  April 13, 1987 m e m o r a n d u m  w h i c h  e x a m i n e d  the C o o k  Inlet gas 
s i t u a t i o n  c o n c l u d e d  that known gas r e s e r v e s  w o u l d  l i k e l y  s u p p l y  c u r r e n t  
end uses until a p p r o x i m a t e l y  2010. Further, w e  s u g g e s t e d  that additional 
r e c o v e r a b l e  g a s - -1 ikely to be d i s c o v e r e d  a l t h o u g h  in u n c e r t a i n  amou n t s - -  
c o u l d  s u p p l y  R a i l b e l t  c o n s u m p t i o n  for a n o t h e r  10 to 25 years, o r  longer.

T e s t i m o n y  was p r e s e n t e d  that C o o k  Inlet gas s h o u l d  be r e s e r v e d  f o r  its 
" h i g h e s t  and best u s e " - - p r e s u m e d l y  s p a c e  h e a t i n g  and p o w e r  g e n e r a t i o n .  T h e  
im p l i c a t i o n ,  o f  course, is that o t h e r  u s e s - - s p e c i f i c a l l y  LNG e x p o r t  and 
A m m o n i a - U r e a  p r o d u c t i o n - - s h o u l d  s o m e h o w  be r e s t r i c t e d .  W e  b e l i e v e  that a 
p u b l i c  p o l i c y  proposal is being c o n f u s e d  w i t h  c u r r e n t  and future m a r k e t  
c o n d i t i o n s  in C o o k  Inlet. As o u r  April 13 m e m o r a n d u m  sug g e s t e d ,  d w i n d l i n g  
gas s u p p l i e s  at some p o int in the f u t u r e  w o u l d  l i k e l y  push c o n t r a c t  p r i c e s  
upward. Non r e g i o n a l  use (LNG e x p o r t  and A m m m o n i a - U r e a  prod u c t i o n )  c o u l d  
d e c l i n e  as foreign c u s t o m e r s  seek c h e a p e r  p r o d u c t s  e l s e w h e r e  o r  C o o k  Inlet 
p r o d u c e r s  seek more p r o f i t a b l e  gas c o n t r a c t s  w i t h  R a i l b e l t  e l e c t r i c  and 
s p a c e - h e a t i n g  u t i l i t i e s .  F u ture m a r k e t  c o n d i t i o n s  woul d ,  in effect, 
r e s e r v e  the gas for those end uses w h i c h  are w i l l i n g  to p a y - - w i t h o u t  any 
p u b l i c  p o l i c y  intervention.

★ ★ ★

Pl e a s e  c o n t a c t  us if you have any q u e s t i o n s  r e g a r d i n g  this information.

A t t a c h m e n t
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M E M O R A N D U M

TO: R e p r e s e n t a t i v e . S a m  Cotten

FROM: G i n n y  Fay
Legislative/Analj/dt

RE: R a i l b e l t  Energy Analysis
R e s e a r c h  R e q uest 8 7 .114 (Supplemental Information)

As p a r t  o f  this agency's analysis of R a i l b e l t  energy, y o u  r e q u e s t e d  that we 
p r o v i d e  additional information on c o g e n e r a t i o n  and small electrical p ower 
f a c i l i t i e s  that are covered u n d e r  the Public U t i l i t i e s  R e g u l a t o r y  Policy 
A c t  (PURPA) o f  1978. These f a c i l i t i e s  w e r e  g e n e r a l l y  refe r r e d  to as P URPA 
g e n e r a t o r s  in o u r  m e m o r a n d u m  of M a rch 18. This m e m o r a n d u m  i n i t i a l l y  covers 
the regul.atory auth o r i t y  p u r s u a n t  to PURPA and an o v e r v i e w  of h o w  t hese 
a l t e r n a t i v e  e n e r g y  r e g ulations have a f f e c t e d  electrical p ower g e n e r a t i o n  in 
the U n i t e d  States. This is f o l l o w e d  by a d i s c u s s i o n  o f  the potential 
e f f e c t s  o f  S tate f inancing of the B r a d l e y  Lake p r o j e c t  on these types of 
f a c i l i t i e s  in the Railbelt. This includes a d i s c u s s i o n  of t h e  r o l e  of the 
A l a s k a  P u blic Util i t i e s  C o m m i s s i o n  (APUC) and Federal Energy R e g u l a t o r y  
C o m m i s s i o n  (FERC) in the Bradley Lake P o w e r  Sales A g reement.

R e g u l a t o r y  B a c k g r o u n d  and A u t h o r i t y

P r e c i p i t a t e d  by the A r a b  oil e m b a r g o  in 1973 and f u r t h e r  a c c e n t u a t e d  by the 
i n a b i l i t y  o f  pipe l i n e s  to d e l i v e r  natural gas to meet w i n t e r  demands, 
l e g i s l a t i o n  was proposed by P r e s i d e n t  C a r t e r  to curb A m e r i c a ' s  use of oil 
and gas. The legislation was d e s i g n e d  to e l i m i n a t e  the coun t r y ' s
d e p e n d e n c e  on foreign oil w h i l e  s i m u l t a n e o u s l y  c o n s e r v i n g  "scarce" natural 
resources. The result of the a d m i n i s t r a t i o n ' s  leg i s l a t i v e  p a c kage was the
p a s s a g e  o f  the National Energy Acts w h i c h  w e r e  signed into law by the 
P r e s i d e n t  on N o v e m b e r  9, 1978.
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C o n t a i n e d  w i t h i n  the Public U t i l i t i e s  R e g u l a t o r y  P o licy A c t  of 1978 (PURPA1 
w e r e  two sect i o n s  regarding small p o w e r  p r o d u c t i o n  and cogeneration. 
The P U R P A  w a s  desi g n e d  to e n c o u r a g e  c o n s e r v a t i o n  and e f f i c i e n c y  in energy 
use, r e g u l a t e  w h e e l i n g  o f  bulk power, and p r o v i d e  ince n t i v e s  for industrial 
c o g e n e r a t o r s  and small p ower producers.

At present, s m a l l - s c a l e  renewable t e c h n o l o g i e s  are not a m a j o r  f a ctor in 
the n a t i o n ' s  overall e l e c t r i c i t y  supply, a c c o u n t i n g  for less than o n e - h a l f  
of one p e r c e n t  of total g e n e r a t i n g  capacity. Traditional u t i l i t y  forecasts 
o f  e l e c t r i c i t y  supplies have not even included t hese r esources in c a p a c i t y  
plan n i n g .  Currently, with oil pric e s  falling, r e n e w a b l e  e n e r g y  tax
c r e d i t s  b e ing phased out, and cutbacks in federal r e s e a r c h  and d e v e l o p m e n t  
support, t h e r e  is a t e n d e n c y  to down play the future role o f  rene w a b l e  
t e c h n o l o g i e s .  M a r k e t  pene t r a t i o n  o f  r e n e w a b l e  t e c h n o l o g i e s  is g r o w­
ing, however, and m o s t  h a v e  a t t r a c t i v e  f e a t u r e s — i n c l u d i n g  short lead time, 
m o d u l a r  d e s i g n  c h a r a cteristics, r e d u c e d  env i r o n m e n t a l  impacts, and 
i n f l a t i o n - p r o o f  fuel c o s t s — t h a t  m a k e  t h e m  e s p e c i a l l y  a p p r o p r i a t e  for 
d e p l o y m e n t  in t o d a y ' s  unce r t a i n  u t i l i t y  p l a n n i n g  environment.

A l t h o u g h  the portion of electrical p o w e r  g e n e r a t i o n  p r o v i d e d  by
c o g e n e r a t i o n  and small power faci l i t i e s  r e m ains small, t r e m e n d o u s  growth 
has o c c u r r e d  in the appl i c a t i o n  o f  t hese t e c h n o l o g i e s  duri n g  the years 
s i n c e  e n a c t m e n t  o f  P U R P A  (Figure 1). W h e t h e r  m e a s u r e d  by the increase in 
total d o l l a r s  expe n d e d  on c o g e n e r a t i o n  e q u i p m e n t  and rela t e d  systems, by 
the n u m b e r  o f  a p p l ications for q u a l i f y i n g  f a c i l i t y  status f i led with the
Federal E n e r g y  R e g u l a t o r y  C o m m i s s i o n  (FERC), or by the increase in the
n a t i o n ' s  electrical capa c i t y  c o n t r i b u t e d  by P U R P A  systems, it is c l e a r  that 
t h e s e  f a c i l i t i e s  are b eginning to c o n t r i b u t e  s i g n i f i c a n t l y  to Amer i c a ' s  
e n e r g y  s u p p l y  and have become an impo r t a n t  f a c t o r  in plan n i n g  for the 
n a t i o n ' s  e n e r g y  needs to the y e a r  2 0 0 0 /  T a b l e  1 provides information 
r e g a r d i n g  potential electrical p o w e r  p r o d u c t i o n  by cogeneration.

^ S e c t i o n  201, 92 Stat. 3134, 16 U.S.C. § 796(16) t h r ough (22), and §210,
92 Stat. 3144, 16 U.S.C. § 824a-3.

-'Cogeneration is the sequential p r o d u c t i o n  o f  both electrical (or
m e c h a n i c a l )  e n e r g y  and thermal e n e r g y  from the same p r i m a r y  e n ergy
source.

^The e x c e p t i o n  to this is California, w h i c h  has adopted an avoided cost 
m e t h o d o l o g y  for electrical capa c i t y  production.

5S c o t t  A. Fenn, " R enewable Power G e n e ration: B e yond the Shakeout," P u b -
lic U t i l i t i e s  F o r t n i g h t l y . N o v e m b e r  13, 1986, p. 24.

6 Ibid., p. 25.

7M ichael J. Z i m m e r  and Beverly E. Jones, "Cogeneration: Boon or Bane to 
C o n s u m e r s ? "  Public Utilities F o r t n i g h t l y . June 12, 1986, p. 23.



F ig u r e  1

Source: Fenn, op. cit., p. 27

TABLE 1
Summary of Cogeneration Potential Compared to Current 

Capacity o f Operating Power Plant* as of 1983 (Megawatts)
rommAL total camt cmm. as a
D6TALUD INSTALLED PDCDfT CT TOTAL

STXTE coax. cAp/cmruj clcc. CAP/cmm djt. capacity
ALAAV* 1,017 19,199 5.30
ALASKA IIS 1,444 12.11
ARIZONA 145 11.015 1.32
ARKANSAS 353 8,796 4.01
CALIFORNIA 3,944 39,821 9.90
COLORADO 135 6,501 2.Of
CDMmCW 251 6,107 4.23
OOMUX 111 2,053 9.16
OIST CT COLLM3LA 1 561 0.12
flOfUDA * 1.016 31,893 3.19
GZDfCIA 920 17,562 5.24
HAWAII 147 1.412 9.92
IDAHO 21 2,020 1.04
HLDOIS 1,408 29.710 4.74
DCIANA 502 18.700 2.68
XCM 412 8,815 5.47
KANSAS 513 9.488 6.14
KDmoar 534 15.965 3.34
LOUISIANA 3,291 15,695 21.01
HAIKE 529 2,396 22.08
KARYLMO 410 9,116 4.18
WiSAOCSTTTS 533 9,910 5.31
HJCXICAH 631 22.058 2.16
HDMSOTA 370 8,610 4.30
hississippi 385 5,825 6.61
H1SS0UR2 271 15.720 1.72
PCKTAHA 0 3,219 0
NEBPASXA 217 5,195 3.68
NEVADA 5 4,564 0.11
WX kixpskire 2!0 1,536 16.21
w* -TRsnr 1.418 13,785 10.29
NIX HXICO 206 5,393 3.12
MX YORK 2,126 32.043 6.64
)OTH CAKXJXA 882 11,419 4.79
K3RTH CAAOTA 221 3,828 5.77
CH10 2,103 27.467 7. 66
CKLAfO* 475 12,560 3.78
craccx 454 10,576 4.29
PD4CYLVANIA 2,512 34,124 7.21
»«XC ISLVC 62 270 30.35
9CUTM CAPCL2XA 960 12,316 7.79
SOJVi DAKOTA 0 2,432 0
7DNESSZX 654 11.111 3.60
TEXAS 5.110 57.615 1.87
UTAH 72 3,032 2.31
VDKNT 38 949 4.00
VIRGINIA 714 11,513 6.81
KASHnCTCX 700 21.808 3.21
wOS7 TINS IN IA 260 15.156 1.72
WISCONSIN 1,241 10.721 11.50
WYCX2C 3C6 5.920 5.20

TOTALS 39,344 ** 655,493 H* 6.00
90UPCZS: (1) Dun 4Brad*Croat TKftrucal EDoralc Su v u m  andTIN B-Mrvy

CHiwlĉ — rit Crojp, Prap*rad for U.S. Cape, of Dvrgy, 
Indaatnal Cbaantratior. Potential >1990-2000) for 
Application ot tour Cjrercirlly avajIjoU Priwrttvara *t 
trm Plant H t» lAuqwt 1)9411

12) Am raporud t* *11 utllitiaa to O^mrmtk of Chatty.
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This g r o w t h  in c o g e n e r a t i o n  and r enewable e n e r g y  f a c i l i t i e s  has not been 
a c h i e v e d  w i t h o u t  some difficulties. The stru g g l e  often has involved a 
port i o n  o f  the e n e r g y  industry w hich could stand to g a i n  the m o s t  from a 
c o o p e r a t i v e  p a r t n e r s h i p  w i t h  these b u d ding t e c h n o l o g i e s - - t h e  electric 
u tilities. The suppliers and d e v e l o p e r s  of t hese n ewer energy
t e c h n o l o g i e s  have not been d ominated by the t r a ditional u t i l i t y  industry. 
T h e  u t i l i t y  industry, with a few notable e x c eptions, has been c o n tent to 
a l l o w  n o n u t i l i t y  comp a n i e s  to d e v e l o p  and serve as a p r o v i n g  g r o u n d  for 
t h ese h i g h - r i s k  new t echnologies. D e v e l o p m e n t  o f  r e n e w a b l e  t e c h n o l o g i e s  is 
b eing c a r r i e d  out p r i n c i p a l l y  by a d i v e r s e  g r o u p  of n o n u t i l i t y  deve l o p e r s  
r a n g i n g  f r o m  m u l t i n ational aerospace and p e t r o l e u m  c o m p a n i e s  to s m a l l , 
e n t r e p r e n e u r i a l  firms founded on the w o r k  of a s i ngle investor. One o f  
the p rincipal intents o f  P U R P A  w a s  to f a c i l i t a t e  t h e  i n c o r p o r a t i o n  o f  these 
t e c h n o l o g i e s  into the electrical r e g u l a t o r y  p r o c e s s  and m a r k e t s  and ther e b y  
e n c o u r a g e  t h e i r  d e v e l opment.

The r e s i s t a n c e  of util i t i e s  is, in part, a r e s u l t  o f  a b r o a d e r  r e s t r u c t u r­
ing o f  the electrical production industry. T r a d i t i o n a l l y ,  e l e c t r i c  u t i l i­
ties have e n j o y e d  g e o g r a p h i c  mono p o l i e s  u n d e r  c o n d i t i o n s  of r a p i d l y  growing 
p o w e r  c o n s u m p t i o n .  T h e  n a t i o n w i d e  d e c line in g r o w t h  o f  electrical demand, 
c o u p l e d  w i t h  i ncreased c o m petition from u n r e g u l a t e d  i n d u s t r i e s  (such as the 
p r o d u c e r s  o f  i n s u l a t i o n  and more e f f i c i e n t  l i g h t i n g  systems) and o ther 
u t i l i t i e s  m a r k e t i n g  surplus power, has made the p r o d u c t i o n  o f  e l e c t r i c i t y  a 
m o r e  c o m p e t i t i v e  industry. Perhaps the m o s t  i m p o r t a n t  n e w  form of 
c o m p e t i t i o n  for e l e c t r i c  util i t i e s  in the long run, however, is the 
e m e r g e n c e  o f  n o n u t i l i t y  p o w e r  p roducers s e l l i n g  p o w e r  to the g r i d  under 
p r o v i s i o n s  o f  the P U R P A . 10

W ith the d e v e l o p m e n t  o f  PURPA, Congress g a v e  the FERC a m a n d a t e  to 
p r e s c r i b e  rules as it d e t e r m i n e d  n e c e s s a r y  to e n c o u r a g e  c o g e n e r a t i o n  and 
r e n e w a b l e  p o w e r  production. Those rules w e r e  to r e q u i r e  e l e c t r i c  util i t i e s  
to o f f e r  to p u r c h a s e  e l e c t r i c  ener g y  from P U RPA f a c i l i t i e s  (referred to as 
"qua l i f y i n g  f acilities"). The r e g u lations w e r e  to e n s u r e  that the rates 
for such p u r c h a s e s  w o u l d  be just and r e a s o n a b l e  to the c o n s u m e r s  of the 
e l e c t r i c  u t i l i t i e s  and in the public interest, w o u l d  not d i s c r i m i n a t e  
a g a i n s t  the P U R P A  facility, and w o u l d  result in a rate w h i c h  w o u l d  require 
the u t i l i t y ' s  c u s t o m e r s  to pay no more than they w o u l d  have paid for e l e c­
tri c i t y  had t h ^  u t i l i t y  produced the e l e c t r i c i t y  or p u r c h a s e d  it from 
a n o t h e r  s o u r c e . 1 - Thus, t h e  p rice a u t i l i t y  w o u l d  p a y  f o r  e l e c t r i c i t y  
p r o d u c e d  by a q u a l i f y i n g  facili_ty__would _._equal. „ t h e  .utility's ."avoided 
cost."

8 Ibid.

9 Scott A. Fenn, "Ren e w a b l e  Power Generation: B e yond the Shakeout,"
p. 26.

*9 Ibid., p. 24.

1 1 P URPA § 210(b), 16 U.S.C. § 824a-3(b).
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Rates for e l e c t r i c i t y  p u r c h a s e d  from qual i f y i n g  f a c i l i t i e s  (QF) by electric 
u til i t i e s  b a sed on avoided costs fall g e n e r a l l y  into two categories: c a p i­
tal costs and r u n n i n g  or oper a t i n g  costs. The QF is e n t i t l e d  to a c a p a c i t y  
pa y ment w h e n  the u t i l i t y  can avoid the capital costs o f  b u i l d i n g  a n e w  g e n­
erat i n g  unit by p u r c h a s i n g  e l e c t r i c i t y  from the QF. W h e t h e r  or not the 
u t i l i t y  m u s t  incur capital costs to s u pply the needs of its customers, the 
u t i l i t y  is e x p e c t e d  to save o p e r a t i n g  costs w h e n  it p u rchases e l e c t r i c i t y  
from a QF i n s tead of prod u c i n g  the e l e c t r i c i t y  f r o m  its own plants. The 
o p e r a t i n g  c o s t  savings are intended to be passed on to the QF in the form 
of e n e r g y  p a y m e n t s . 2 The conditions under w h i c h  c a p a c i t y  costs should 
be incl u d e d  in a v o i d e d  costs calc u l a t i o n s  has been the s o urce o f  c o n s i d e r­
able d e b a t e  on both the state and federal u t i l i t y  r e g u l a t o r y  level. The 
d e b a t e  is a r e s u l t  of both the r e g u l a t o r y  c o m p l e x i t i e s  of d e t e r m i n i n g  
avoi d e d  c o sts and the b alancing the interests o f  utilities, qualified 
f acilities, and e l e c t r i c  consumers.

B r a d l e y  L a k e  P r o j e c t  F inancing and P o w e r  S ales A g r e e m e n t

The P URPA r e q u i r e s  a public u t i lity to p u r c h a s e  e l e c t r i c  p o w e r  and energy 
from q u a l i f y i n g  f a c i l i t i e s  at the utility's a v o i d e d  cost. As ment i o n e d  
above, t h e s e  a v o i d e d  costs are the cost a u t i l i t y  w o u l d  avoid by p u r chasing 
p o w e r  f r o m  a q u a l i f y i n g  facility r a t h e r  than g e n e r a t i n g  p o w e r  itself or 
p u r c h a s i n g  t h e  p o w e r  elsewhere. As a resu l t  o f  t h e  S t ate subsidy o f  the 
B r a d l e y  Lake project, avoided cost c a l c u l a t i o n s  for the four planned 
Railb e l t  P U R P A  f a c i l i t i e s  can be e x p e c t e d  to be l o w e r  than o t h e r w i s e  w o uld 
be likely.

The d e v e l o p e r s  of all four of the P U R P A  proj e c t s  have filed c o m p l a i n t s  with 
the A l a s k a  P u blic U t i l i t i e s  C o m m i s s i o n  (APUC) a g a i n s t  the u t i l i t y  to which 
they seek to sell p o w e r . E a c h  c o m p l a i n t  r e q u e s t s  the A P U C  to dete r m i n e  
the a v o i d e d  c o s t  t h e  u t i l i t y  is r e q u i r e d  to pay to q u a l i f y i n g  facilities 
u n d e r  PURPA. T h e  complaints, and p a r t i c u l a r l y  the SGI complaint, also seek 
to p r o h i b i t  the u t i l i t i e s  f r o m  m a k i n g  p ower purchases, such as from the 
B r a d l e y  Lake project, that w o u l d  e l i m i n a t e  the n e e d  for p o w e r  from the 
p r i v a t e  project.

12R o bert D. Stewart, Jr., "The Law of C o g e n e r a t i o n  in O k l a h o m a , "  Public 
U t i l i t i e s  F o r t n i g h t l y . N o v e m b e r  27, 1986, p. 24.

13T h e  f o u r  p r i v a t e  s e ctor p ower projects proposed in the R a i l b e l t  include 
A E M  Corp. w i t h  a 25 M w  "waste coal" p r o j e c t  in H e a l y  sell i n g  to GVEA;
SGI, Inc. w i t h  a 50 M w  w aste coal proj e c t  selling to AML&P; M a t - S U  Energy
Corp. w i t h  20 M w  peat facility selling to MEA; and V a l l e y  Energy Corp.
w i t h  a 15 M w  p r o j e c t  fired by wood chips selling o u t p u t  to MEA.
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U n d e r  c u r r e n t  S t a t e  l a w - - w h i c h  r e q u i r e s  the APUC to r e v i e w  w h o l e s a l e  power 
s ales a g r e e m e n t s - - t h e  s i g n i f i c a n c e  o f  t hese filings are twofold. First,
b e c a u s e  the q u a l i f y i n g  f a c i l i t i e s  have filed d o c k e t s  p r i o r  to the APUC 
r e v i e w  o f  the B r a d l e y  Lake P ower Sales A g reement, capital costs of the 
B r a d l e y  Lake p r o j e c t  w o u l d  be included in the c a l c u l a t i o n  o f  avoided
costs. T h e  seco n d  factor, however, is that b e c a u s e  the B r a dley Lake
p r o j e c t  is the "competing" incremental p ower purchase, the a v o ided capital 
cost w o u l d  be r e d u c e d  to the e x t e n t  that the S t ate s u b s i d i z e s  the
c o n s t r u c t i o n  o f  B r a d l e y  Lake. G i v e n  t h e  A P U C ' s  a u t h o r i t y  u n d e r  the 
c u r r e n t  S t a t e  law, B r a d l e y  Lake capital c o s t s  w o u l d  be i n c l u d e d  in the 
c a l c u l a t i o n  o f  a v o i d e d  c o s t s  for t h e  q u a l i f y i n g  f a c i l i t i e s  in the
Railbelt.

If S e n a t e  Bill 2 2 - - w h i c h  r e t r o a c t i v e l y  removes A P U C ' s  a u t h o r i t y  to r e view 
w h o l e s a l e  p o w e r  sales a g r e e m e n t s - - i s  passed, a second s c e n a r i o  results in 
w h i c h  B r a d l e y  Lake capital costs w o u l d  not be incl u d e d  in the c a l c u l a t i o n  
o f  avoi d e d  c osts for p o w e r  purc h a s e s  from q u a l i f i e d  facilities. This is 
b ased on t h e  a s s u m p t i o n  that the R a i l b e l t  u t i l i t i e s  will have e n t e r e d  into 
the B r a d l e y  Lake P o w e r  Sales A g r e e m e n t  and will have no f u r t h e r  need for 
e lectrical p o w e r  g e n e r a t i o n  capacity. O n c e  a g e n e r a t i n g  f a c i l i t y  (e.g., 
B r a d l e y  Lake) has been constructed, its capital cost c a n n o t  be c o n s i d e r e d  
p art o f  a u t i l i t y ' s  a v o i d e d  c o s t s . 14 A f t e r  the c o m p l e t i o n  o f  the Brad l e y  
Lake project, our analysis o f  Rail b e l t  d e m a n d  (see our M a r c h  18 m e m orandum) 
i ndicates that t h e r e  will be no additional g e n e r a t i n g  c a p a c i t y  req u i r e m e n t s  
until a p p r o x i m a t e l y  1998. Therefore, t h ere w o u l d  be no a v o i d e d  capital 
c osts for P U R P A  facilities. Removal o f  capital costs in the avoi d e d  cost 
c a l c u l a t i o n s  can be e x p e c t e d  to have a s i g n i f i c a n t  impact on the e c o n o m i c  
f e a s i b i l i t y  o f  p l a n n e d  P U R P A  g e n e r a t o r s  in the Railbelt.

A v o i d e d  c osts are c a l c u l a t e d  on an individual u t i l i t y  basis. If S S S B  22 is 
passed, o n l y  o p e r a t i n g  costs w o u l d  be i n c l u d e d  in the c a l c u l a t i o n  of 
avoi d e d  costs. B e c a u s e  o f  t h e  c o m p l e x i t i e s  and the v a r i a b i l i t y  o f  factors 
infl u e n c i n g  t h e s e  a v o ided cost c a l c u l a t i o n s  (such as w h a t  port i o n  of each 
u t i l i t y ' s  electrical g e n e r a t i o n  a n d/or p u r c h a s e s  is B r a d l e y  Lake power), it 
is d i f f i c u l t  to e s t i m a t e  the affect of B r a d l e y  Lake p o w e r  on avoided 
o p e r a t i n g  c osts in t h e  Railbelt. In a r e cent l e t t e r , 1 5 Ted Moninski, of 
the APUC, indicated that a f t e r  the seven R a i l b e l t  util i t i e s  have signed a 
c o n t r a c t  r e q u i r i n g  t h e m  to purc h a s e  B r a d l e y  Lake power, the avoided 
o p e r a t i n g  c o s t  to be paid to a q u a l i f i e d  f a c i l i t y  w o u l d  m o s t  l i k e l y  be the 
p rice o f  B r a d l e y  Lake p o w e r - p r o v i d i n g  the p u r c h a s i n g  u t i l i t y  requ i r e d

1 4 Even t h ough B r a d l e y  Lake will not have been completed, the take or pay 
p r o v i s i o n  o f  the p o w e r  sales a g r e e m e n t  will c o mmit the signing u tilities 
to B r a d l e y  Lake g e n e r a t i n g  capacity.

15 T.S. Moninski II, l e t t e r  to Rep. Kay Brown, M a r c h  31, 1987.



additional p o w e r . 15 T h e  p rice at w h i c h  the A l a s k a  Power A u t h o r i t y  sells 
e l e c t r i c i t y  to the R a i l b e l t  u t i l i t i e s  becomes the incremental c o s t  for the 
p u r c h a s e  o f  additional power. If the u t i lity had no p o w e r  r e q u i r e m e n t s  in
a ddition to B r a d l e y  Lake power, the avoided costs w o u l d  p r o b a b l y  be b elow
the cost o f  B r a d l e y  Lake power.

The p u b l i c  f i n a n c i n g  o f  the B r a d l e y  Lake project w o u l d  l o w e r  the cost of 
B r a d l e y  Lake power. A  q u a l i f y i n g  facility u nder p r i v a t e  fina n c i n g  might
not be able to p r o v i d e  p o w e r  at the avoided cost resu l t i n g  from the public
fina n c i n g  of the B r a d l e y  Lake project. Econ o m i c  t h e o r y  suggests that
p r i v a t e  f i n a n c i n g  o f  and prod u c t i o n  from PURPA q u a l i f y i n g  f a c i l i t i e s  will 
be less w i t h  p u b l i c  funding o f  the Brad l e y  Lake p r o j e c t  than without. 
T his implies that, ultimately, the Stat e ' s  f i n a n c i n g  o f  B r a d l e y  Lake will 
p r o b a b l y  d i s p l a c e  o r  d e l a y  at least a p o r tion o f  p r i v a t e  f i n a n c i n g  and 
c o n s t r u c t i o n  o f  P U R P A  f a c i l i t i e s  in the Railbelt. This is b ased on the 
a s s u m p t i o n  that the cost o f  Brad l e y  Lake p ower w o u l d  be c o n s i d e r e d  the the 
incremental avoided cost.

It is u n l i k e l y  that B r a d l e y  Lake capital costs w o u l d  be e x c l u d e d  from 
a v o i d e d  c o s t  c a l c u l a t i o n s ,  however, because the P URPA also r e q u i r e s  the 
A PUC to e n f o r c e  the obligated, regu l a t e d  u tilities to p u r c h a s e  p ower from 
q u a l i f y i n g  f a c i l i t i e s  at avoided cost. Beca u s e  this is a federal
regu l a t i o n ,  t h i s  a s p e c t  o f  t h e  A P U C ' s  r e v i e w  o f  t h e  B r a d l e y  Lake Power 
S a l e s  A g r e e m e n t  c a n n o t  be e l i m i n a t e d  by the A l a s k a  S t a t e  L e g i s l a t u r e ' s  
removal o f  A P U C ' s  a u t h o r i t y  to r e v i e w  w h o l e s a l e  p o w e r  s a les a g r e e m e n t s  as 
p r o p o s e d  b y  S S S B  22. If A P U C  a u t h o r i t y  is removed, a f f e c t e d  parties w ould 
most l i k e l y  p e t i t i o n  t h e  A P U C  u nder the federal statute. Ultimately, the 
q u a l i f y i n g  f a c i l i t i e s  w o u l d  have standing in federal d i s t r i c t  c o urt and the 
m a t t e r  w o u l d  pass out o f  S tate j u r i s d i c t i o n  to the FERC. It a p p e a r s  that
the S t a t e  w o u l d  r e t a i n  t h e  g r e a t e s t  level o f  control o v e r  t h e  B r a d l e y  Lake
P o w e r  S a l e s  A g r e e m e n t s  by n o t  p a s s i n g  S S S B  22.

W h i l e  t h e r e  are r e l a t i v e l y  f e w  cases rega r d i n g  the a p p l i c a t i o n  of FERC 
r e g u l a t i o n s  in a situ a t i o n  a nalogous to the R a ilbelt's B r a d l e y  Lake project 
and q u a l i f y i n g  f a c i lities, one s i m i l a r  ruling should be noted. In a d o cket 
p e r t a i n i n g  to the O g l e t h o r p e  P ower C o r p o r a t i o n  (RE81-56), the FERC decided 
that when a u t i l i t y  s ells p o w e r  at w h o l e s a l e  to util i t i e s  w h o  in turn 
d i s t r i b u t e  e l e c t r i c i t y  at retail, it m a y  c o l l e c t i v e l y  e x c u s e  the individual 
retail u t i l i t i e s  f r o m  the obli g a t i o n  to p u r c h a s e  p o wer from the qual i f y i n g  
f a c i l i t i e s  and instead a l l o w  the obli g a t i o n  to fall upon the whol e s a l e  
g e n e r a t i o n  and t r a n s m i s s i o n  company. U nder this FERC ruling, the 
O g l e t h o r p e  Power C o r p o r a t i o n  was required to p u r c h a s e  p ower and resell it. 
This r u ling implies that as part of the Bradley Lake Power S ales Agreement, 
the A l a s k a  Power A u t h o r i t y ,  as the w h o l e s a l e  d i s t r i b u t o r  of e l e c t r i c  power, 
c ould be r e q u i r e d  to p u r c h a s e  and resell p ower from q u a l i f y i n g  facilities.

1 5 It is uncertain, however, w h y  the A P U C  w o u l d  c o n s i d e r  B r a d l e y  Lake 
p o w e r  to be the basis for d e t e r m i n i n g  avoided c o sts r a t h e r  than any of 
the utilities' m o r e  e x p e n s i v e  increments o f  power.
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The O g l e t h o r p e  d e c i s i o n  is founded on the idea that the FERC o u g h t  to enjoy 
c o n s i d e r a b l e  l a t i t u d e  in m a k i n g  sure that the goals o f  P U R P A - - t h e  fostering 
and e n c o u r a g e m e n t  o f  c o g e n e r a t i o n  and small power product i o n - - w i l l  not be 
comp r o m i s e d .  Thus, even though there is no specific P U RPA prov i s i o n  or
r e g u l a t i o n  a l l o w i n g  for a w a i v e r  o f  the obli g a t i o n  to p u r c h a s e  e l e c t r i c i t y  
f r o m  a QF, the FERC d e c i d e d  that such a u t h o r i t y  was impli c i t  where 
n e c e s s a r y  to a c c o m p l i s h  che stated s t a t u t o r y  objective. In Oglethorpe, 
t h a t  a u t h o r i t y  r e sted upon a catchall c l ause in P URPA allowing the FERC to
a dopt "such rules as it d e t e r m i n e s  nece s s a r y "  to enco u r a g e  cog e n e r a t i o n
d e v e l o p m e n t . '

In the case o f  O g l e t h o r p e  Power, the s y s t e m  w a s  oper a t e d  in such a w a y  that 
it was e c o n o m i c a l l y  practical for the central w h o l e s a l e  arm to c o o rdinate 
all QF p u r c h a s e s  r a t h e r  than to incur the e x p ense and i n c o n v e n i e n c e  of 
r e q u i r i n g  each retail u t i l i t y  to d e v e l o p  and install an a d m i n i s t r a t i v e  and 
e n g i n e e r i n g  s t a f f  for QF p u r c h a s e  operations. Therefore, the syst e m  was 
al l owed to c o n c e n t r a t e  QF p urchases in one s p o t . 18

It shou l d  be n oted that small h y d r o e l e c t r i c  projects can be qualifying
f a c i l i t i e s  u n d e r  PURPA. The B r a d l e y  Lake project, however, exceeds the 80 
M w  c a p a c i t y  limit.

I hope this i n f o r m a t i o n  is useful. If y o u  have additional question, please 
do not h e s i t a t e  to c o n t a c t  me.

^ B r u c e  W. Rastford, "Pages from the Editor," Public U t ilities F o r t­
n i g h t l y . N o v e m b e r  28, 1985, p. 4.

18Ibid.
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T h i s  m e m o r a n d u m  c l a r i f i e s  o u r  B r a d l e y  Lake f e a s i b i l i t y  a n a l y s i s  and b r i e f l y  
a d d r e s s e s  a n u m b e r  o f  q u e s t i o n s  r a i s e d  d u r i n g  y e s t e r d a y ' s  b r i e f i n g  on 
R a i l b e l t  e n e r g y  issues.

B R A D L E Y  LAKE F E A S I B I L I T Y  A N A L Y S I S

T h e  net savi n g s  c a l c u l a t i o n s  in o u r  M a r c h  18, 1987 m e m o r a n d u m  c o r r e c t l y  
c o m p a r e  the annual p r o d u c t i o n  o f  3 6 9  g i g a w a t t  hours (gwh) f r o m  B r a d l e y  Lake 
( o p e r a t i n g  at an annual e f f e c t i v e  c a p a c i t y  o f  a bout 42 m e g a w a t t s )  w i t h  369 
g w h  annual p r o d u c t i o n  f r o m  a 87 m e g a w a t t  (MW) gas p l a n t  ( o p e r a t i n g  at an 
e q u i v a l e n t  e f f e c t i v e  c a p a c i t y  o f  r o u g h l y  41 MW). In o t h e r  w o rds, t h e  model 
a d j u s t s  the g a s  p l a n t  o u t p u t  to m a t c h  t h e  p r o j e c t e d  p o w e r  p r o d u c t i o n  f r o m  
B r a d l e y  Lake.

It c o u l d  be a r g u e d  that a 40 M W  gas t u r b i n e  o p e r a t i n g  at full c a p a c i t y  
c o u l d  p r o v i d e  r o u g h l y  t h e  e q u i v a l e n t  a m o u n t  o f  e n e r g y  as a l a r g e r  t u r b i n e  
o p e r a t i n g  at 47 p e r c e n t  capacity. If w e  s u b s t i t u t e  a s m a l l e r  gas t u r b i n e  
f o r  the gas g e n e r a t i o n  a l t e r n a t i v e  u n d e r  o u r  s c e n a r i o  III ( B r a d l e y  Lake 
c o n s t r u c t e d  as s c h e d u l e d  c o m p a r e d  w i t h  gas p l a n t  in o p e r a t i o n  in 1998), the 
B r a d l e y  Lake net savings d e c l i n e  from $36 m i l l i o n  to $3 m i l l i o n  (see 
A t t a c h m e n t  A). However, we do not b e l i e v e  that i n s t a l l a t i o n  o f  a 4 0  M W  gas 
t u r b i n e  in t h e  late 1990s is a r e a l i s t i c  a l t e r n a t i v e  b e c a u s e  it w o u l d  be 
i n s u f f i c i e n t  to m e e t  p r o j e c t e d  R a i l b e l t  d e m a n d  a f t e r  a b o u t  2002. In fact, 
i n s t a l l a t i o n  of a 87 M W  gas p l a n t  in t h e  l a t e  1990s w o u l d  also be 
i n s u f f i c i e n t  to m e e t  p r o j e c t e d  R a i l b e l t  e n e r g y  d e m a n d  b e y o n d  2002 (see 
A t t a c h m e n t  B ) .
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O u r  d e m a n d  f o r e c a s t  suggests that B r a d l e y  Lake p o w e r  is u n n e c e s s a r y  until 
the late 1990s. At that time, B r a d l e y  Lake p ower w o uld p r o v i d e  sufficient 
p o w e r  to p o s t p o n e  the i n s t a l l a t i o n  of additional g e n e r a t i o n  facilities for 
r o u g h l y  five years. To r e i t e r a t e  a p o i n t  m a d e  in o u r  p r e v i o u s  memorandum, 
o u r  a n a l y s i s  answers the q u e s t i o n  asked: B r a d l e y  Lake will probably
p r o d u c e  an i n c r e m e n t  o f  e n e r g y  p r o d u c t i o n  m o r e  c h e a p l y  than a gas 
a l t e r n a t i v e  o v e r  the 5 0 - y e a r  p e riod o f  analysis. We have not, however, 
a n s w e r e d  w h a t  w e  b e l i e v e  to be the m o r e  a p p r o p r i a t e  q u e s t i o n  of "what is 
t h e  l e a s t  c o s t  m e a n s  o f  m e e t i n g  t h e  p r o j e c t e d  R a i l b e l t  d e mand for 
electrical powe r ? "  A d d r e s s i n g  this q u e s t i o n  is m o r e  l i k e l y  to ensure l o wer 
p o w e r  rates for the R a i l b e l t  e l e c t r i c  con s u m e r s .

C O N T R A C T  T E R M I N A T I O N  A N D  S I T E  R E S T O R A T I O N  C O S T S  IF B R A D L E Y  LAKE IS 
C A N C E L L E D

If t h e  B r a d l e y  Lake p r o j e c t  w e r e  cancelled, a p p r o x i m a t e l y  $30 m i l l i o n  in 
t e r m i n a t i o n  and site r e s t o r a t i o n  c osts w o u l d  be incurred. The question 
r a i s e d  d u r i n g  the brief i n g  w a s  w h e t h e r  t h e s e  c o s t s  s h o u l d  be a t t r i b u t e d  to 
B r a d l e y  L a k e  o r  t h e  g a s  g e n e r a t i o n  a l t e r n a t i v e  in t h e  f e a s i b i l i t y  
a nalysis. W e  b e l i e v e  (and o u r  a n a l y s i s  assumes) that the t e r m i n a t i o n  and 
site r e s t o r a t i o n  costs shou l d  be c a l c u l a t e d  as an e x p e n s e  of the gas 
a l t e r n a t i v e  b e c a u s e  t h e s e  c o s t s  w o u l d  be i n c u r r e d  o n l y  i f  t h e  d e c i s i o n  
w e r e  m a d e  t o  p r o c e e d  w i t h  t h e  g a s  a l t e r n a t i v e  r a t h e r  t h a n  c o m p l e t e  B r a d l e y  
Lake. On t h e  o t h e r  hand, i f  the S t a t e  c o m p l e t e s  B r a d l e y  Lake, t h e s e  c osts 
w o u l d  not be incurred.

T H E  F E A S I B I L I T Y  O F  THE P R O P O S E D  I N T E R T I E S

A  n u m b e r  o f  q u e s t i o n s  w e r e  r a i s e d  d u r i n g  the b r i e f i n g  r e g a r d i n g  the 
K e n a i - A n c h o r a g e  a n d  A n c h o r a g e - F a i r b a n k s  i n t e r t i e s - - s p e c i f i c a l l y  w i t h  
r e s p e c t  to the p r o p o s e d  c o u p l i n g  of the B r a d l e y  Lake p r o j e c t  w i t h  State 
f u n d i n g  for the c o n s t r u c t i o n  a n d / o r  u p g r a d e  o f  t h e s e  i n terties. W h i l e  we 
a c k n o w l e d g e  the i m p o r t a n c e  o f  a r e v i e w  and a n a l y s i s  o f  the p r o p o s e d  i n t e r­
ties, w e  w o u l d  l i k e  to p o i n t  out that our p r e s e n t  a n a l y s i s  was d i r e c t e d  
t o w a r d  a n s w e r i n g  the q u e s t i o n  of w h i c h  a l t e r n a t i v e  (Bra d l e y  Lake or a gas 
t u r b i n e )  p r o v i d e s  p o w e r  l e s s  e x p e n s i v e l y  o v e r  a 5 0 - y e a r  p e r i o d  of 
anal y s i s .  We are now e x a m i n i n g  the i n t e r t i e  p r o p o s a l s  as part o f  this 
s e ries o f  m e m o r a n d u m s  we are p r e p a r i n g  on R a i l b e l t  e n e r g y  issues. We 
intend to i n t e g r a t e  t r a n s m i s s i o n  r e q u i r e m e n t s  into o u r  overall a n a l y s i s  of 
B r a d l e y  Lake and the gas g e n e r a t i o n  alte r n a t i v e .
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O T H E R  ISSUES

You r e q u e s t e d  that w e  examine two additional issues w hich are p e r t i n e n t  to 
the l e g i s l a t u r e ' s  c o n s i d e r a t i o n  of R a i l b e l t  e n e r g y  projects. The issues 
were:

cost e s t i m a t e s  for site r e s t o r a t i o n  w h i c h  w o u l d  be r e q u i r e d  by the 
FERC if B r a d l e y  Lake w e r e  t e r m i n a t e d ;  and

t h e  l o n g - t e r m  a v a i l a b i l i t y  o f  n a t u r a l  gas in C o o k  Inlet for 
g a s - f i r e d  p o w e r  g e n e ration.

We will p r o v i d e  info r m a t i o n  r e g a r d i n g  t hese issues s h o r t l y  in a subs e q u e n t  
m e m o r a n d u m .

* *  * 

P l e a s e  c o n t a c t  us if y o u  have any questions.





TABLE A.1 DELAY OF GAS GENERATION ALTERMATI' 
BRADLEY LAKE NET SAVINGS ANALYSIS

ANALYSIS PARAMETERS YEAR

Cash Flow for Base 2016
Construction Cost: 2017

1987 OX 2018
1988 OX 2019
1989 OX 2020
1990 OX 2021
1991 OX 2022
1992 OX 2023
1993 OX 2024
1994 OX 2025
1995 OX 2026
1996 50X 2027
1997 50X 2028

2029
Load Factor: 100X 2030

Annual Energy (gwh): 369.2 2031
Transmission Cost 2032
($1986 M illions): $0.0 2033

2034
LAKE 2035

Cost to Complete: $283.0 2036
Debt Service (30 yr): $25.1 2037

2038
GAS $217.6 2039
& s ite  resto ra tion $30.0 2040
GAS $247.6

NP COST BRADLEY $244.6
NET SAVINGS BRADLEY 13.0

NOTE: The analysis is based on a model original

ITH INSTALLATION OF A 40 HW GAS TURBINE

CAPITAL DEBT FIXED VARIABLE FUEL 
COST SERVICE O&H O&H COST

($86 HLN) ($86 HLN) ($86 HLN) ($86 KLN) ($86 MLN)

1.0 0.5 0.5 12.3
0.9 0.5 0.5 12.6
0.9 0.5 0.5 12.8
0.8 0.5 0.5 13.1
0.8 0.5 0.5 13.3
0.8 0.5 0.5 13.6
0.7 0.5 0.5 13.9
0.7 0.5 0.5 14.1
0.7 0.5 0.5 14.4
0.6 0.5 0.5 14.7
0.6 0.5 0.5 15.0
0.6 0.5 0.5 15.3
0.6 0.5 0.5 15.6
0.5 0.5 0.5 15.9
0.5 0.5 0.5 16.2
0.5 0.5 0.5 16.6
0.5 0.5 0.5 16.9
0.5 0.5 0.5 17.2
0.4 0.5 0.5 17.6
0.4 0.5 0.5 17.9
0.4 0.5 0.5 18.3
0.4 0.5 0.5 18.7
0.4 0.5 0.5 19.0
0.4 0.5 0.5 19.4
0.3 0.5 0.5 19.8

developed by the Alaska Power Authority.

Prepared by the House Research Agency, March 1987 (40MWgas; 870109-02).

REAL
TAL REAL WELLHEAD BRADLEY BRADLEY TOTAL
OST RATE GAS PRICE O&M DS BRADLEY
HLN) (C/KWH) (S86/MHBTU) ($86 HLN) ($86 HLN) ($86 HLN)

14.2 3.9 2.90 2.0 6.7 8.7
14.4 3.9 2.96 2.0 6.4 8.4
14.7 4.0 3.02 2.0 6.1 8.1
14.9 4.0 3.08 2.0 5.9 7.9
15.1 4.1 3.14 2.0 5.6 7.6
15.3 4.2 3.20 2.0 2.0
15.6 4.2 3.26 2.0 2.0
15.8 4.3 3.33 2.0 2.0
16.1 4.4 3.40 2.0 2.0
16.3 4.4 3.46 2.0 2.0
16.6 4.5 3.53 2.0 2.0
16.9 4.6 3.60 2.0 2.0
17.1 4.6 3.68 2.0 2.0
17.4 4.7 3.75 2.0 2.0
17.7 4.8 3.82 2.0 2.0
18.0 4.9 3.90 2.0 2.0
18.3 5.0 3.98 2.0 2.0
18.7 5.1 4.06 2.0 2.0
19.0 5.1 4.14 2.0 2.0
19.3 5.2 4.22 2.0 2.0
19.7 5.3 4.31 2.0 2.0
20.0 5.4 4.39 2.0 2.0
20.4 5.5 4.48 2.0 2.0
20.7 5.6 4.57 2.0 2.0
21.1 5.7 4.66 2.0 2.0



TABLE A. 1 DELAY OF GAS GENERATION ALTERNATIVE/WITH INSTALLATION OF A AO MW GAS TURBINE 
BRADLEY LAKE 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&H DS BRADLEY
ANALYSIS PARAMETERS YEAR ($86 HLN) ($86 HLN) ($86 HLN) ($86 HLM) ($86 HLN) ($86 HLN) (C/KWH) (S86/MHBTU) ($86 HLN) ($86 HLN) ($86 HLN)

Base Capital Cost Excluding IDC
($1986/net kw): $400

1987 0.0 $1.63
Capacity (net kw): 40,000 1988 0.0 1.66

1989 0.0 1.70
Construction Period (years): 2 1990 0.0 1.73

Total Bonds: $30.8 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.OX 1993 0.0 1.84 2.0 18.5 20.5
Bond Payment (1997$): $3.6 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 8.0 1.95 2.0 16.2 18.2
Reinvest Rate: 6 .OX 1997 8.0 2.2 2.2 0.6 1.99 2.0 15.5 17.5
Discount Rate: 3.5X 1998 2.1 0.5 0.5 8.6 11.7 3.2 2.03 2.0 14.8 16.8

1999 2.0 0.5 0.5 8.8 11.8 3.2 2.07 2.0 14.2 16.2
2000 2.0 0.5 0.5 9.0 11.9 3.2 2.11 2.0 13.6 15.6

Fixed O&H Cost (S1986/kw/yr): $11.25 2001 1.9 0.5 0.5 9.1 12.0 3.2 2.15 2.0 13.0 15.0
2002 1.8 0.5 0.5 9.3 12.1 3.3 2.20 2.0 12.4 14.4
2003 1.7 0.5 0.5 9.5 12.2 3.3 2.24 2.0 11.9 13.9

Variable O&M Cost ($1986/kwh): $0.0014 2004 1.6 0.5 0.5 9.7 12.3 3.3 2.29 2.0 11.4 13.4
2005 1.6 0.5 0.5 9.9 12.4 3.4 2.33 2.0 10.9 12.9

New Turbine Heat Rate 2006 1.5 0.5 0.5 10.1 12.6 3.4 2.38 2.0 10.4 12.4
(8TU/kwh): 11,500 2007 1.4 0.5 0.5 10.3 12.7 3.4 2.43 2.0 10.0 12.0

2008 1.4 0.5 0.5 10.5 12.8 3.5 2.47 2.0 9.5 11.5
2009 1.3 0.5 0.5 10.7 13.0 3.5 2.52 2.0 9.1 11.1

Wellhead Gas Price 2010 1.3 0.5 0.5 10.9 13.2 3.6 2.57 2.0 8.7 10.7
(S1986/MHBTU): $1.60 2011 1.2 0.5 0.5 11.1 13.3 3.6 2.62 2.0 8.4 10.4

Gas Delivery ($86): $0.00 2012 1.2 0.5 0.5 11.4 13.5 3.7 2.68 2.0 8.0 10.0
Real Wellhead Price 2013 1.1 0.5 0.5 11.6 13.7 3.7 2.73 2.0 7.7 9.7

Escalation Rate: 2 .OX 2014 1.1 0.5 0.5 11.8 13.8 3.8 2.79 2.0 7.3 9.3
2015 1.0 0.5 0.5 12.1 14.0 3.8 2.84 2.0 7.0 9.0
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Steve Cowper.

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

State of Alaska

April 17, 1987

T h e  H o n o r a b l e  V i r g i n i a  C o l l i n s  
A l a s k a  S t a t e  R e p r e s e n t a t i v e  
A l a s k a  H o u s e  o f  R e p r e s e n t a t i v e s  
P o s t  O f f i c e  Box V 
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  R e p r e s e n t a t i v e  Collins:

T h a n k  y o u  f o r  y o u r  l e t t e r  d a t e d  M a r c h  31, 1987, r e q u e s t i n g  o u r  
r e p l y  to the c o r r e s p o n d e n c e  f r o m  Mr. D a l e  Teel o f  the Eristar 
Natural G a s  Company. O u r  r e m a r k s  a r e  p r e s e n t e d  b e l o w  for e a c h  of 
the crit i c a l  s t a t e m e n t s  m a d e  b y  Enstar:

E n s t a r  S t a t e m e n t  1 (a) : A P A  is in e r r o r  on t h e  p r e s e n t  and
p r o b a b l e  f u t u r e  price o f  natural gas.

T h e  f e a s i b i l i t y  s t u d y  p e r f o r m e d  by S t o n e  and W e b s t e r  for A P A  and 
r e l e a s e d  in 1984 e v a l u a t e d  t h e  p r o j e c t  on the b asis o f  two d i s t i n c t  
natural g a s  p r i c e  f o r e c a s t s  s h o w n  below:

Natural Gas P r i c e  Forecasts: W e l l h e a d  Values 
F r o m  1984 B r a d l e y  L a k e  F e a s i b i l i t y  S t u d y  

(1983 d o l l a r s  p e r  MMBTU)

Year
R e f e r e n c e

Case
S e n s i t i v i t y

Case

1985 $ 2 . 1 6 $ 2.13
1995 3 . 1 8 2.23
2 0 0 5 4 . 2 7 2.16
2 0 1 5 5 . 6 0 2.16
2025 6 . 8 3 2.16
2 0 3 5 7 . 7 3 2.16

T h e  p r o j e c t  w a s  f ^ u n d  to be e c o n o m i c a l l y  f e a s i b l e  in both the 
r e f e r e n c e  c a s e  a n d  t h e  s e n s i t i v i t y  case.

T h e  Federal E n e r g y  R e g u l a t o r y  C o m m i s s i o n  (FERC) r e l e a s e d  its own 
e v a l u a t i o n  o f  t h e  p r o j e c t  in S e p t e m b e r  1985 b a s e d  on t h e  f o l l o w i n g

8 7 9 9 / 6 9 1 ( 1 )

□ PO. Box AM Juneau, Alaska 99811 (907) 465-3575
Z PO. 8ox 190869 701 East Tudor Road Anchorage, Alaska 99519-0869 (907)561-7877
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natural gas p r i c e  fore c a s t :

Natural G a s  P r i c e  F o r e c a s t :  W e l l h e a d  V a l u e  
F rom 1985 FERC P r o j e c t  E v a l u a t i o n  

(1982 d o l l a r s  p e r  MMBTU)

Y e a r P rice

1985 $ 1.99
1990 1.99
1 995 2.19
2000 2.42
2 0 1 0 3.26
2 0 2 0 5 .58

T h e  F E R C  e v a l u a t i o n  a l s o  f o u n d  t h e  p r o j e c t  to be e c o n o m i c a l l y  
feas i b l e .

In D e c e m b e r  1982, the E n s t a r  N a t ural G a s  C o m p a n y  e n t e r e d  into 
c o n t r a c t s  f o r  t h e  p u r c h a s e  o f  s i g n i f i c a n t  q u a n t i t i e s  o f  gas p r iced 
i n i t i a l l y  a t  $ 2.32 per MMBT U .  T h e  p u r c h a s e  p r i c e  is a d j u s t e d  
a n n u a l l y  b a s e d  o n  c h a n g e s  in the p r i c e  o f  fuel oil. As a r e s u l t  o f  
t h e s e  a d j u s t m e n t s  and t h e  b e h a v i o r  of oil prices, the p u r c h a s e  
p r i c e  has n o w  d e c l i n e d  b e l o w  $2.00. A l t h o u g h  the long run p rice 
f o r e c a s t  o f  Cook I nlet natural g a s  will a l w a y s  be an area o f  
u n c e r t a i n t y ,  t h e  p r i c e  level n e g o t i a t e d  by E n s t a r  in D e c e m b e r  1982 
c o n f i r m s  at a m i n i m u m  t h a t  t h e  long run f o r e c a s t  f o r  the 
s e n s i t i v i t y  c a s e  in t h e  f e a s i b i l i t y  s t u d y  is reasonable.

M o r e  r e c e n t  u p d a t e s  o f  B r a d l e y  L a k e  e c o n o m i c s  have not been based 
o n  a p a r t i c u l a r  natural gas p r i c e  f o r e c a s t ,  b u t  i n s t e a d  have 
p r e s e n t e d  s i m p l e  c o m p a r i s o n s  b a s e d  on a w i d e  r a n g e  o f  p o s s i b l e  
n a t ural gas p r i c e  t r a j e c t o r i e s .  All o f  t h ese m o r e  r e c e n t  
c o m p a r i s o n s  p e r f o r m e d  b y  A P A  b e g i n  w i t h  an a s s u m e d  base p r i c e  of 
C o o k  I n l e t  natural gas o f  $ 1 . 6 0  p e r  M M B T U  at the w e l l h e a d .

E n s t a r  S t a t e m e n t  1 (b) : A P A  is in e r r o r  on gas u s a g e
(i.e. e f f i c i e n c y )  o f  g a s - f i r e d  
g e n e r a t i n g  plants.

T h e  "full load" h e a t  r a t e s  a s s u m e d  in t h e  1984 f e a s i b i l i t y  s tudy 
were: 8 , 0 0 0  B T U / K W H  f o r  a 200 M W  g a s - f i r e d  c o m b i n e d  c y c l e  plant,
and 1 2 , 2 0 0  B T U / K W H  f o r  a 70 M W  g a s - f i r e d  c o m b u s t i o n  turbine. A 
"full load" heat r a t e  r e f e r s  to t h e  m a x i m u m  e f f i c i e n c y  o f  a unit 
o p e r a t i n g  a t  full c a p a c i t y .  E f f i c i e n c y  is r e d u c e d  f o r  units 
o p e r a t i n g  a t  less than full c a p a c i t y .  T h e  c o m b i n e d  c y c l e  h e a t  rate 
n o t e d  a b o v e  r e f l e c t s  g r e a t e r  e f f i c i e n c y  t h a n  has b e e n  r e p o r t e d  for 
a n y  e x i s t i n g  c o m b i n e d  c y c l e  p l a n t  in t h e  Railbelt. T h e  c o m b u s t i o n

8799/691(2)
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t u r b i n e  h e a t  r a t e  n o t e d  a b o v e  r e f l e c t s  a s l i g h t l y  l o w e r  level o f  
e f f i c i e n c y  than has b e e n  r e p o r t e d  at "full load" f o r  the n e w e s t  
c o m b u s t i o n  t u r b i n e  o f  c o m p a r a b l e  s i z e  i n s t a l l e d  in the Railbelt.

The m e t h o d o l o g y  o f  the 1 9 8 4  f e a s i b i l i t y  s t u d y  was to model the 
d e v e l o p m e n t  a n d  o p e r a t i o n  o f  t h e  e n t i r e  R a i l b e l t  s y s t e m  w i t h  and 
w i t h o u t  B r a d l e y  L a k e  in o r d e r  to d e t e r m i n e  t h e  i m p a c t  o f  the 
p r o j e c t  on total s y s t e m  c o sts. S u b s e q u e n t l y ,  r e q u e s t s  w e r e  
c o n v e y e d  t o  A P A  s t a f f  to p r o d u c e  a h i g h l y  s i m p l i f i e d  u p d a t e  of 
B r a d l e y  L a k e  e c o n o m i c s .  It w a s  d e t e r m i n e d  t h a t  t h e  m o s t  e a s i l y  
u n d e r s t o o d  a p p r o a c h  to t h e s e  r e q u e s t s  w a s  to set up a s i m p l e  
c o m p a r i s o n  o f  B r a d l e y  Lake c o s t s  w i t h  the c o s t s  o f  d u p l i c a t i n g  
B r a d l e y  L a k e ' s  o u t p u t  c h a r a c t e r i s t i c s  u s i n g  a natural g a s - f i r e d  
g e n e r a t i n g  unit. T h e  type o f  u n i t  s e l e c t e d  f o r  this c o m p a r i s o n  w a s  
a g a s - f i r e d  c o m b u s t i o n  t u r b i n e  b e c a u s e ,  u n l i k e  c o m b i n e d  c y c l e  
unit s ,  a c o m b u s t i o n  t u r b i n e  can be o p e r a t e d  to p r o d u c e  the same 
p a t t e r n  o f  o u t p u t  as B r a d l e y  Lake.

T h e  v a l u e  o f  the B r a d l e y  L a k e  p r o j e c t  is m a x i m i z e d  by o p e r a t i n g  it 
as a p e a k i n g  u n i t  (i.e. c o n c e n t r a t i n g  its o u t p u t  d u r i n g  p e r i o d s  o f  
peak p o w e r  d e m a n d ) ,  a n d  it is i n t e n d e d  t h a t  the p r o j e c t  be o p e r a t e d  
in t h a t  m a n n e r .  A  c o m b i n e d  c y c l e  u n i t ,  t h o u g h  m o r e  e f f i c i e n t  than 
a c o m b u s t i o n  t u r b i n e ,  is d e s i g n e d  f o r  b a s e  load a p p l i c a t i o n s  and is 
not c a p a b l e  o f  e f f e c t i v e  o p e r a t i o n  as a p e a k i n g  unit. B e c a u s e  a 
c o m b u s t i o n  t u r b i n e  c a n  r e a d i l y  d u p l i c a t e  t h e  o u t p u t  c h a r a c t e r i s t i c s  
o f  B r a d l e y  Lake w h i l e  a c o m b i n e d  c y c l e  u n i t  c a n n o t ,  a n y  simp l e  
c o m p a r i s o n  b e t w e e n  B r a d l e y  L a k e  and a natural g a s - f i r e d  g e n e r a t o r  
s h o u l d  be b a s e d  on t h e  c o s t s  o f  o p e r a t i n g  a c o m b u s t i o n  turbine.

The c o s t  c o m p a r i s o n  p r o d u c e d  in A u g u s t  1986 w a s  b a s e d  on a 
c o m b u s t i o n  t u r b i n e  w i t h  an a s s u m e d  a v e r a g e  " heat r ate" o f  1 2 , 0 0 0  
BTU/KWH. T h a t  level o f  e f f i c i e n c y  is a p p r o x i m a t e l y  equal to the 
m a x i m u m  e f f i c i e n c y  r e p o r t e d  f o r  the n e w e s t  c o m b u s t i o n  t u r b i n e  
i n s t a l l e d  in t h e  R a i l b e l t ,  o p e r a t i n g  at full c a p a c i t y .  A  n u m b e r  o f  
s u b s e q u e n t  c o m p a r i s o n s  p e r f o r m e d  by A P A  and o t h e r s  are b a s e d  on an 
a s s u m e d  a v e r a g e  h e a t  rate o f  1 3 , 0 0 0  B T U / K W H .  T h e  r e a s o n  f o r  this 
is t h a t  t h e  c o m b u s t i o n  t u r b i n e  w o u l d  n o t  be o p e r a t e d  a t  full 
c a p a c i t y  (and, t h e r e f o r e ,  a t  m a x i m u m  e f f i c i e n c y )  a t  all times, but 
r a t h e r  w o u l d  p r o d u c e  a v a r i a b l e  p a t t e r n  o f  o u t p u t  r e f l e c t i n g  less 
than full c a p a c i t y  o p e r a t i o n  d u r i n g  m u c h  o f  the y e a r .  A n  e s t i m a t e  
o f  a v e r a g e  e f f i c i e n c y  t h r o u g h o u t  the y e a r  has t h e r e f o r e  been 
s u b s t i t u t e d  in t h e s e  l a t e r  c o m p a r i s o n s  f o r  an e s t i m a t e  o f  m a x i m u m  
e f f i c i e n c y .

E n s t a r  S t a t e m e n t  1 (c) : A P A  is in e r r o r  o n  capital c o s t  of
g a s - f i r e d  g e n e r a t o r s .

Capital c o s t  e s t i m a t e s  f o r  natural g a s - f i r e d  g e n e r a t o r s  w e r e  !
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d e v e l o p e d  f o r  t h e  R a i l b e l t  E l e c t r i c  P o w e r  A l t e r n a t i v e s  S t u d y  
p r e p a r e d  by B a t t e l l e  P a c i f i c  N o r t h w e s t  L a b o r a t o r i e s  in 1982 on 
c o n t r a c t  to the O f f i c e  o f  the G o v e r n o r ,  D i v i s i o n  o f  P o l i c y  
D e v e l o p m e n t  a n d  P l a n n i n g .  T h e  B a t t e l l e  e s t i m a t e s  f r o m  t h a t  s t u d y  
a r e  as follows:

Capital C o s t  o f  G a s - F i r e d  G e n e r a t o r s  
F r o m  B a t t e l l e ,  1982 R a i l b e l t  A l t e r n a t i v e s  S t u d y  

(1980 dollars)

70 M W  C o m b u s t i o n  T u r b i n e  $ 5 6 0  p e r  KW
200 M W  C o m b i n e d  C y c l e  $ 9 2 0  p e r  KW

T h e s e  e s t i m a t e s  f r o m  t h e  B a t t e l l e  s t u d y  w e r e  u s e d  in the 1984 
B r a d l e y  Lake f e a s i b i l i t y  s t u d y  a f t e r  a d j u s t i n g  f o r  inflation.

T h e  B r a d l e y  L a k e  e c o n o m i c  u p d a t e  issued in A u g u s t  1986 u s e d  a 
capital c o s t  e s t i m a t e  o f  $484 per KW (in 1986 doll a r s )  f o r  a 
c o m b u s t i o n  t u r b i n e ,  b a s e d  on the actual c o s t  o f  i n s t a l l i n g  the new 
c o m b u s t i o n  t u r b i n e  l o c a t e d  at Sold o t n a .  It has b e e n  n o t e d  t h a t  the 
c o s t  o f  i n s t a l l i n g  the S o l d o t n a  u n i t  i n c l u d e d  a s i g n i f i c a n t  m e a s u r e  
o f  site p r e p a r a t i o n  e x p e n s e  t h a t  w o u l d  u s u a l l y  not be incurred. As 
a resu l t ,  the m o s t  r e c e n t  c o m p a r i s o n s  o f  B r a d l e y  L a k e  c osts w i t h  
t h e  c o s t s  o f  b u i l d i n g  a n d  o p e r a t i n g  a c o m b u s t i o n  t u r b i n e  have used 
capital c o s t  e s t i m a t e s  o f  $ 3 5 0  to $400 p e r  KW (in 1986 doll a r s ) .

E n s t a r  S t a t e m e n t  2 : A P A  has not e v a l u a t e d  t h e  loss o f  S t a t e
r e v e n u e  t h a t  w o u l d  o c c u r  as a r e s u l t  of 
r e d u c e d  natural gas sales.

T h e  B r a d l e y  L a k e  p r o j e c t  will help to e x t e n d  t h e  life o f  Cook Inlet 
gas s u p p l i e s ,  but will n o t  r e d u c e  the a g g r e g a t e  a m o u n t  o f  such gas 
c o n s u m e d  o v e r  time. T h e  e f f e c t  on S t a t e  r e v e n u e s  w o u l d  be to help 
s t r e t c h  t h e m  out o v e r  a s o m e w h a t  l o n g e r  t i m e  p e r i o d ,  not to reduce 
t h e  total a m o u n t  r e c e i v e d .  To the e x t e n t  t h a t  r e s o u r c e  p r ices 
i n c r e a s e  o v e r  time, the total a m o u n t  o f  S t a t e  r e v e n u e  f r o m  the sale 
o f  t h e s e  r e s o u r c e s  w o u l d  be increased.

E n s t a r  S t a t e m e n t  3 (a) : C o m p l e t i n g  B r a d l e y  L a k e  n o w  w o u l d
s e r i o u s l y  d r i v e  R a i l b e l t  e l e c t r i c  rates 
upward.

It is p r e s e n t l y  a n t i c i p a t e d  t h a t  the p r i c e  o f  B r a d l e y  L a k e  o u t p u t  
in its initial y e a r  o f  o p e r a t i o n  will be a p p r o x i m a t e l y  5 . 0  cents 
p e r  kwh. If all o f  t h e  p r o j e c t ' s  o u t p u t  w e r e  s o l d  to C h u g a c h  
E l e c t r i c  A s s o c i a t i o n  a n d  H o m e r  E l e c t r i c  A s s o c i a t i o n ,  it is 
e s t i m a t e d  t h a t  retail r a t e s  in t h a t  initial y e a r  w o u l d  be
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a p p r o x i m a t e l y  2% to 4 %  h i g h e r  t h a n  t h e y  w o u l d  o t h e r w i s e  be. If all 
s even R a i l b e l t  u t i l i t i e s  p a r t i c i p a t e  in p u r c h a s i n g  B r a d l e y  Lake 
o u t put, t h e  m a g n i t u d e  o f  retail rate impact in the initial y e a r  
w o u l d  be r e d u c e d  by a p p r o x i m a t e l y  half.

O v e r  the long term, B r a d l e y  L a k e  r ates will be h i g h l y  r e s i s t a n t  to 
i n f l a t i o n  b e c a u s e  the d o m i n a n t  c o s t  e l e m e n t  is f i x e d  annual debt 
service. T h o u g h  r a tes f r o m  B r a d l e y  L a k e  w o u l d  be s t a b l e  o v e r  time, 
r ates f o r  g a s - f i r e d  g e n e r a t i o n  a r e  e x p e c t e d  to i n c r e a s e  at least as 
m u c h  as the r a t e  of i n f l a t i o n .  T h e  p u r c h a s i n g  u t i l i t i e s  have 
e x p r e s s e d  the e x p e c t a t i o n  t h a t  B r a d l e y  L a k e  rates will equal 
g a s - f i r e d  r a t e s  w i t h i n  the f i r s t  f i v e  to ten y e a r s  o f  p r o j e c t  
ope r a t i o n .  S i n c e  the p r o j e c t  is e x p e c t e d  to p r o d u c e  p o w e r  for 
perh a p s  100 y e a r s  b e f o r e  r e q u i r i n g  m a j o r  r e n o v a t i o n  o f  its p r i m a r y  
s t r u c t u r e s ,  B r a d l e y  L a k e  r ates a r e  e x p e c t e d  to be less e x p e n s i v e  
than the g a s - f i r e d  a l t e r n a t i v e  f o r  90 to 95 y e a r s  f o l l o w i n g  the 
c r o s s o v e r  point. T h e  long run c o s t  s a v i n g s  and rate s t a b i l i t y  o f  
c o n v e n t i o n a l  h y d r o e l e c t r i c  t e c h n o l o g y  is the esse n t i a l  b a sis for 
the p r o j e c t ' s  appeal to t h e  p u r c h a s i n g  util i t i e s .

E n s t a r  S t a t e m e n t  3 (b) : C o m p l e t i n g  B r a d l e y  L a k e  n o w  w o u l d  d r i v e
R a i l b e l t  gas rates u p w a r d  b e c a u s e  of 
E n s t a r ' s  t a k e  or p a y  gas c o n t r a c t s  
e x e c u t e d  in 1982.

Mr. Teel s t a t e s  t h a t  the 1982 c o n t r a c t s  w e r e  e x e c u t e d  "when E n star 
c o n c l u d e d  t h a t  B r a d l e y  L a k e  w a s  not e c o n o m i c a l l y  v i a b l e . "  T h e r e  is 
an i m p l i c a t i o n  in this s t a t e m e n t  t h a t  E n s t a r  w o u l d  not have 
c o m m i t t e d  to t h e  t a k e  o r  p a y  p r o v i s i o n s  if t h e  c o m p a n y  believed 
t hat the B r a d l e y  Lake p r o j e c t  w o u l d  b e  built. H o w e v e r ,  t h e r e  was 
e v e r y  r e a s o n  to b e l i e v e  at t h a t  time that the p r o j e c t  w o u l d  be 
buil t ,  a n d  a s t r a t e g y  b a s e d  on t h e  p r o j e c t ' s  eventual a b a n d o n m e n t  
w o u l d  h a v e  been i m p r u d e n t  a t  best.

T h o u g h  w o r l d  oil p r i c e s  in 1982 had r e c e d e d  s o m e w h a t  f r o m  t heir 
high w a t e r  m a r k  o f  t h e  p r e v i o u s  y e a r ,  they w e r e  still h o l d i n g  in 
the $ 3 0  p e r  barrel r a n g e  a n d  w e r e  g e n e r a l l y  e x p e c t e d  to resume 
t h e i r  u p w a r d  c l i m b  f o l l o w i n g  a p e r i o d  o f  m a r k e t  r e a d j u s t m e n t .  As 
late as J u n e  1983, t h e  S t a t e  r e v e n u e  f o r e c a s t  (at the 50th 
p e r c e n t i l e  level) a n t i c i p a t e d  t h a t  p e t r o l e u m  p r o d u c t i o n  revenues 
w o u l d  a m o u n t  to a p p r o x i m a t e l y  $ 3 . 0  b i l l i o n  per y e a r  t h r o u g h  the end 
o f  t h e  c e n t u r y ,  d e s p i t e  t h e  e x p e c t e d  d e c l i n e  in P r u d h o e  B a y  
p r o d u c t i o n  levels. It w a s  the 1982 S t a t e  L e g i s l a t u r e  that 
a u t h o r i z e d  the t r a n s f e r  o f  the p r o j e c t  f r o m  federal to S tate 
s p o n s o r s h i p ,  c l e a r l y  w i t h  t h e  i n t e n t i o n  o f  p u r s u i n g  its 
c o n s t r u c t i o n  w i t h  t h e  b e n e f i t  o f  S t a t e  oil revenue. (The U.S. A r m y  
C orps o f  E n g i n e e r s  had f o u n d  t h e  p r o j e c t  to be e c o n o m i c a l l y  
f e a s i b l e  in 1978, p r i o r  to the r u n - u p  o f  oil p r ices in 1979 and
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1980, b u t  w a s  not p r o c e e d i n g  w i t h  c o n s t r u c t i o n  at t h a t  t i m e  d u e  to 
l i m i t e d  federal f u n d i n g . )  T h e r e  w a s  e v e r y  i n d i c a t i o n  in 1982 that 
the S t a t e  h a d  the d e s i r e  a n d  c a p a b i l i t y  o f  b u i l d i n g  the B r a d l e y  
L a k e  h y d r o  p r o j e c t  at an e s t i m a t e d  c o n s t r u c t i o n  c o s t  of 
$ 3 0 0  m i l l i o n  (in 1983 dollars).

D u r i n g  1985, natural g a s - f i r e d  g e n e r a t i o n  s u p p l i e d  a b o u t  9 3 . 5 %  of 
t h e  e l e c t r i c  e n e r g y  r e q u i r e m e n t s  o f  the s o u t h e r n  R a i l b e l t  area.
T h e  r e m a i n i n g  6 . 5 %  was s u p p l i e d  by the E k l u t n a  and C o o p e r  Lake 
h y d r o  p r ojects. H a d  B r a d l e y  L a k e  b e e n  o p e r a t i o n a l  a n d  r e s e r v e d  for 
u s e  by the s o u t h e r n  Rail b e l t ,  natural g a s - f i r e d  g e n e r a t i o n  w o u l d  
h a v e  s u p p l i e d  a b o u t  8 1 %  o f  t h e s e  r e q u i r e m e n t s ,  w i t h  h y d r o  
c o n t r i b u t i n g  the r e m a i n i n g  19%. It is c o r r e c t  that E n s t a r ' s  take 
o r  pay p r o v i s i o n s  have n o t  b e e n  a s u b j e c t  of r e v i e w  w i t h i n  the 
B r a d l e y  Lake f e a s i b i l i t y  e v a l u a t i o n s .  H o w e v e r ,  it w o u l d  not be 
a p p r o p r i a t e  to d e p r i v e  c o n s u m e r s  o f  the i m p r o v e d  s u p p l y  d i v e r s i t y  
t h a t  B r a d l e y  Lake w o u l d  p r o v i d e  in a g e n e r a t i o n  s y s t e m  t h a t  is (and 
will c o n t i n u e  to be) d o m i n a t e d  by natural gas, as a r e s u l t  of 
c o n t r a c t s  e x e c u t e d  b y  E n s t a r  in full k n o w l e d g e  o f  t h e  B r a d l e y  Lake 
p r o j e c t  and t h e  p r o b a b i l i t y  t h a t  it w o u l d  be built.

In a d d i t i o n ,  the i m p l i c a t i o n  t h a t  t h e s e  c o n t r a c t s  are i r r e v o c a b l e  
is h i g h l y  q u e s t i o n a b l e .  In r e c e n t  y e a r s  t h r o u g h o u t  the nation, 
d o z e n s  o f  long t e r m  gas c o n t r a c t s  h a v e  b e e n  v o i d e d  d u e  to c h a n g i n g  
m a r k e t  con d i t i o n s .

E n s t a r  S t a t e m e n t  4 : T h e  o p p o r t u n i t y  v a l u e  o f  S t a t e  e q u i t y  in
B r a d l e y  L a k e  w o u l d  be lost.

S t a t e  funds t h a t  h a v e  e i t h e r  b e e n  s p e n t  o r  i r r e v o c a b l y  c o m m i t t e d  to 
the B r a d l e y  L a k e  p r o j e c t  h a v e  b e e n  e s t i m a t e d  in the r a n g e  of $70 
m i l l i o n  to $95 m i l l i o n ,  d e p e n d i n g  on s i t e  r e s t o r a t i o n  c o sts t h a t  
w o u l d  be r e q u i r e d  in t h e  e v e n t  o f  p r o j e c t  t e r m i n a t i o n .  T e r m i n a t i n g  
the p r o j e c t  w o u l d  r e s u l t  in the loss o f  t h a t  i n v estment. The 
" o p p o r t u n i t y  v a l u e "  o f  t h e  r e m a i n i n g  S t a t e  c o n t r i b u t i o n  to the 
p r o j e c t  d e p e n d s  o n  w h a t  the a l t e r n a t i v e  u s e  o f  t h o s e  f unds w o u l d  
be.

E n s t a r  S t a t e m e n t  5 : N o n e  o f  t h e  s t u d i e s  t a k e  into c o n s i d e r a t i o n
the $ 1 0 0  m i l l i o n  to $ 2 0 0 m i l l i o n  to be s p ent 
on t r a n s m i s s i o n  systems.

T h e  B r a d l e y  L a k e  f e a s i b i l i t y  s t u d y  a c c o u n t s  f o r  the cost of 
c o n n e c t i n g  t h e  p r o j e c t  w i t h  t h e  Kenai P e n i n s u l a  t r a n s m i s s i o n  
system. All o f  t h e  p r o j e c t ' s  o u t p u t  can be a b s o r b e d  on t h e  Kenai 
P e n i n s u l a ,  a n d  the p r o j e c t ' s  e c o n o m i c  f e a s i b i l i t y  has been 
e s t a b l i s h e d  on the b a sis o f  no a d d i t i o n a l  t r a n s m i s s i o n
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r e q u i r e m e n t s .  T h e  R a i l b e l t  u t i l i t i e s  s e e k  a d d i t i o n a l  t r a n s m i s s i o n  
u p g r a d e s  f o r  a v a r i e t y  o f  r e a s o n s ,  o n e  o f  w h i c h  is to f a c i l i t a t e  
the d i s t r i b u t i o n  o f  B r a d l e y  L a k e  b e n e f i t s  to c o n s u m e r s  n o r t h  o f  the 
Kenai Peni n s u l a .

W e  a g r e e  t h a t  a p r o j e c t  such as B r a d l e y  L a k e  m e r i t s  careful 
e v a l u a t i o n .  C o n s i d e r a t i o n  o f  the B r a d l e y  L a k e  p r o j e c t  b y  S t a t e  and 
federal a g e n c i e s  goes b a c k  o v e r  30 y e a r s .  D u r i n g  the p a s t  ten 
y e a r s ,  such c o n s i d e r a t i o n  has i n c l u d e d  t h e  foll o w i n g :

1) 1978: U.S. A r m y  C o r p s  o f  E n g i n e e r s  f e a s i b i l i t y  study.

2) 1984: A l a s k a  P o w e r  A u t h o r i t y  f e a s i b i l i t y  study.

3) 1985: O f f i c e  o f  M a n a g e m e n t  and B u d g e t  (0MB) r e v i e w  o f
A P A  f e a s i b i l i t y  study.

4) 1985: Federal E n e r g y  R e g u l a t o r y  C o m m i s s i o n  (FERC) r e v i e w
o f  A P A  f e a s i b i l i t y  study.

5) 1987: 0 M B  r e e v a l u a t i o n  o f  B r a d l e y  L a k e  e c o n o m i c s .

6 ) 1987: H o u s e  R e s e a r c h  A g e n c y  r e v i e w  o f  B r a d l e y  Lake
e c o n o m i c s .

Each o f  t h e s e  stud i e s  a n d  e v a l u a t i o n s  has c o n c l u d e d  that 
c o n s t r u c t i o n  o f  the p r o j e c t  s h o u l d  proceed. Further, the R a i l b e l t  
u t i l i t i e s  h a v e  c o n s i s t e n t l y  s u p p o r t e d  its c o n s t r u c t i o n .

P l e a s e  let m e  k n o w  if y o u  d e s i r e  a d d i t i o n a l  i n f o r mation.

S i n c e r e l y ,

R o b e r t  E. L e R e s c h e  
E x e c u t i v e  D i r e c t o r

R E :R E L : i t
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ALTERNATE # 2  

C A S H  FLOW

7 / 8 3  7 / 8 4  7 / 8 5  7 / 8 6  7 / 8 7  7 / 8 8  7 / 8 9  7 / 9 0

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 ,  M A R C H  1 9 8 7



B R A D L E Y  L A K E  P R O J E C T

TOTAL COST IF TERMINATED

E x p e n d i t u r e s  T h r o u g h  M a r c h  3 1 , 1 9 8 7

A d d i t i o n a l  E x p e n d i t u r e  T h r o u g h  

M a y  1 9 8 7

C o n t r a c t  T e r m i n a t i o n  C o s t s

$ 5 2 . 4  m i l l i o n

5 . 0  m i l l i o n

4 . 4  m i l l i o n

S i t e  R e s t o r a t i o n  C o s t 8 . 0 - 3 3 . 0  m i l l i o n

T O T A L $  6 9 . 8 - 9 4 . 8  m i l l i o n



B R A D L E Y  L A K E  P R O J E C T

TOTAL COST BF TERMINATED

E x p e n d i t u r e s  T h r o u g h  M a r c h  3 1 , 1 9 8 7

A d d i t i o n a l  E x p e n d i t u r e  T h r o u g h  

M a y  1 9 8 7

C o n t r a c t  T e r m i n a t i o n  C o s t s  

S i t e  R e s t o r a t i o n  C o s t

T O T A L

$  5 2 . 4  m i l l i o n

5 . 0  m i l l i o n  

4 . 4  m i l l i o n  

8 . 0 - 3 3 . 0  m i l l i o n

$  6 9 . 8 - 9 4 . 8  m i l l i o n
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BY THE RULES COMMITTEE BY
1 IN  THE SENATE REQUEST OF THE GOVERNOR

2 SENATE B I L L  NO. 1 5 9

3 IN  THE LEG IS LA TURE  OF THE STATE OF ALASKA

4  F IFT E EN T H  LEG ISLA TURE  -  F I R S T  SESS IO N

5 A B I L L

6 F o r  a n  A c t  e n t i t l e d :  "A n  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  t o  t h e  A l a s k a  P o w e r

7 A u t h o r i t y  f o r  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 ;

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

9 BE I T  ENACTED BY THE LEG ISLA TURE  OF THE STATE OF ALASKA :

1 0  *  S e c t i o n  1 .  S e c t i o n  3 ,  c h .  1 2 8 ,  SLA 1 9 8 6 ,  p a g e  8 ,  l i n e  7 ,  i s  am ended

1 1  t o  r e a d :
1 2  A p p r o p r i a t i o n  G e n e r a l  O t h e r

13  I t e m  F u n d  F u n d s

1 4  A l a s k a  P o w e r  A u t h o r i t y

15  - -  B r a d l e y  L a k e  H y d r o -

16  e l e c t r i c  P r o j e c t  $ 5 0 , 0 0 0 , 0 0 0  [ $ 5 0 , 0 0 0 , 0 0 0 ]  $ 5 0 , 0 0 0 , 0 0 0

17  *  S e c .  2 .  T h e  f u n d i n g  s o u r c e  o f  t h i s  am end ed  a p p r o p r i a t i o n  i s  t h e

18  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 ) .

19  *  S e c .  3 .  T h i s  A c t  t a k e s  e f f e c t  im m e d i a t e l y  u n d e r  AS 0 1 . 1 0 . 0 7 0 ( c ) .
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I n t r o d u c e d :  3 / 4 /8 7
R e f e r r e d :  L a b o r  & C o m m e r c e  & F i n a n c e

5-0745A

IN  THE SENATE BY FAIKS
SENATE BILL NO. 161 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

FIFTEENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act entitled: "An Act relating to the names of certain financial

institutions."

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

* Section 1. AS 06.30.065 is amended to read:

Sec. 06.30.065. CORPORATE NAME. The name of every association 

shall include either the words "Savings Association," " Savings Bank," 

or "Savings and Loan Association," These words shall be preceded by 

an appropriate descriptive word or words approved by the commissioner. 

An ordinal number may not be used as a single descriptive word preced­

ing the words "Savings Association," "Savings Bank," or "Savings and 

Loan Association," unless the words are followed by the words "of

............ ," the blank being filled by the name of the city in which

or near which the association has its home office. An ordinal number 

may be used together with another descriptive word, preceding the 

words "Savings Association^" "Savings Bank," or "Savings and Loan 

Association," provided the other descriptive word has not been used in 

the corporate name of any other association in the state, in which 

case the suffix mentioned above is not required to be used. An ordinal 

number may be used, together with another descriptive word, preceding 

the words "Savings Association^" "Savings Bank," or "Savings and Loan 

Association," even when the other descriptive word has been used in 

the corporate name of an association in the state, provided the suffix 

"of .............. ," as provided above, is also used. The suffix provid­

ed above may be used in any corporate name. The use of the words
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" N a t i o n a l , ” " F e d e r a l , ”  " U n i t e d  S t a t e s , "  " I n s u r e d , ” " G u a r a n t e e d , "  o r  
any  fo rm  o f  t h e s e  w o r d s ,  s e p a r a t e l y  o r  i n  c o m b i n a t i o n  w i t h  o t h e r  w o rd s  
o r  s y l l a b l e s ,  i s  p r o h i b i t e d  a s  p a r t  o f  t h e  c o r p o r a t e  name o f  an a s s o ­
c i a t i o n .  A [NOT c e r t i f i c a t e  o f  i n c o r p o r a t i o n  o f  a p r o p o s e d  a s s o c i a ­
t i o n  h a v i n g  t h e  same name a s  a c o r p o r a t i o n  a u t h o r i z e d  t o  do b u s i n e s s  
u n d e r  t h e  l a w s  o f  t h i s  s t a t e  o r  a name so  n e a r l y  r e s e m b l i n g  i t  a s  t o  
be  c a l c u l a t e d  t o  d e c e i v e  may n o t  [SHALL] b e  i s s u e d  b y  t h e  commis­
s i o n e r ,  e x c e p t  t o  an a s s o c i a t i o n  fo rm ed  b y  t h e  r e i n c o r p o r a t i o n , r e o r ­
g a n i z a t i o n ,  o r  c o n s o l i d a t i o n  o f  o t h e r  a s s o c i a t i o n s ,  o r  upon t h e  s a l e  
o f  t h e  p r o p e r t y  o r  f r a n c h i s e  o f  an a s s o c i a t i o n .

* S e c .  2. AS 06.30.070 i s  amended t o  r e a d :
S e c .  06.30.070. PROHIBITED USE OF NAMES AND T IT LE . U n l e s s  

a u t h o r i z e d  t o  do b u s i n e s s  i n  t h e  s t a t e  u n d e r  t h i s  c h a p t e r  and  a c t u a l l y  
engaged  i n  c a r r y i n g  on a s a v i n g s  a s s o c i a t i o n ,  a [NO] p e r s o n  may n o t  
[SHALT..] do b u s i n e s s  u n d e r  a name o r  t i t l e  t h a t  [WHICH] c o n t a i n s  t h e  
t e r r a s  " s a v i n g s  a s s o c i a t i o n , "  " s a v i n g s  h a n k , "  " s a v i n g s  and l o a n  a s s o ­
c i a t i o n , "  " b u i l d i n g  and  l o a n  a s s o c i a t i o n , "  " b u i l d i n g  a s s o c i a t i o n , "  o r  
any  c o m b i n a t i o n  em p lo y in g  e i t h e r  o r  b o t h  o f  t h e  w o rd s  " b u i l d i n g "  o r  
" l o a n "  w i t h  one o r  more o f  t h e  w o rd s  " s a v i n g , "  " s a v i n g s , "  " t h r i f t "  o r  
w o rd s  o f  s i m i l a r  im p o r t ,  o r  a n y  c o m b i n a t i o n  em p lo y in g  one o r  more o* 
t h e  w o r d s  " s a v i n g , "  " s a v i n g s , "  " t h r i f t "  o r  w o r d s  o f  s i m i l a r  im p o r t  
w i t h  one o r  more o f  t h e  w o rd s  " a s s o c i a t i o n , "  " b a n k , "  " i n s t i t u t i o n , "  
" s o c i e t y , ” " com pan y , "  " c o r p o r a t i o n ^ "  o r  w o rd s  o f  s i m i l a r  im p o r t ,  o r  
u s e  a name o r  s i g n  o r  c i r c u l a t e  o r  u s e  a l e t t e r h e a d ,  b i l l h e a d ,  c i r c u ­
l a r  o r  p a p e r  w h a t e v e r ,  o r  a d v e r t i s e  o r  r e p r e s e n t  i n  a n y  manner t h a t  
[WHICH] i n d i c a t e s  o r  r e a s o n a b l y  im p l i e s  t h a t  t h e  THIS] b u s i n e s s  i s  t h e  
c h a r a c t e r  o r  k i n d  o f  b u s i n e s s  c a r r i e d  on o r  t r a n s a c t e d  b y  an  a s s o c i a ­
t i o n  o r  t h a t  [WHICH] i s  c a l c u l a t e d  t o  l e a d  a p e r s o n  t o  b e l i e v e  t h a t  
t h e  [H I S ’J b u s i n e s s  i s  t h a t  o f  an a s s o c i a t i o n .  Upon a p p l i c a t i o n  b y  t h e
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c o m m i s s i o n e r  o r  an a s s o c i a t i o n ,  a c o u r t  o f  c om pe ten t  j u r i s d i c t i o n  may 
i s s u e  an i n j u n c t i o n  t o  r e s t r a i n  a p e r s o n  f rom  v i o l a t i n g  o r  c o n t i n u i n g  
t o  v i o l a t e  t h i s  s e c t i o n .
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