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SUND
2 / 5 / 8 8

I t  i s  t h e  i n t e n t  o f  t h e  L e g i s l a t u r e  i n  e n a c t i n g  AS 
4 2 . 0 5 . 5 1 1 ( d )  t o  c o d i f y  som e  o f  t h e  t e s t i m o n y  o f  t h e  
u t i l i t i e s  a n d  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m is s i o n  a s  t o  
how  c o s t s  w i l l  b e  a l l o c a t e d  u n d e r  t h e  B r a d l e y  L a k e  p o w e r  
s a l e s  a g r e e m e n t  a n d  w h e e l i n g  c o n t r a c t s ,  a n d  a n y  am en d m en ts  
t h e r e t o .  T h e  i n t e n t  i s  t h a t  t h e  f o r m u l a  f o r  c o s t  a l l o c a t i o n  
am ong  t h e  u t i l i t i e s ,  a s  s p e l l e d  o u t  i n  A p p e n d i x  A t o  t h e  
w h e e l i n g  a g r e e m e n t ,  w o u ld  b e  b e y o n d  t h e  a u t h o r i t y  o f  t h e  
APUC ; t h e  c o m m i s s i o n  w o u ld  n o t  b e  a b l e  t o  m a n d a t e  c h a n g e s  t o  
t h a t  f o r m u l a .  T h e  s p e c i f i c  c o s t  i t e m s  t o  b e  a l l o c a t e d  u n d e r  
t h e  f o r m u l a ,  h o w e v e r ,  w o u ld  b e  s u b j e c t  t o  n o r m a l  APUC r e v i e w .  
T h u s ,  f o r  e x a m p l e ,  t h e  p e r c e n t a g e  o f  a  u t i l i t y ' s  
a d m i n i s t r a t i v e  c o s t s  a t t r i b u t a b l e  t o  o p e r a t i n g  a n d  
m a i n t e n a n c e  e x p e n s e s  f o r  w h e e l i n g  c o u l d  b e  r e v i e w e d ,  b u t ,  
o n c e  t h o s e  c o s t s  h a v e  b e e n  v a l i d a t e d  b y  t h e  APUC , t h e  m e t h o d  
o f  a l l o c a t i o n  am ong  t h e  u t i l i t i e s ,  a s  s p e c i f i e d  b y  t h e  
f o r m u l a  i n  t h e  c o n t r a c t s ,  w o u ld  b e  e x e m p t  f r o m  A P U C -m a n d a te d  
c h a n g e s .

LETTER OF INTENT -  HB 3 5 6
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HB 3 5 6  
1 / 1 3 / 8 8

NO. 1

PROGRAM SUMMARY

Expendi tures

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

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

Funding

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

Economic Impact

In addition to the increased costs described above and below, a 

delay in the Bradley Lake project would reduce the number of jobs 
available on the kenai Peninsula this summer and next.

Impact on Railbelt Electricity Consumers

Not passing this bill would increase the interest rate on the 
long-term debt for Bradley Lake in two ways. First, debt would 
have to be issued earlier in the construction schedule (the IDB 

allocation to Bradley Lake expires on 12/31/9C), and completion 
risk becomes more of a factor. Second and perhaps more important, 
present law allows the PUC to reopen the contracts at any time in 
the future. The interest rate penalty from these two factors is 

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

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

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

1332/810/1

Page 2 of 2
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HB 356
1/13/88

PROGRAM SUMMARY

Expenditures

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

It is further estimated that the PUC hearings process would delay 
the Bradley Lake project by a year. The resulting increase in 
construction costs and intere. ': during construction on the 

long-term debt would increase the total project costs by an esti­
mated $19.15 million.

Funding

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

Economic Impact

In addition to the increased costs described above and below, a 

delay in the Bradley Lake project would reduce the number of jobs 
available on the Kenai Peninsula this summer and next.

Impact on Railbelt Electricity Consumers

Not passing this bill would increase the interest rate on the 
long-term debt for Bradley Lake in two ways. First, debt would 
have to be issued earlier in the construction schedule (the IDB 

allocation to Bradley Lake expires on 12/31/90), and completion 
risk becomes more of a factor. Second and perhaps more important, 
present law allows the PUC to reopen the contracts at any time in 
the future. The interest rate penalty from these two factors is 
estimated to be 1/2 percent. Such a penalty would increase debt 
service $750,000 per year, or $22,500,000 over the life of the 
bonds.

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

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

1332/810/1

Page 2 of 2
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NO. 2

J a n u a r y  6 ,  1988

HB 3 5 6  
1 / 1 3 / 8 8

T he  p r o p o s e d  l e g i s l a t i o n  amends AS 4 2 . 0 5 . 4 3 1 ( b ) ,  w h ic h  e s ­
t a b l i s h e d  t h e  C o m m is s io n 's  a u t h o r i t y  t o  r e v ie w  and  a p p ro v e  
w h o le s a le  p o w e r  c o n t r a c t s  e n te r e d  i n t o  b e tw e e n  t h e  A la s k a  P ow e r 
A u t h o r i t y  a n d  o t h e r  p u b l i c  u t i l i t i e s .

When S e c t io n  .4 3 1 ( b )  was e n a c te d  i n  1 9 8 6 , n o  f i s c a l  im p a c t  was 
f o r e c a s t e d  a n d  t h e  C o m m is s io n  d id  n o t  r e c e i v e  a n y  a d d i t i o n a l  
r e s o u r c e s .  T he  e x p e c t a t i o n  was t h a t  t h e  C o m m is s io n  w o u ld  re s p o n d  
t o  f i l i n g s  p u r s u a n t  t o  t h i s  s e c t i o n  w i t h  e x i s t i n g  s t a f f .  T h e re ­
f o r e ,  n o  r e s u l t a n t  f i s c a l  im p a c t  i s  p r o j e c t e d  i n  r e s p o n s e  t o  t h e  
c h a n g e s  i n c lu d e d  i n  t h i s  b i l l .

Page 2 of 2



g o O 16 8 h B h  
C r a m e r

O f f e r e d  i n  t h e  F INANCE COMMITTEE 

TO : CSHB 3 5 6  ( J u d i c i a r y )

P a g e  2 ,  l i n e  3 ,  a f t e r

I n s e r t  I n  t h i s  s u b s e c t i o n ,  ' v a l i d a t e d  c o s t s "  a r e  t h e  a c t u a l  c o s t s  

t h a t  a  u t i l i t y  u s e s ,  u n d e r  t h e  f o r m u l a  s e t  o u t  i n  r e l a t e d  c o n t r a c t s  

d e s c r i b e d  i n  AS 4 2 . 0 5 . 4 3 1 ( c ) ,  t o  e s t a b l i s h  r a t e s ,  c h a r g e s  f o r  s e r v i c e s  

a n d  r i g h t s ,  a n d  t h e  p a y m e n t  o f  c h a r g e s  f o r  s e r v i c e s  a n d  r i g h t s .  T h i s  

s u b s e c t i o n  d o e s  n o t  g r a n t  t h e  c o m m i s s i o n  j u r i s d i c t i o n  t o  a l t e r  o r  

am end  t h e  f o r m u l a  s e t  o u t  i n  t h o s e  r e l a t e d  c o n t r a c t s . "

A M E N D M E N T

- 1 - 2 / 5 / 8 8



A M E N D M E N T  
O f f e r e d  i n  t h e  HOUSE : B Y :  SUND

TO : CSHB 3 5 6  ( J u d i c i a r y )

PAGE 1 L IN E :  2 1
A f t e r  " p u b l i c  u t i l i t i e s "  a d d :

" o r  am ong  t h e  u t i l i t i e s "

T h i s  am en dm en t  c o r r e c t s  a  d r a f t i n g  e r r o r .



g o O 1 6 8 h B g  
C r a m e r

O f f e r e d  i n  t h e  FINANCE COMMITTEE B y  S w a c k h a m e r
TO : CSHB 3 5 6  ( J u d i c i a r y )

P a g e  1 ,  l i n e  2 9 ,  t o  p a g e  2 ,  l i n e  1 :

D e l e t e  " ,  e x c e p t  t h o s e  d i s a l l o w e d  u n d e r  AS 4 2 . 0 5 . 3 8  7 ( 3 ) , " ^

P a g e  2 ,  l i n e  2 :

D e l e t e

A M E N D M E N T

-1 - 2/5/88



Alaska State Legislature
HOUSE OF REPRESENTATIVES 

Committee on Finance
b u s in e s s

TO: Members of the House Finance Committee

FROM: Representative Kav B r o w
'  A hDATE: February 4. 1988 ^  \

SUBJ: Amendments to CS HB 356(Jud):
Bradley Lake Exemption from the APUC

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

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

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

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

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

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

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

P .O .  B o x  V  
S t a t e  C a p i t o l 

J u n e a u , A la s k a  9 9 8 1 1



0 2 / 0 4 / 8 0  Rep. K. Brown

PR O PO SE D  AMENDMENTS TO  C S  HB 3 5 6  ( J u d )

L im it  E n fo r c e a b i l i t y  o f  C ovenan ts  to  W h o le s a le  A g reem en t

PURPOSE: To  l im i t  th e  e n f o r c e a b i l i t y  o f  c ov en an ts  to  the w h o le s a le  p ow e r  
a g re em en ts  and not in c lude  “ r e la t e d  ag re em en ts ."

COMMENT: As sugges ted  by the  C om m is s io n  In I t s  c om m en ts ,  e n su r in g  the 
e n fo r c e a b i l i t y  o f  r a t e  c oven an ts  sh ou ld  be l im i t e d  t o  the  w h o le s a le  p ow e r  
ag re em en t  and no t ex tend  t o  the  ' r e l a t e d '  s e r v i c e s  o r  w h ee l in g  ag re em en ts .  
See  A tta chm en t  1

L im i t a t io n  on A u tom a t ic  A pp rova l o f  “Any Am endm en ts"

PURPOSE: T o  p rov ide  a u tom a t ic  a p p ro v a l (1e, e xem p t ion  f r o m  APUC 
j u r l s t l c t l o n )  o n ly  f o r  c o n t r a c t  am endm en ts  made p r i o r  t o  J a n u a ry  1, 1 9 9 6 .

COMMENT: I t  has been s t a t e d  th a t  th e re  a re  o t h e r  p a r t i e s  ( In  p a r t i c u la r ,  
se conda ry  le n d e rs  in c lud ing  the  R u ra l  E le c t r i f i c a t i o n  A d m in is t r a t i o n )  
r e v iew in g  the c o n t r a c t s  and who m ay r e q u i r e  som e , as  y e t  u n sp e c i f ie d ,  
am endm en ts . T h e re  i s  a l s o  an e xp re s sed  d e s i r e  on the  p a r t  o f  th e  u t i l i t i e s  
and the APA f o r  "conven ience" in o rd e r  t o  amend the  c o n t r a c t s  a s  the need 
a r i s e s .

These  a rg um en ts  do n o t  J u s t i f y  th e  b road  language p r e s e n t ly  c on ta in ed  in 
the b i l l .  Amending the  b i l l  t o  p ro v id e  t h a t  o n ly  am endm en ts  p r i o r  to  1 9 9 6  
w ou ld  be exem p ted  w ou ld  a ccom m oda te  any c on ce rn  abou t g e t t in g  the  
p r o je c t  go ing aga in  t h i s  sum m er . A t  the  sam e  t im e ,  th is  amendm en t w ou ld  
en su re  the  a b i l i t y  o f  th e  APUC to r e v ie w  and app rove  any s u b s ta n t ia l  
changes o v e r  the  long te rm . (The J a n u a ry  1 , 1 9 9 6  d a te  i s  taken  f r o m  the  
w h o le s a le  p ow e r  c o n t r a c t s  w h ich  p ro v id e s  th a t  I f  the  p r o je c t  I s  not 
c om p le te  and o p e ra t io n a l  by t h i s  d a te ,  th e  u t i l i t i e s  m ay “ op t ou t ." )

A lthough a " ta k e o v e r "  o f  R a i lb e l t  u t i l i t i e s  m ay no t seem  l i k e l y ,  th e  
p o s s ib i l i t y  has been re c ogn iz ed  by the  u t i l i t i e s  th e m s e lv e s  as ev idenced  in 
l e g i s la t i o n  now b e fo r e  the  l e g i s la t u r e .

T h is  amendm en t w ou ld  no t p ro v id e  the  APUC w i t h  any a d d it io n a l  a u th o r i t y  
o v e r  the e x i s t in g  c o n t r a c t s ,  o n ly  am endm en ts  a f t e r  the  p r o je c t  i s  c om p le te d



and o p e ra t io n a l .  The u t i l i t i e s  have t e s t i f i e d  th a t  i f  1t w e re  no t f o r  th e  need 
to  g e t  the  p r o je c t  going th is  sum m er ,  they  w ou ld  n o t  be expec t ing  an 
e xem p t ion  f r o m  the APUC re v iew . See  A tta chm en t  2 .

E l im in a t io n  o f  E xcess  P a ym en ts

PURPOSE: T o  e l im in a t e  the  re q u i r em en t  th a t  u t i l i t i e s  m ake "excess "  
paym en ts  beyond th o se  needed to  pay o f f  debt o r  0  & M f o r  the p r o je c t .

COMMENT: S e c t io n  2 9  o f  the  P o w e r  S a le s  A g reem en t (p ages  2 8  - 2 9 )  r e q u i r e s  
p aym en ts  f r o m  R a i lb e l t  c on sum e rs  "In e x c e s s  o f  a c tu a l  deb t s e rv ic e  
req u i re d  f o r  r e t i r e m e n t  o f  Bonds Is su ed  to  pay R e c o v e ra b le  C on s t ru c t io n  
C o s ts ."  T h e se  e x c e s s  p a ym en ts  w i l l  am oun t t o  hund reds o f  m i l l i o n s  o f  
d o l l a r s  In n om ina l t e rm s .  (T h is  s im p l i f i e d  s c e n a r io  a s s um e s  no am endm en ts  
to  th e  c o n t r a c t s  th a t  c ou ld  e i t h e r  e x tend  the  l i f e  o f  the  c o n t r a c t s  o r  
In c re a s e  th e  am oun t o f  th e  " e x c e s s  paym en ts  above  th a t  amount c u r r e n t ly  
d e sc r ib ed  In  S e c t io n  2 9 . )

F rom  a R a i lb e l t  c o n sum e r  p e r s p e c t iv e ,  even though th e s e  “ e xc e s s "  paym en ts  
a re  n o t  v e ry  s i z a b le  In d isc oun ted  p re s e n t  v a lu e  t e rm s ,  the  paym en ts  a re  
d i f f i c u l t  t o  j u s t i f y .  N o tw ith s ta n d in g  the  ph ra se  "in re c o g n i t i o n  o f  e f f o r t s  to  
o b ta in '  the  i n t e r t i e ,  th e  p a ym en ts  w ou ld  be f o r  an e s s e n t i a l l y  u n sp e c i f ie d  
pu rp o se  —  o r  a t  l e a s t  f o r  a p r o j e c t  w h ich  has no t been d em on s t ra te d  a s  
e c o n om ic a l ly  f e a s i b le  n o r ,  I s u g g e s t ,  even l i k e l y  to  be r e le v a n t  3 0  y e a r s  
f r o m  now . E s s e n t i a l l y ,  R a i lb e l t  c o n sum e rs  w ou ld  be a s s e s s e d  an 
e x t r a o rd in a r y  cha rge  f o r  e s s e n t i a l l y  unknown fu tu r e  pu rposes . F o r tu n a te ly ,  
S e c t io n  2 9  cou ld  be e l im in a t e d  w i th o u t  a f f e c t i n g  o t h e r  e lem en ts  o f  the  
w h o le s a le  p o w e r  c o n t r a c t s  o r  the  s e r v i c e s /w h e e l i n g  c o n t ra c t s .  See  
A tta chm en t  3.



A ttachm ent 1

AMENDMENT *  1

by BROWN

Um_Lt_£nfQ rceob ilUy o f  C ovenan ts  to W h o le s a le  Agreement

Amend page 1, l in e  2 4  t o  d e le t e  the  ph rase :

“ o r  r e la t e d  c o n t ra c t "



A ttachm ent 2

AMENDMENT # 2

by BROWN

Limitation on Automatic Approval of "Any Amendments

Amend page 1, line 22, and after "contract":

Insert "adopted before January 1, 1996,



Attachm ent 3

by BROWN

AMENDMENT *  3

E l im in a t io n  o f  E xce ss  P a ym en ts

page 2 ,  a f t e r  l in e  17:

In s e r t  a new  b i l l  s e c t io n  t o  read :

" *  Sec. 5 . APPLICAB IL ITY . AS 4 2 . 0 5 . 4 3 1 ( c ) ,  4 2 . 0 5 . 5 1 1 (d ) ,  and the 
am endm en ts  made to  AS 4 4 . 8 3 . 0 9 0 ( b )  by sec . 3  o f  t h i s  A c t ,  do no t app ly  t o  
w h o le s a le  p o w e r  a g re em en ts  and r e la t e d  c o n t r a c t s  in w h ich  the  p u rch a se rs  
a re  req u ired  t o  m ake e x c e s s  p a ym en ts  a s  t h a t  t e rm  i s  d e sc r ib ed  in S e c t io n  
2 9  o f  the  B ra d le y  Lake H y d ro e le c t r i c  P r o j e c t  A g reem en t f o r  the  S a le  and 
P u rch a se  o f  E le c t r i c  P o w e r  p re p a red  N ovem be r 6 t h ,  1 9 8 7 ."



c

O rig in a l sponsor: Rules/Governor

O f f e r e d :  2 / 3 / 8 8  go0168hB
R e f e r r e d :  F in a n ce

1 IN THE HO’JSE BY THE JUDICIARY COMMITTEE

2 CS FOR HOUSE BILL NO. 356 (J u d ic ia ry )

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FIFTEENTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act e n t i t le d : "An Act re la t in g  to  the a u th o rity  o f the Alaska

7 Pu blic  U t i l i t i e s  Commission in  connection w ith  cer-

8 ta in  a c t iv i t ie s  o f the Alaska Power A u th o r ity  and in

9 connection w ith  c a lc u la tin g  power cost e q u a liz a tio n ;

10 and provid ing  fo r  an e f fe c t iv e  d a te ."

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

12 *  Section 1. AS 42 .05 .431  is  amended by adding a new subsection to

13 read:

14 (c) Notwithstanding (b) o f th is  se c tio n ,

15 (1) a wholesale agreement fo r  the sale o f power from a

16 p ro je c t licensed by the Federal Energy Regulatory Commission on or

17 before January 1, 1987, and re la te d  contrac ts fo r  the wheeling, s to r -

18 age, regeneration , or wholesale repurchase o f power purchased under

19 the agreement, entered in to  between the Alaska Power A u th o r ity  and one

20 o r more o ther pu b lic  u t i l i t i e s  a f te r  October 31, 1987, and before

21 January 1 , 1988, and amendments to  the wholesale agreement or re la te d

22 c o n tra c t, are not subject to  review or approval by the commission

23 u n t i l  a l l  long-term  debt incurred  fo r  the p ro je c t is  r e t ir e d ; and

24 (2) a wholesale agreement o r re la te d  contract described in

25 (1) o f th is  subsection may contain a covenant fo r  the pu b lic  u t i l i t y

26 to e s ta b lis h , charge, and c o lle c t ra te s  s u f f ic ie n t  to meet i t s  o b lig a -

27 tio n s  under the c o n tra c t; the ra te  covenant is  v a lid  and enforceab le .

28 *  Sec. 2 . AS 42 .05 .511  is  amended by adding a new subsection to  read:

29 (d) V a lida ted  co s ts , except those disallow ed under

HB0356B - 1 -  CSHB 3 5 6 ( J u d )



A M E N D M E N T  *  3 A  

( N O T E :  s u b s t i t u t e  f o r  p r i o r  A m e n d m e n t  * 3 )

by BROWN .

E lim in a tio n  o f Excess Paym ents

page 2 , a f te r  lin e  17:

In s e rt new b i l l  se c tio n s to  read:

" *  Sec. 5 . A P P LIC A B IL ITY . AS 4 2 .0 5 .4 3 1 (c ) , 4 2 .0 5 .5 1 1(d), and the 
amendments made to  AS 4 4 .8 3 .0 9 0 (b ) by sec. 3 o f th is  A c t , do not apply to  
w ho lesa le  po w er agreem ents and re la te d  c o n tra c ts  in  w hich the purchasers 
are req u ired  to  rnako excess paym ents as th a t te rm  is  described in  S ection  
2 9  o f the B rad ley Lake H yd ro e le c tric  P ro je c t Agreem ent fo r  th e  Sale and 
Purchase o f E le c tr ic  Pow er signed December 8 ,1 9 8 7 ."

*  Sec. 6 . NEGOTIATIONS TO REMOVE EXCESS PAYMENT TERM. I f  the 
p a rt ie s  to  th e  B rad ley Lake H yd ro e le c tric  fo r  the Sale and Purchase o f 
E le c tr ic  P o w er signed December 8 ,1 9 8 7  undertake n e g o tia tio n s  to  amend 
the agreem ent, the A la ska  P ow er A u th o r ity  may not w ith h o ld  I t s  agreem ent 
to  rem ove the requ irem ent to  make the excess paym ents as described in  
S ection  2 9  o f the w holesale pow er c o n tra c t, nor may th e  A la ska  Pow er 
A u th o r ity  re q u ire  concessions fro m  the purchasers as a cond ition  o f the 
rem oval o f the excess paym ents p ro v is io n ."

Renum ber se c tio n s accord ing ly



TO: CSHB 356  ( J u d i c i a r y )

PAGE 1 L IN E : 21

A f t e r  " p u b l i c  u t i l i t i e s "  a d d :

" o r  among t h e  u t i l i t i e s "

T h is  am endm en t c o r r e c t s  a d r a f t i n g  e r r o r .

Offered in the HOUSE:



^ 5

g o0 1 68 hB g
Cramer

A M E N D  M  E N  T

Offered in the FINANCE COMMITTEE 

TO: CSHB 356 (Judiciary)

By Swackhammer

Page 1, line 29, to page 2, line 1:

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

Page 2, line 2: 

Delete ","

- 1 -
2 / 5 / 8 8

*



* t < ,
goO168hBh 
Cramer

Offered in the FINANCE COMMITTEE 

TO: CSHB 356 (Judiciary)

Page 2, line 3, after

Insert "In this subsection, "validated costs" are the actual costs 

that a utility uses, under the formula set out in related contracts 

described in AS 42.05.431(c), to establish rates, charges for services 

and rights, and the payment of charges for services and rights. This 

subsection does not grant the commission jurisdiction to alter or 

amend the formula set out in those related contracts."

flp jtfm K d  or dCCt̂ CCl

A M E N D M E N T

- 1 - 2 / 5 / 8 8



SUND
2/5/88

I t  i s  t h e  i n t e n t  o f  t h e  L e g i s l a t u r e  i n  e n a c t in g  AS 
4 2 .0 5 . 5 1 1 ( d )  t o  c o d i f y  some o f  t h e  t e s t im o n y  o f  t h e  
u t i l i t i e s  a n d  t h e  A la s k a  P u b l i c  U t i l i t i e s  C o m m is s io n  a s  t o  
how c o s t s  w i l l  b e  a l l o c a t e d  u n d e r  t h e  B r a d le y  L a k e  p o w e r 
s a le s  a g re e m e n t a nd  w h e e l in g  c o n t r a c t s ,  a n d  a n y  am endm en ts  
t h e r e t o .  T he  i n t e n t  i s  t h a t  t h e  f o r m u la  f o r  c o s t  a l l o c a t i o n  
among t h e  u t i l i t i e s ,  a s  s p e l l e d  o u t  i n  A p p e n d ix  A t o  t h e  
w h e e l in g  a g re e m e n t ,  w o u ld  be  b e y o n d  t h e  a u t h o r i t y  o f  t h e  
APUC; t h e  c o m m is s io n  w o u ld  n o t  b e  a b le  t o  m a n d a te  c h a n g e s  t o  
t h a t  f o r m u la .  The  s p e c i f i c  c o s t  i t e m s  t o  b e  a l l o c a t e d  u n d e r  
th e  f o r m u la ,  h o w e v e r ,  w o u ld  be  s u b je c t  t o  n o rm a l APUC r e v ie w .  
T h u s , f o r  e x a m p le , t h e  p e r c e n ta g e  o f  a  u t i l i t y ' s  
a d m in i s t r a t i v e  c o s t s  a t t r i b u t a b l e  t o  o p e r a t i n g  a n d  
m a in te n a n c e  e x p e n s e s  f o r  w h e e l in g  c o u ld  b e  r e v ie w e d ,  b u t ,  
o n ce  th o s e  c o s t s  h a v e  b e e n  v a l i d a t e d  b y  t h e  APUC, t h e  m e th o d  
o f  a l l o c a t i o n  among t h e  u t i l i t i e s ,  a s  s p e c i f i e d  b y  t h e  
f o rm u la  i n  t h e  c o n t r a c t s ,  w o u ld  b e  e x e m p t f r o m  A P U C -m anda ted  
c h a n g e s .

LETTER OF INTENT - HB 356
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LEGISLATIVE AFFAIRS AGENCY
M E M O R A N D U M  February 8, 1988

SU B JECT: 

TO:

FROM:

CSHB 356 (Finance)
(APUC jurisdiction over certain activities)

Representative Al Adams 
Chairman
House Finance Committee

Teresa B. Cramer 
Legislative Counsel

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

It would be possible to remedy the problem if the 
legislature were to enact a general law that subjected 
to Alaska Public Utility Commission jurisdiction, APA 
contracts that required utilities to make excess payments. 
Excess payments could be defined as payments not required 
for the operation and maintenance of a project or for the 
retirement of debt owed on the project.

If I may be of further assistance, please advise.

Enclosure

TBC:bb 
wk b 2 / 060
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LEGISLATIVE AFFAIRS AGENCY
M E M O R A N D U M  February 5, 1988

POUCH Y . STATE CAPITCH. 

JUNEAU. AlASKA 99811 

i)O7-46S-30OO

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

TO: Representative John Sund, Chairman
House Judiciary Committee

FROM: Teresa B. C r a m e r > 4 ^ ^ '
Legislative Counsel

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

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

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

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



Representative John Sund, Chairman 
House Judiciary Committee 
Page 2
February 5, i 988

>'• >-

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

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

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

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

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

If I may be of further assistance, please advise.

TBC:gc 
W K G 1 :067
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S T E V E  C O W  P E R , G O V E R N O R

REPLY TO:

D E P A R T M E N T  O F  L A W  / n f i t a i  w4tn av en u e
i SUITE 200! ANCHORAGE. ALASKA 99501-1994 

OFFICE OF THE ATTORNEY GENERAL /  PHONE: (907) 276-3550

January 29, 1988 □ ist national center
100 CUSHMAN ST.
SUITE 400
FAIRBANKS. ALASKA 99701-4679

Chairman John Sund n  p .o . bo x  k - s t a t e  capito l

•House Judiciary Committee ju n eau . a la ska  998n -0300
Alaska State Legislature pho ne : (907)46S-3600
House of Representatives 
P.O. Box 4
Juneau, Alaska 99811

Re: Bradley Lake Power Sales Agreement
—  Excess Payments

D e a r C h a irm a n  S und ,

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

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

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

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

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

0 3 . C S L H



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

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

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

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

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

Please call me if I can be of further assistance.

Very truly yours,

GRACE BERG SCHAIBLE
ATTORNEY GENERAL

C ^ r o l y n E ^ t j o r f e ^ / ^
Assistant Attorney General

<-dc: Robert E. LeResche



Representative A liaerl Adam s 
Chairman, House Finance Committee

Dear Chairman Adam s and Mouse Finance Committee:

The A laska Consumer A d v n c e c y  Program (A C A P ) , a u tility  ciansumei advocacy 
group, object? to  the passage of H ouse Bill NO. 3B 6  in its current format because It rem oves
the C o n su m ers’ C heck (th e  Alacsif* P ublic l JtilHls** Oomm lfs-iors) From tho ralo m olting oriel
determination process.

However, A C A P  believes that the amendments to H .B . 1558 proposed b y  the House 
Judiciary Committee are in the consumers' best Interest and if clarified, w ould ease some o f 
the ratepayers' concern in regard to  th is .b ill

The fo llow ing comment pertains to  Section 2  (cl), p a g e j .
A C A P  believes the House Judiciary Committee's in tent in inserting the phiase 

"validated costs, except those disallowed under A 8  4 2 . On. 3 8 1 (a )” , and the subsequent 
deletion o f the phrase "w ithout limitation, power and other costs incurred under such an 
agreement or contract", was to permit o n ly  validated costs to  be included In the rates 
cl 1,‘Higccl b y  utilities tor Uraciloy Lsim pow sr, A  oornontico cinnngo w ould beip e ra u r*  this 
goal, A C A P  offers to  th is committee the fo llow ing language changes, .beginning on page 1,
line 2 9 , (d ); O n ly  validated costs, except those disallowed u n d e r    and on page 2,
line Z described In A S  4 2 .o S ,4 3 1 (c )(1 ) . shall he allowed . . .  .

A  second point of concern to consum ers Is the language relating to the time period 
for which the A P U C  is excluded from the rate making process, A C A P  view s the current 
language as vague, if can be inferred that any iong term debt w hich is acquired wiil, over its 
retirement period, prevent the A P U C  from review ing or approving  the wholesale agreement 
or contracts. A C A P  believes the intent of th is amendment was to put a cap on the length of 
time in which the A P U C  was to  be excluded, This cap was to bo In affect o n ly  up to the 
time whan the debt service for the construction and financing of the dam as it is currently 
contracted for and taking Into-account a n y refinancing schemes, was retired. A C A P  urges 
the House Finance Committee to amend th is language in such a manner that the time period 
for A P U C  OMcluelon inoludoc o n ly  l.ho time fromr-t i^qulrrtiV iv. t.iNm H-.o ck'bi. w tuviiv of irifUyi
costs as described above.

A C A P  thanks Chairman Adam s arid the House Finance Committee for the o p p o rtu n ity  
to  p iu v id e  the consum ers’ perspective in these d iscussions and it urges them to  Include these.
comments. A C A P 's  objective Is to keep overs ig h t over a project which has the potential to_____
create a large adverse Impact on consum ers' electric rates,

Sincerely.

i f f  ^ w  / \ / t " 'v4'7

v John D. Hines 
Okaff Economist

Alaska Consum er A d v o c a c y  Program .

F e b r u a r y  4 ,  ' 1 0 8 8



Summary
o f

Power Sa les & Wheeling Agreements 
a f f e c te d  by HB356

The fo l l ow ing  three agreements, executed by a l l  p a r t i e s  on 
December 8 ,  1987, would be a f f e c t e d  by enactment o f  HB356.

1. Brad ley Lake Hyd roe lec t r i c  P r o j e c t  Power Sa les Agreement 
(Power Sa les Agreement) between the APA and the f i v e  
purchasers .

2. Brad ley Lake Hyd roe lec t r ic  P r o j e c t  Transmission Sharing 
Agreement (Transmission Agreement) p rov id ing f o r  
t ransmiss ion o f  P r o j e c t  power by Homer E l e c t r i c  
A ssoc ia t ion ,  Inc .  (HEA) between the P r o j e c t  and So ldotna ,  
Alaska.

3. Brad ley Lake Hyd roe lec t r i c  P r o j e c t  Agreement f o r  the 
Wheeling o f  E l e c t r i c  Power and f o r  Rela ted Serv ices 
(Se rv ices  Agreement); p rov id ing f o r  the t ransmiss ion o f  
P ro je c t  power by Chugach E l e c t r i c  Assoc ia t ion ,  Inc . (CEA) 
from Soldotna to Anchorage, Alaska and f o r  o the r  se rv ices  
r e l a t e d  to  Brad ley Lake power.

These th ree agreements comprise the necessary con t rac tua l  
arrangements r e l a t e d  to the purchase o f  P r o j e c t  capaci ty and the 
d e l i v e r y  o f  tha t  capac i ty to the purchasers .  Under the Power Sa les 
Agreement, the purchasers agree to purchase t h e i r  percentage share 
o f  P ro je c t  capaci ty and pay t h e i r  share o f  annual cos ts  o f  the 
P r o j e c t .  The Transmission Agreement and the Serv ices Agreement 
provide f o r  the t ransmiss ion o f  P r o j e c t  power from the P ro je c t  over 
HEA's planned 115 kv t ransmiss ion l i n e  to the So ldotna Substa t ion ;  
then, from So ldotna to  Anchorage ove r  CEA's e x i s t i n g  115 kv 
f a c i l i t i e s .  Transmission o f  P r o j e c t  power from Anchorage north w i l l  
be provided under the p re v iou s ly  executed Alaska I n t e r t i e  Agreement.
The APA has designed, l icensed and i n i t i a t e d  cons t ruc t ion  o f  the 
P ro je c t  using funds appropr ia ted by the S ta te  and borrowed through 
p r i v a te  i n s t i t u t i o n s .  U l t im a te ly  the S ta te  w i l l  p rov ide 50% o r  more 
o f  the c ap i t a l  costs  through app rop r ia t i on s  and w i l l  f inance the 
remaining po r t i on  with revenue bonds. The power purchasers are 
ob l iga ted  to repay the debt s e rv ice  on the bonds (no t  to  exceed a 
p r in c ip a l  amount o f  $175 m i l l i o n )  as p a r t  o f  the cos t  o f  power from 
the P r o j e c t .  I f  the S ta te  f a i l s  to complete the P r o j e c t ,  the
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purchasers have no ob l ig a t i o n  to pay any debt s e rv ice .  However, 
once the P ro je c t  i s  commercial ly ope rab le ,  the purchasers w i l l  be 
ob l iga ted  to pay f o r  t h e i r  share o f  P ro je c t  capaci ty u n t i l  the 
revenue bonds are repaid .
The th ree con t ra c t s ,  which toge the r  c on s t i tu te  the bargain s t ruck by 
the S ta te  and the purchasers ,  are described below:

The APA is  a pub l ic  co rpo ra t ion  w ith in  the Alaska Sta te Department 
o f  Commerce and Economic Development, s p e c i f i c a l l y  author ized to 
con s t ru c t ,  operate and maintain generating p ro j e c t s  whose power 
c a p a b i l i t y  is  marketed to Alaska u t i l i t i e s .  The P ro je c t  has a 
planned capac i ty  o f  90 megawatts and an estimated annual energy 
output o f  some 360 ,000 megawatt hours/annum. I t  i s  being 
const ructed on the Brad ley R ive r  near Homer, A laska . The fo l l ow ing  
p a r t i e s  have contracted to purchase the f o l l ow ing  shares o f  p ro j e c t  
capac i ty :

♦Alaska E le c t r i c  Generation & Transmission Cooperat ive (AEG&T) 
on b eha l f  o f  HEA & MEA, w i l l  purchase 25.8%, o r  23 .2  MW.

The Power Sa les Agreement is  the key con t rac t  among the th ree 
invo lved in the t r an sac t i on .  I t  provides f o r  the s a le  o f  power and 
the f in anc ing ,  ope ra t ion ,  and maintenance o f  the P r o j e c t .  I t  
governs the sa le s  o f  bonds to f inance a p o r t i on  o f  P ro j e c t  
cons t ruc t ion  c o s t s ,  the repayment o f  such debt ,  the scheduling and 
s a le s  o f  power from the P ro j e c t  and the adm in is t ra t ion  o f  the Power 
Sa les Agreement.
As se t  f o r t h  in the Agreement and pursuant to the Bond Reso lu t ion  in 
Exh ib i t  "A," the APA proposes to issue up to $175 ,000 ,000  in bonds 
to pay f o r  a po r t i on  o f  P ro je c t  cons t ruc t ion  costs as defined in 
Sect ion 101 o f  the Bond Reso lu t ion .  These funds cannot be used f o r  
the acqu i s i t i o n  and cons t ruc t ion  o f  c ap i t a l  improvements. The APA 
cannot issue add i t iona l  bonds unless purchasers who hold 80% o r  more 
o f  the P ro j e c t  capaci ty approve the a c t i o n ,  o r  un less  a m a jo r i t y  o f

POWER SALES AGREEMENT

% MW
Homer E l e c t r i c  Assoc ia t ion*
Seward E l e c t r i c  System 
Chugach E l e c t r i c  Assoc ia t ion 
Anchorage Municipal L ight & Power 
Matanuska E l e c t r i c  Assoc ia t ion*  
Golden Va l l e y  E l e c t r i c  Assoc ia t ion

I D  T O
1 .0  0 .9

3 0 . 4  27 .4
25 .9  23 .3
13 .8  12 .4
16 .9  5 .2

100 .0  90 .0
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the P ro je c t  Management Committee requests that r e p a i r s ,  maintenance 
and renewals (Required P r o j e c t  Work) be paid f o r  out o f  bond 
proceeds.
The bond debt w i l l  be r e t i r e d  by proceeds from the s a le  o f  P ro je c t  
power. The debt , a long with a l l  o th e r  costs  assoc ia ted with 
operat ing and mainta ining the P r o j e c t ,  a re included in a budget o f  
annual P ro je c t  co s t s .
Once the P ro je c t  i s  commercial ly ope rab le ,  purchasers are ob l iga ted  
to pay t h e i r  percentage share o f  annual P r o j e c t  costs  each f i s c a l  
y ea r .  Such payments are uncondit iona l and cont inue without o f f s e t  
o r  reduct ion notwithstanding suspension o r  reduct ion in the amount 
o f  power suppl ied by the P r o je c t .
Should any purchaser d e f a u l t  on i t s  payment, the APA i s  author ized 
to immediately bring s u i t .  I f  the APA suspends o r  terminates  power 
d e l i v e r i e s  to a d e fau l t in g  purchaser ,  and i f  the APA estimates tha t  
the re w i l l  be i n s u f f i c i e n t  funds to pay annual P ro j e c t  c o s t s ,  the 
APA may increase o the r  purchasers ' percentage shares up to a 25% 
c e i l i n g  without the purchasers '  consent.
The Agreement a l s o  prov ides f o r  c on t in u i t y  o f  s e r v i c e ,  procedures to 
e s ta b l i s h  ra te s  and b i l l i n g ,  P r o j e c t  management, d ispute r e s o lu t i o n ,  
record keeping, maintenance, in spec t ion ,  ob l i g a t i o n s  under the Bond 
Reso lu t ion ,  and surp lus to the S ta te  a f t e r  bonds are r e t i r e d .
Section 13 c rea tes  the P ro je c t  Management Committee (PMC). The PMC 
is  comprised o f  rep re sen ta t ive s  o f  a l l  p a r t i e s  to the Agreement. I t  
acts as a c lear inghouse f o r ,  and coo rd in a to r  o f ,  the adm in is t ra t ive  
a c t i v i t i e s  requi red o f  the APA and the purchasing u t i l i t i e s  in 
operat ing the P r o j e c t  and administe r ing the Agreement. I t  has the 
ongoing ob l i g a t i o n  and a u th o r i t y  to oversee and guide a l l  
s i g n i f i c a n t  P ro j e c t  a c t i v i t i e s  thereby c o n t r o l l i n g  c o s t s ,  se t t ing  
budgets and re so lv ing  disputes among the p a r t i e s  sub jec t  to the 
APA's r i g h t  to take "Required Ac t ions ."
The Power Sa les Agreement has an i n i t i a l  term o f  50 ye a r s .  I t  
becomes e f f e c t i v e  on the date when, 1) i t  i s  executed and de l i ve red  
by a l l  the p a r t i e s  and, 2 )  when each purchaser has obta ined a l l  
necessary approva ls  f o r  i t  and r e l a t e d  t ransmiss ion and se rv ices  
agreements. The Agreement w i l l  terminate e i t h e r  50 yea rs  a f t e r  the 
date o f  commercial ope ra t ion  o f  the P r o j e c t ,  o r  when no bonds are 
outstanding and a l l  payment ob l i g a t i o n s  have been s a t i s f i e d ,  
whichever i s  l a t e r .
There i s  an e a r l y  out p rov is ion  which a l lows f o r  te rm inat ion on 
January 1, 1996 in the event tha t  commercial ope ra t ion  does not 
occur on o r  be fo re  tha t  da te .  The Agreement may be renewed f o r  
4Q-year per iods o f  the l i f e  o f  the P r o j e c t ,  whichever i s  longer .
45/J04/3
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Pursuant to the Transmission Agreement, HEA agrees to const ruc t  and 
operate approximately 47 miles  o f  115 kv t ransmiss ion l i n e  between 
the Brad ley Junct ion and Soldotna Substat ion . The purpose o f  the 
l i n e  i s  to d e l i v e r  P ro j e c t  power to GVEA, CEA, the City o f  
Anchorage, and the City o f  Seward, u t i l i t i e s  who otherwise do not 
have t ransmiss ion c a p a b i l i t y  to take d e l i v e r y .  The Agreement 
provides f o r  the s a le  o r  lease o f  po r t i on s  o f  the transmiss ion l i n e  
to the purchasers (CEA, GVEA, the C i ty  o f  Anchorage and the City o f  
Seward) .
The Agreement provides f o r  payments by the purchasers to HEA f o r  
c a p a b i l i t y  o f  the l i n e  once the l i n e  i s  in se rv ice  whether o r  not 
the l i n e  remains ope rab le .  In the event tha t  the l i n e  is  downrated, 
payments may be increased under c e r t a in  circumstances. Payments 
include amor t i za t ion  costs o f  cons t ruc t ion  loans and operat ion and 
maintenance expense.
The Agreement a l s o  provides f o r  con t inu i t y  o f  s e r v i c e ,  opera t ion and 
maintenance, f a i l u r e  to c on s t ru c t ,  l i n e  upgrading, major r e p a i r s ,  
spec ia l  p rov is ions  a f f e c t i n g  CEA, and dispute r e s o lu t i o n .
The term o f  the Agreement begins on the date tha t  a l l  p a r t i e s  have 
executed i t ,  and i t  has been approved by a l l  e n t i t i e s  whose approval 
i s  necessary.  The Agreement ends on the e a r l i e r  o f  the date the 
t ransmiss ion l i n e  i s  no longe r  used and use fu l  and a l l  costs o f  the 
cons t ruc t ion  loan have been pa id ;  o r  the date on which the Power 
Sa les  Agreement te rminates according to Section 2 (c )  o f  tha t  
Agreement; o r  such o the r  date as the p a r t i e s  mutua l ly  agree upon, 
provided tha t  such approva ls  as are necessary a t  tha t  time are 
sought and g iven . The Agreement inc ludes the same e a r l y  out 
p rov is ion s  found in the Power Sa les Agreement.

THE SERVICES AGREEMENT
Pursuant to the Serv ices Agreement, CEA w i l l  p rovide wheel ing, 
s to r age ,  and energy purchase se rv ices  to the p a r t i e s  (GVEA, HEA,
MEA, the C ity  o f  Anchorage, the C i ty  o f  Seward and AEG&T). Pa r t i e s  
are not bound to sue CEA's se rv ices  e x c lu s i v e ly .  In a d d i t i o n ,  the 
Agreement e s tab l i she s  p rov is ions  f o r  c on t inu i ty  and scheduling o f  
s e rv i c e s ,  r ig h t s  to add i t iona l  t ransmiss ion capac i ty ,  ra tes  and 
b i l l i n g ,  and dispute r e s o lu t i o n .
The term o f  the Agreement begins on the date a l l  p a r t i e s ,  1) have 
rece ived s a t i s f a c t o r y  opin ions o f  counse l ,  2) have been executed and 
de l i ve red  the Agreement, and 3 )  the Agreement has been approved by 
a l l  e n t i t i e s  whose approval i s  necessary . The Agreement terminates

THE TRANSMISSION AGREEMENT
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on the e a r l i e r  o f  the date on which the APA terminates the P ro je c t ;  
o r  the 50th ann ive rsa ry  o f  the date o f  commercial opera t ion  o f  the 
P r o j e c t ;  o r  the date on which the Agreement has been terminated ,  
upon proper  n o t i c e ,  with a pa r ty  who has a v a i l a b l e  a l t e rn a t e  
t ransmiss ion f a c i l i t i e s ;  o r  upon mutual agreement o f  a l l  p a r t i e s  
sub jec t  to necessary fede ra l  and s t a t e  approva l .
The Serv ices Agreement provides an a l t e r n a t i v e  s o lu t i o n  to the 
problem o f  t ransm i t t ing  o r  otherwise using P ro je c t  power absent 
extension o f  the Alaska I n t e r t i e  l i n e  from Anchorage to the Kenai 
Peninsu la .  P a r t i e s  to  th i s  Agreement recognize tha t  the Agreement 
w i l l  be superseded by o the r  arrangements i f ,  and when, const ruc t ion  
o f  add i t iona l  t ransmiss ion f a c i l i t i e s  occu rs ,  o r  i f  power pool ing 
arrangements are made by the p a r t i e s .

45/J04/5
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ORGANIZATIONAL SUPPORT FOR HU ORGANIZATIONAL OPPOSITION TO MU.

FISCAL IMPACT: □ ROHE (2 FISCAL NOTE ATTACHED

As a resuTt o f  a 1986 amendment to APUC l e g i s l a t i o n ,  the APUC was provided with new 
regu la to ry  au tho r i t y  to review and approve wholesa le power agreements between u t i l i t i e s .  
The e f f e c t  on the Alaska Power Author ity has been demonstrated with those agreements and 
r e la ted  con t rac ts  assoc ia ted with the Brad ley Lake p r o j e c t .  The p ro je c t  has been unable 
to move forward because o f  the r egu la to ry  change adopted through the 1986 amendment. The 
in ten t  o f  t h i s  b i l l  i s  to provide, the necessary exemption language to a l low  f o r  const ruc-

ANALTSIS OF BILUPROORAM EFFECTS
The amendments in Sections 1-3 (as described below) w i l l  provide the necessary APUC 
regu la t o ry  exemption f o r  wholesale power agreements and re la t e d  con t rac ts  associated with 
the Brad ley Lake p ro je c t .  This amendment serves to c l e a r l y  exempt these s p e c i f i c  con­
t r a c t s  without removing APUC' s j u r i s d i c t i o n  over a l l  o the r  power sa les  agreements between 
the Power Author ity  and u t i l i t i e s  on fu tu re  Power Author ity  power p ro je c t s .  These amend­
ments provide the s t a tu to ry  exemption language necessary to a l low f o r  the Brad ley Lake 
Hydroe lec t r ic  p ro je c t  to proceed as planned, although now on a rev ised const ruct ion 
SCHEDULE (see a t tached ) .  Proposed amendments in Sect ions 1-3 provide the necessary 
s t a tu to r y  au th o r i t y  to insure tha t  long-term f inancing o f  the p ro je c t  is  poss ib le .
The amendment in Sect ion 4 w i l l  not provide substant ive change to the Power Cost Equa l iza ­
t i o n  (PCE) program. The amendment w i l l  provide necessary s ta tu t o r y  c l a r i f i c a t i o n  which 
w i l l  a s s i s t  in maintaining the cu r ren t  PCE le ve l  o f  a lo ca l  u t i l i t y  supplying power to a 
U.S. Department o f  Defense f a c i l i t y  without increas ing the cost  o f  power to the res iden -

a mEHOMEnTS PRO FOB ED---------------------------------------------------------- ------------------------------------------------- ----

The proposed amendments in Sections 1-3 o f  the above referenced b i l l  AS 4 2 . 0 5 . 4 3 1 ,  
AS 42 .0 5 .511  and AS 4 4 . 8 3 . 0 9 0 (b )  r e sp ec t i v e ly .  Amendments to AS 4 2 .0 5 .4 31  and 
AS 42 .0 5 .511  w i l l  provide s ta tu t o r y  au th o r i t y  to a l low the Power Author ity to con t rac t  
with u t i l i t i e s  to guarantee that  the u t i l i t i e s  w i l l  charge s u f f i c i e n t  ra tes to cover the 
Power Au tho r i ty ' s  bond ob l ig a t i on s  on the Brad ley Lake Hydroe lec t r ic  p r o j e c t .  These 
amendments a l s o  serve to expand the scope o f  the Brad ley Lake p ro je c t  r egu la to ry  exemption 
to Include secondary con t rac ts  tha t  are associated with the p r o j e c t .  Although not spec i ­
f i c a l l y  named in the b i l l ,  these r e la ted  contacts include and. agreement f o r  Wheeling and

01-OCR (Arr. 11E3,
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t ion  o f  the Bradley Lake p ro je c t  to commence th is  yea r  (See attached sheet on 1988 Con­
s t ruc t ion  Schedule ) .
Section 4 o f  t h i s  l e g i s l a t i o n  provides the necessary s t a tu t o r y  change which w i l l  serve to 
c l a r i f y  tha t  APUC may not inc lude the k i lowa t t -hou r  sa les  to a U.S. Department o f  Defense 
f a c i l i t y  when determining i f  a u t i l i t y  is e l i g i b l e  f o r  PCE program bene f i t s .  This amend­
ment w i l l  r e so lv e  a pending question regarding Na'.nek E le c t r i c  Assoc ia t ion 's  sa le  o f  power 
to King Sdddmon A ir  Force Base. The same po ten t ia l  quest ion ex i s t s  with the City o f  
Galena and t h e i r  fu tu re  sa le  o f  power to the Galena A ir  Force Base.
ANALYSIS OF BILL/PROGRAM EFFECTS (Cont inued) :
t i a l  customers o f  the u t i l i t y .  This amendment provides compliance to the Federal SWAP Act 
o f  1980 which a l lows f o r  a U.S. Department o f  Defense f a c i l i t y  to purchase power from a 
lo ca l  u t i l i t y ,  with the purchase r e su l t i n g  in a cos t  savings to the loca l  u t i l i t y  without 
increasing costs to o the r  consumers o f  power.
AMENDMENTS PROPOSED (Cont inued) :
r e la ted  se rv ices between Brad ley Lake power purchasers and Chugach E l e c t r i c  Associa­
t i o n ,  I n c . ,  and an agreement f o r  the sharing o f  t ransmiss ion f a c i l i t i e s  between Bradley 
Lake power purchasers and Homer E l e c t r i c  Assoc ia t ion ,  Inc .
The proposed amendment to AS 4 4 . 8 3 . 0 9 0 (b )  c l a r i f i e s  the ex i s t ing  s ta tu to ry  au tho r i t y  o f  
the APUC to exempt from APUC review and approval on ly  those wholesale power agreements and 
contracts described in AS 4 2 . 0 5 . 4 3 1 ( c ) ( 1 ) .  (The Bradley Lake Hydroe lec t r ic  p ro je c t  
agreements and c o n t r a c t s ) .
Section 4 amends AS 44 .8 3 .162  and s t ip u la t e s  that APUC may not consider va l ida ted  costs or  
k i lowa t t  hour sa le s  to a U.S. Department o f  Defense f a c i l i t y  when determining i f  a u t i l i t y  
i s  e l i g i b l e  f o r  Power Cost Equa l iza t ion (PCE) program b en e f i t s .  This p rov is ion  w i l l  
p ro h ib i t  PCE ca lcu la ted  from inc luding ra tes  paid on m i l i t a r y  bases u t i l i z i n g  power 
generated and so ld  by a lo ca l  u t i l i t y .

BACKGROUND/LEGISLATIVE INTENT (Continued);

14917816(2)



ALASKA PUBLIC UTILITIES COMMISSION

Comments on CS f o r  HB 356 ( J u d ic i a r y )  
February 3, 1988

The Commission endorses the in ten t  o f  the amendments to  HB 356 which were 
included in CS f o r  HB 356 ( J u d i c i a r y ) .  The Commission be l i e ve s  th a t  the 
amended language addresses , a t  l e a s t  in p a r t ,  the concerns p rev ious ly  
expressed by the Commission regarding ove rs igh t  o f  c o s t s  incurred in 
connection with " r e l a t e d  c on t r a c t s . "
The commission recommends two minor amendments to  the wording o f  the b i l l  
t o  make the meaning more c l e a r :

F i r s t ,  Sect ion 2 o f  the b i l l ,  which adds subsection (d )  to  AS 42 . 0 5 . 5 1 1 ,  
should begin with the in t roduc to ry  phrase ,  "Notwithstanding the 
p rov is ions  o f  AS 4 2 . 0 5 . 4 3 1 ( c ) ( l ) - ( 2 )  . . . . "  This add i t ion  w i l l  
c l a r i f y  the in t en t ion  t h a t ,  notwithstanding the p ro v i s io n s  o f  Sect ion 1 
o f  the b i l l ,  Sect ion 2 p reserves Commission ove r s igh t  o f  cos ts  incurred 
in connection with " r e l a t ed  c o n t r a c t s . "
Second, the Commission be l i e ves  t h a t  the phrase, "except those 
d isa l lowed under AS 4 2 . 0 5 . 3 8 1 ( a ) "  in Sect ion 2 can be de le ted  as 
redundant. The amendment which changed " a l l  c o s t s "  to "va l id a ted  cos ts"  
was, the Commission understands,  intended to  p rov ide f o r  Commission 
ove rs igh t  o f  cos ts  which can be recovered . The re fo re ,  the Commission's 
au th o r i t y  t o  " v a l i d a t e "  cos ts  au tomat ic a l l y  p rese rves  the au tho r i t y  to 
d i s a l l ow  cos t s  under AS 4 2 . 0 5 . 3 8 1 ( a )  and the s p e c i f i c  language to  tha t  
e f f e c t  i s  redundant.

Sect ion 2 o f  the b i l l ,  amended to  inco rpo ra te  the fo rego ing changes, 
would read:

AS 42 .05 .511  i s  amended by adding a new subsection to  read:
(d )  Notwithstanding the p ro v i s ion s  o f  AS 4 2 . 0 5 . 4 3 1 ( c ) ( l ) - { 2 ) ,  

va l id a ted  cos t s  incu r red  by a u t i l i t y  in  connection with the r e la ted  
con t ra c ts  descr ibed in AS 4 2 . 0 5 . 4 3 1 ( c ) ( 1 )  must be al lowed in the ra tes  
charged by the u t i l i t y .

F i n a l l y ,  the Commission would a l s o  r e i t e r a t e  i t s  e a r l i e r  statement tha t  the 
p ro v is ion  in Sect ion 1 ensuring the e n f o r c e a b i l i t y  o f  ra te  covenants should 
be l im i t ed  to  the wholesa le  power agreement and not extended to  the " r e l a t e d  
c o n t r a c t s . "  The p ro v i s io n  in Sect ion 1 th a t  any r a t e  covenant in the 
" r e l a t e d  con t rac t"  i s  v a l i d  and en fo rceab le  i s  in con s is ten t  with the amend­
ments t o  Sect ion 2 which p reserve the Commission's a u th o r i t y  to  " v a l i d a t e "  
co s t s .  Fu r the r ,  as p re v iou s ly  noted, the " r e l a t e d  con t ra c ts "  a re between 
u t i l i t i e s  (n o t  with the APA) and con t ra c ts  between u t i l i t i e s  should not 
c rea te  r a t e  covenants which are binding on the Commission. There fo re ,  
Section 1 should be amended t o  e l im ina te  from proposed AS 4 2 . 0 5 . 4 3 1 ( c ) ( 2 )  
the words, " . . .  o r  r e l a t e d  con t ra c t  . . . . "
0786D/020388a
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A la s k a  P u b l i c  U t i l i t i e s  C o m m is s io n  

Comments o n  HB356 

J a n u a r y  2 6 , 1988

I .  O v e r a l l  A n a ly s is

T he  C o m m is s io n  c o n o u rs  t h a t  e x e m p t io n  o f  t h e  w h o le s a le  p o w e r c o n ­
t r a c t  b e tw e e n  t h e  A la s k a  P ow e r A u t h o r i t y  (APA) a n d  p u r c h a s in g  
u t i l i t i e s  f r o m  C om m ie e io n  r e v ie w  a n d  a p p r o v a l  i s  n e c e s s a r y  t o  
m e a t t h e  c o n s t r u c t i o n  s c h e d u le  f o r  t h e  B r a d le y  L a k e  H y d r o e l e c t r i c  
P r o je c t  ( B r a d le y  L a k e ) e s t a b l i s h e d  b y  t h e  APA . T h e r e f o r e ,  i f  t h e  
L e g i s l a t u r e  s u p p o r t s  t h i s  s c h e d u le ,  HB356 s h o u ld  b e  e n a c te d  i n ­
s o f a r  a s  i t  p r o v id e s  t h a t  " a  w h o le s a le  a g re e m e n t f o r  t h e  B a le  o f  
p o w e r f r o m  a p r o j e c t  l i c e n s e d  b y  t h e  F e d e r a l  E n e rg y  R e g u la to r y  
C o m m is s io n  o n  o r  b e f o r e  J a n u a r y  1 , 1 9 8 7 , e n te r e d  i n t o  b e tw e e n  th e  
A la B k a  P ow e r A u t h o r i t y  a nd  one  o r  m o re  o t h e r  p u b l i c  u t i l i t i e s  
a f t e r  O c to b e r  3 1 , 1 9 8 7 , a n d  b e f o r e  J a n u a r y  1 , 1 9 8 8 . . . [ i s ]  n o t  
s u b je c t  t o  r e v ie w  o r  a p p r o v a l  b y  t h e  c o m m is s io n . "

The c o m m is s io n  a ls o  b e l i e v e s  t h a t  t h e  f o r e g o in g  e x e m p t io n  p r o ­
t e c t s  t h e  A P A 'a  b o n d h o ld e r s  b y  o b l i g a t i n g  t h e  C o m m is s io n  t o  h o n o r  
t h r o u g h  r a t e s  t h e  te rm s  a n d  c o n d i t i o n s  n e g o t i a t e d  b e tw e e n  t h e  APA 
and  t h e  u t i l i t i e s .  T h e r e f o r e ,  t h e  p r o v i s i o n  i n  HB356 w h ic h  
s t a t e s  t h a t  t h e  w h o le s a le  p o w e r a g re e m e n t may c o n t a in  a v a l i d  and  
e n fo r c e a b le  c o v e n a n t  f o r  t . : e  u t i l i t y  t o  e s t a b l i s h  r a t e s  s u f f i ­
c i e n t  t o  m e e t i t s  o b l i g a t i o n s  u n d e r  t h e  c o n t r a c t  a p p e a rs  t o  be  
r e d u n d a n t  b u t  i s  c e r t a i n l y  n o t  o b je c t i o n a b l e  i n s o f a r  a s  i t  c o n ­
c e r n s  t h e  w h o le s a le  p o w e r a g re e m e n t b e tw e e n  t h a  APA and  t h e  p u r ­
c h a s in g  u t i l i t i e s .

H o w e ve r, t h e  C o m m is s io n  h a s  q u e s t io n s  r e g a r d in g  t h e  p r o v i s i o n s  o f  
HB356 w h ic h  e x e m p t f r o m  C o m m is s io n  r e v ie w  a n d  a p p r o v a l  t h e  " r e ­
l a t e d  c o n t r a c t s  f o r  t h e  w h e e l in g ,  s t o r a g e ,  r e g e n e r a t io n ,  o r  
w h o le s a le  r e p u r c h a s e  o f  p o w e r p u rc h a s e d  u n d e r  s u c h -a n  a g re e m e n t 
and  a n y  s u b s e q u e n t am endm en ts " t o  th o s e  c o n t r a c t s .  The  Com m is­
s io n  u n d e r s ta n d s  t h a t  " r e l a t e d  c o n t r a c t s "  a r e  t h e  s e r v ic e s  a g re e ­
m e n ts  b e tw e e n  t h e  u t i l i t i e s  p u r c h a s in g  B r a d le y  L a ke  p o w e r w h ic h  
fo c u s  on  a r ra n g e m e n ts  f o r  t h e  t r a n s m is s io n  o f  t h e  p o w e r . The  
s c o p e  o f  " s u b s e q u e n t  am endm en ts " i s  n o t  d e f i n e d .

The  C o m m is s io n  b e l i e v e s  t h a t  f i v e  b a s ic  q u e s t io n s  s h o u ld  be  a n ­
sw e re d  b e f o r e  th e s e  a g re e m e n ts  a r e  e x e m p te d  f r o m  c o m m is s io n  r e ­
v ie w .  F i r s t ,  i s  t o t a l  e x e m p t io n  o f  t h e  a g re e m e n ts  f r o m  Com m is­
s io n  r e v ie w  n e c e s s a r y  i n  o r d e r  f o r  t h e  c o n s t r u c t i o n  o f  B r a d le y  
L a ke  t o  p ro c e e d  o n  s c h e d u le ?  S e co n d , a r e  t h e r e  p u b l i c  p o l i c y  
re a s o n s  n o t  t o  e xe m p t t o t a l l y  t h e  r e l a t e d  c o n t r a c t s  f r o m  Commis­
s io n  r e v ie w ?  T h i r d ,  a r e  t h e r e  r e g u l a t o r y  p o l i c y  re a s o n s  n o t  t o
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e x e m p t t o t a l l y  t h e  r e l a t e d  c o n t r a c t s  f r o m  C o m m is s io n  re v ie w ?  
F o u r t h ,  s h o u ld  t h e  r a t e  c o v e n a n t  p r o v i s i o n s  be  e x te n d e d  t o  t h e  
" r e l a t e d  c o n t r a c t u ?  F i f t h ,  w h a t ,  i f  a n y , e x e m p t io n  s t a t u s  i s  
a p p r o p r i a t e  f o r  " s u b s e q u e n t  am endm en ts " t o  r e l a t e d  c o n t r a c t s ?

The  C o m m is s io n  doe® n o t  b e l i e v e  t h a t  i t  i s  n a c a s s a r y  t o  e xem p t 
t o t a l l y  t h e  r e l a t e d  c o n t r a o t a  f ro m  C o m m is s io n  r e v ie w  i n  o r d e r  f o r  
B r a d le y  L a k e  c o n s t r u c t i o n  t o  p ro c e e d  on  s c h e d u le .  T he  APA i s  n o t  
a s i g n a t o r y  t o  t h e  r e l a t e d  c o n t r a o t s  and  t h e  c o s t s  f o r  s e r v ic e s  
p u r s u a n t  t o  t h e  r e l a t e d  c o n t r a c t s  a r e  n o t  p a r t  o f  t h e  f i n a n c i a l  
c o m m itm e n ts  t o  b o n d h o ld e r s .  T h e r e f o r e ,  i t  i s  n o t  n e c e B B a ry  t o  
e x te n d  t o  t h e  r e l a t e d  c o n t r a c t s  t h e  same r a t e  c o v e n a n t  a nd  c o s t  
r e c o v e r y  p r o v i s i o n s  w h ic h  a p p ly  t o  t h e  w h o le s a le  p o w e r a g re e m e n t 
b e tw e e n  t h e  APA and  t h e  u t i l i t i e s .  The  C o m m is s io n  i s  u n a w a re  o f  
a n y  o t h e r  l e g a l  r e q u i r e m e n t  f o r  t o t a l  e x e m p t io n  o f  th e  " r e l a t e d  
c o n t r a o t s . "

The C o m m is s io n  a ls o  b e l i e v e s  t h a t  i t  w o u ld  b e  p o o r  p u b l i c  p o l i c y  
t o  e x e m p t t o t a l l y  t h e  r e l a t e d  a g re e m e n ts  f r o m  C o m m is s io n  r e v ie w .  
B e cau se  t h e  APA i s  n o t  a s ig n a t o r y  t o  t h e  r e l a t e d  c o n t r a c t s ,  t h e  
APA B o a rd  o f  D i r e c t o r s  h a s  n o t  r e v ie w e d  t h e  c o n t r a c t s  i n  th e  same 
p u b l i c  p r o c e s s  o r  w i t h  t h e  same d i l i g e n c e  a s  t h e  w h o le s a le  p o w e r 
a g re e m e n t i t s e l f .  T he  r e l a t e d  c o n t r a c t s  a r e  t h e  t y p e  o f  a g re e ­
m e n t w h ic h  a r e  t y p i c a l l y  s u b je c t  t o  r e g u l a t o r y  o v e r s ig h t  a nd  an 
e x e m p t io n  i n  t h i s  aaBe w o u ld  be  c o n t r a r y  t o  t h e  p u b l i c  p o l i c y  
e s t a b l i s h e d  i n  AS 4 2 .0 5  r e g a r d in g  t h e  C o m m is s io n * 'a  r e g u l a t i o n  o f  
u t i l i t i e s .

F i n a l l y ,  t h e  C o m m is s io n  b e l i e v e s  t h a t  t o t a l  e x e m p t io n  o f  t h e  r e ­
l a t e d  o o n t r a c t s  f r o m  C o m m is s io n  r e v ie w  p r e s e n t s  s i g n i f i c a n t  r e g ­
u l a t o r y  p r o b le m s .  The  " r e l a t e d  c o n t r a c t s "  a f f e c t  t h e  o v e r a l l  
o p e r a t i o n  o f  t h e  c o n t r a c t i n g  u t i l i t i e s  a n d  i n v o l v e  f a c i l i t i e s  
w h ic h  a r e  n o t  d e d ic a t e d  s o l e l y  t o  B r a d le y  L a k e  b u t  w h ic h  a r e  com­
mon f a c i l i t i e s  u s e d  t o  p r o v id e  s e r v ic e s  t o  a l l  c u s to m e r s .  As 
s u c h , t h e  a g re e m e n ts  r a i s e  b a s ic  is s u e s  w i t h  r e s p e c t  t o  d i v i d i n g  
c o s t s  b e tw e e n  r e g u la t e d  ( n o n -B r a d le y  L a k e ) a nd  u n r e g u la t e d  
( B r a d le y  L a k e )  f u n c t i o n s .  To i l l u s t r a t e s

- I f  e x e m p t io n  e x te n d s  t o  f a c i l i t i e s  u u e d  o r  © xpenaea  i n c u r r e d  
t o  r e g e n e r a t e ,  w h e e l,  s t o r e  and  t r a n s m i t  B r a d le y  L a ke  P ow e r and 
n o n - B r a d le y  L a k e  p o w e r , t h e  g e n e r a t io n  a n d  t r a n s m is s io n  o p e ra ­
t i o n s  o f  t h e  r e g u la t e d  s ig n a t o r y  u t i l i t i e s  a r e  e s s e n t i a l l y  e xem p t 
f r o m  e c o n o m ic  r e g u l a t i o n .

- I f  e x e m p t io n  means t h a t  o n ly  n o n -B r a d le y  L a ke  f a c i l i t i e s  
and  e x p e n s e s  a r e  j u r i s d i c t i o n a l  t o  t h e  c o m m is s io n ,  i i g n i f i o a n t  
r a t e  im p l i c a t i o n s  a r i s e ,  f l a t t i n g  a s id e  t h e  a rg u m e n ts  and  c h a l ­
le n g e s  a s s o c ia t e d  w i t h  a l l o c a t i n g  in v e s tm e n t  a nd  e x p e n s e s  b e tw e e n  
r e g u la t e d  a n d  u n r e g u la t e d  p o r t i o n s  o f  a w h o le ,  t h e r e  i s  no  a s ­
s u ra n c e  t h a t  t h e  sum o f  t h e  u n r e g u la te d  a nd  r e g u la t e d  p a r t s  w o u ld  
e q u a l t h e  w h o le ,  t h e r e b y  c r e a t i n g  a s i t u a t i o n  o f  e i t h e r  o v e r -  
r e c o v e r y  o r  u n d a r r e c o v e r y  f o r  th e  a f f e c t e d  u t i l i t i & s .  i n  o t h e r  
w o rd s ,  t h e  c u s to m e rs  o f  a p u r c h a s in g  u t i l i t y  c o u ld  p a y  t o o  much
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o r  n o t  e n o u g h  d e p e n d in g  o n  th e  p a r t i c u l a r  o ir c u m s ta n c e ,  w i t h  t h e  
r e s u l t  t h a t  t h e  c u s to m e rs  o f  t h e  t r a n s m i t t i n g  u t i l i t y  w o u ld  
e i t h e r  b e  s u b s id iz e d  o r  b e  s u b s id i z in g  t h e  a u e to m o rs  o f  t h e  p u r ­
c h a s in g  u t i l i t y .  I t  h a s  b e e n  t h i s  C o m m is s io n ’ s e x p e r ie n c e  t h a t  
t h e  is s u e  o f  w h ic h  c u s to m e rs  s h o u ld  b e a r  w h a t s h a re  o f  an i n v e s t ­
m e n t o r  e x p e n s e  i s  u s u a l l y  m o re  im p o r t a n t  th a n  t h e  g u a s t io n  o f  
t h e  t o t a l  c o s t  w h ic h  m u s t be  p a id .

- I f  e x e m p t io n  m eans t h a t  t h e  C o m m is s io n  o r  a n y  c o n s u m e rs  
c a n n o t  c h a l le n g e  t h e  ’’ r e la t e d n e s s "  o f  a s u b s e q u e n t in v e s tm e n t  o r  
e x p e n s e  r e l a t i n g  t o  B r a d le y  L a k e , a  s u b s t a n t i a l  " h o l s ”  i n  t h s  
C o m m is s io n ’ s  c u r r e n t  j u r i s d i c t i o n  w o u ld  e x i s t .

The  C o m m is s io n  a ls o  b s l i e v e s  t h a t  t h e  p r o v i s i o n  e n s u r in g  t h e  e n ­
f o r c e a b i l i t y  o f  r a t s  a o v e n a n ts  s h o u ld  n o t  b e  e x te n d e d  t o  " r e l a t e d  
c o n t r a c t s . "  T h o se  c o n t r a c t s  a r e  s o l e l y  b e tw e e n  u t i l i t i e s ;  u t i l i ­
t i e s  s h o u ld  n o t  b e  a l lo w e d  t o  e s t a b l i s h ,  l : y  p r i v a t e  c o n t r a c t ,  
r a t e  c o v e n a n ts  w h ic h  w o u ld  be  b in d in g  on  t h e  C o m m is s io n .

W h i le  t h e  C o m m is s io n  b e l i e v e s  t h a t  i t  i s  im p o r t a n t  t h a t  i t s  
j u r i s d i c t i o n  t o  r e g u la t e  t h e  r a t e s  f o r  s e r v ic e s  p r o v id e d  u n d e r  
t h e  r e l a t e d  c o n t r a c t s  b e  p r e s e r v e d ,  t h e  C o m m is s io n  a ls o  r e c o g ­
n iz e s  t h a t  t h e  u t i l i t i e s ,  p u r o h a s in g  B r a d le y  L a k e  p o w e r m u s t be  
a s s u re d  t h a t  t h e  p o w e r c a n  be  t r a n s m i t t e d  f r o m  th e  p r o j e c t  s i t e  
t o  t h e i r  s e r v i c e  a re a  o r  t h a t ,  a l t e r n a t i v e l y ,  t h e r e  c a n  be  an  
" a d m in i s t r a t i v e "  o r  " p a p e r "  t r a n s f e r  o f  t h e  p o w e r . T h e r e fo r e ,  
t h e  C o m m is s io n  b s l i e v e s  t h a t  t h e  r e l a t e d  c o n t r a o t s  b e tw e e n  th e  
u t i l i t i e s ,  t o  t h e  e x t e n t  t h a t  t h e y  e s t a b l i s h  o p e r a t i o n a l  m e th o d s  
t o  a s s u r e  s u o h  d e l i v e r y  o f  p o w e r , a r e  n e c e s s a r y  and  a p p r o p r ia t e  
and  s h o u ld  b e  e x e m p t f r o m  C o m m is s io n  r e v ie w .  T h u s , t h e  com m is ­
s io n  re com m ends  t h a t  HB356 p r o v id e  t h a t  t h e  o p e r a t i o n a l  a s p e c ts  
d e s ig n e d  t o  a s s u r e  d e l i v e r y  o f  p o w e r b e  e x e m p t f r o m  C om m is s io n  
a p p r o v a l ,  b u t  t h a t  t h s  C o m m is s io n 's  a u t h o r i t y  t o  e v a lu a t e  c o s t s  
and  e s t a b l i s h  r a t e s  f o r  s e r v ic e s  be  p r e s e r v e d .

I I .  R e sp o n se  t o  H ouse  J u d i c i a r y  C o m m it te e  I n q u i r i e s

T h e re  a r e  f o u r  m a jo r  d i f f e r e n c e s  b e tw e e n  SB22 and  H B356 , o t h e r  
th a n  e l im i n a t i o n  o f  s e c t io n s  r e g a r d in g  u t i l i t y  d e r e g u la t i o n .

The  f i r s t ,  a n d  m o s t s i g n i f i c a n t ,  d i f f e r e n c e  i s  t h a t  SB22 e xem p te d  
f r o m  C o m m is s io n  r e v ie w  and  a p p r o v a l  o n ly  t h e  w h o le s a le  p o w e r c o n ­
t r a c t  f o r  B r a d le y  L a ke  p o w e r and  d id  n o t  e x e m p t " r e l a t e d  c o n ­
t r a c t s  f o r  t h e  w h e e l in g ,  s t o r a g e ,  r e g e n e r a t io n ,  o r  w h o le s a le  
r e p u r c h a s e  o f  p o w e r and  a n y  s u b s e q u e n t a m e n d m e n ts ."  T he se  " r e ­
l a t e d  c o n t r a c t s  and  s u b s e q u e n t a m e n d m e n ts ,"  w e re  n o t  m e n t io n e d  i n  
3B22 an d  w o u ld  h a ve  re m a in e d  u n d e r  C o m m is s io n  j u r i s d i c t i o n  u n d e r  
SB22.

The s e c o n d  m a jo r  d i f f e r e n c e  c o n c e rn s  t h e  p r o v i s i o n s  w h ic h  assura 
t h a t  u t i l i t i e s  r e c o v e r  c o s t s  a s s o c ia te d  w i t h  B r a d le y  L a k e . SB22 
s t a t e d  s im p ly  t h a t  " p o w e r  c o a ta  I n c u r r e d  b y  a u t i l i t y  i n  c o n n e c ­
t i o n  w i t h  [p u r c h a s e  o f  B r a d le y  L a ke  p o w e r ] s h a l l  be  a l lo w e d  i n
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t h e  r a t e #  c h a rg e d  b y  t h e  u t i l i t y . "  HB356 e n la r g e s  t h i s  p r o v i s i o n  
s i g n i f i c a n t l y .  I t  s t a t e s  t h a t  " a l l  c o s t s . , , i n c l u d i n g ,  w i t h o u t  
l i m i t a t i o n ,  p o w e r and  o t h e r  c o a t s "  i n c u r r e d  i n  c o n n e c t io n  w i t h  an  
a g re e m e n t t o  p u rc h a s e  p o w e r f r o m  B r a d le y  L a k e  m u s t be  in c lu d e d  i n  
r a t e s .  T h a t  b r o a d e r  p r o v i s i o n  c o u ld  be  i n t e r p r e t e d  t o  r e q u i r e  
r e c o v e r y  o f  c o s t s  a s s o c ia te d  w i t h  B r a d le y  L a ke  t h a t  a r e  n o r m a l ly  
e x c lu d e d  f r o m  r a t e s  b y  s t a t u t e ,  s u c h  as lo b b y in g  and  a d v e r t i s i n g  
e x p a n s e s  (AS 4 2 .0 5 .3 8 1  ) .  The l e g i s l a t i o n  s h o u ld  make o le a r  
w h e th e r  t h e  c o n te m p la te d  e x e m p t io n  e x te n d s  t o  e v e r y  s e c t i o n  o f  
t h e  C o m m is s io n 's  e x i s t i n g  s t a t u t e .

The  t h i r d  m a jo r  d i f f e r e n c e  i s  t h a t  HB356 in c lu d e s  a c o m p le t e ly  
new p r o v i s i o n  w h ic h  p r o v id e s  t h a t  b o th  th e  w h o le s a le  p o w e r a g re e ­
m en t a n d  r e l a t e d  c o n t r a c t s  may in c lu d e  r a t e  c o v e n a n ts  and  s u c h  
c o v e n a n ts  a r e  v a l i d  and  e n fo r c e a b le .  The  C o m m is s io n  u n d e r s ta n d s  
t h e  te rm  " c o v e n a n t "  t o  mean t h a t  u t i l i t i e s  c a n  " p r o m is e "  t h e  APA 
and  e a c h  o t h e r ,  b y  c o n t r a c t ,  t h a t  t h e y  w i l l  e s t a b l i s h  r a t e s  a t  a 
s p e c i f i e d  l e v e l  i n  o r d e r  t o  make p a ym e n ts  t o  t h e  APA o r  o t h e r  
u t i l i t i e s .  B e ca u se  s u c h  a c o v e n a n t i s  " v a l i d  and  a n f o r c e a b le , "  
t h e  C o m m is s io n  assum es t h a t  i t  w o u ld  be  r e q u i r e d  t o  s e t  r a t a s  
s u f f i c i e n t  t o  a l l o w  t h e  u t i l i t y  t o  m e e t a l l  e x p a n s e s , e ve n  th o s e  
im p r u d e n t l y  i n c u r r e d  o r  u n re a s o n a b le  i n  a m o u n t; i n  o t h e r  w o rd s ,  
t h e  C o m m is s io n  i n t e r p r e t s  " c o v e n a n t "  t o  mean t h a t  i t  c o u ld  n o t  
d i s a l l o w  e x p e n s e s  o r  in v e s tm e n t  f o r  a n y  r e a s o n  w h a ts o e v e r ,  i f  i t  
w o u ld  c a u s e  a  b r e a c h  o f  t h e  r a t e  c o v e n a n t .

The  f o u r t h  m a jo r  d i f f e r e n c e  i s  t h a t  3B22 in c lu d e d  a p r o v i s i o n  
t h a t  t h e  APA i s  n o t  a p u b l i c  u t i l i t y  u n d e r  AS 4 2 .0 5 .  T h a t  p r o v i ­
s io n  i s  n o t  in c lu d e d  i n  HB356 . The e f f e c t  o f  t h e  e x c lu s i o n * i s  
t h a t  w h o le s a le  p o w e r c o n t r a c t s  b e tw e e n  t h e  APA and  o t h e r  p u b l i c  
u t i l i t i e s ,  o t h e r  t h a n  th o s e  s p e c i f i o a l l y  e x e m p te d  b y  HB356 , w i l l  
r e m a in  u n d e r  t h e  j u r i s d i c t i o n  o f  th e  c o m m is s io n .

J T
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HOUSE BILL NO. 3 5 6 (APUC)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

FIFTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to the authority of the

Alaska Public Utilities Commission in 

connection with certain activiti3a of the 

Alaska Power Authority and in connection 

with calculating power coBt equalization; 

and providing for an effective date."

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

* Section 1. AS 42 .05 .431  is amended by adding a new 

subsection to read:

( c )  N o tw i t h s t a n d in g  (b )  o f  t h i s  s e c t i o n ,

(1) a wholesale agreement for the aala of power from 

a project licensed by the Federal Energy Regulatory 

Commission on or before January 1, 1987, entered into 

between the Alaska Power Authority and one or more other 

public utilities after October 31, 1387, and before January 

1, 1988, [AND RELATED CONTRACTS ?OR THE WHEELING, STORAGE, 

REGENERATION, OR WHOLESALE REPURCHASE OF POWER PURCHASED 

UNDER SUCH AN AGREEMENT, ] and any .-subsequent amendments 

theretc [TO THE WHOLESALE AGREEMENT OR RELATED CONTRACT],
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are not Bubject to review or approval by the c o m i s s i o n ;  

and

(2) a wholesale agreement [OR RELATED contract] 

described in (1) of this subsection may contain a covenant 

for the public utility to establish, charge, and collect 

rates sufficient to meet its obligations under the contract; 

B u c h  a covenant is valid and enforceable; ar.dr.1

(3) t h e  o p e r a t i o n a l  p r o v i s i o n s  o f  a r e l a t e d  c o n t r a c t  

e n te r e d  i n t o  p r i o r  t o  J a n u a r y  1 , 1 9 8 8 , and  t e c h n i c a l  o r  

c l a r i f y i n g  am endm en ts  t h e r e t o ,  w h ic h  a r a  n e c e s s a r y  f o r  t h e  

w h e e l in g ,  B to r a g a ,  r e g e n e r a t io n ,  o r  w h o le s a le  r e p u r c h a s e  o f  

p o w e r p u rc h a s e d  u n d e r  an a g re e m e n t d e s c r ib e d  i n  (1 ) o f  t h i s  

s u b s e c t io n  a r e  n o t  s u b je c t  t o  a p p r o v a l  b y  t h o  c o m m is s io n ;  

p r o v id e d ,  h o w e v e r ,  t h a t  t h s  c o m m is s io n  s h a l l  h a v e  t h e  

a u t h o r i t y  t o  d e te rm in e  t h e  c o s t  o f  and  e s t a b l i s h  r a t a a  f o r  

a n y  s e r v ic e s  p r o v id e d  p u r s u a n t  t o  s u c h  a  r e l a t e d  c o n t r a c t .

[★SECTION 2. AS 42.05.511 IS AMENDED BY ADDING A NEW 

SUBSECTION TO READ:

(D) ALL COSTS INCURRED 3Y A UTILITY IN CONN“7TIQN WITH A 

WHOLESALE AGREEMENT OR CONTRACT DESCRIBED IN AS 

42.05.431(C)(1), INCLUDING, WITHOUT LIMITATION, POWER AND 

OTHER COSTS INCURRED UNDER SUCH AN AGREEMENT OR CONTRACT, 

MUST BE ALLOWED IN THE RATES CHARGED 3Y THE UTILITY.]

" 7
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(b )  T he  a u t h o r i t y  i s  n o t  s u b je c t  t o  th e  j u r i s d i c t i o n  

o f  t h a  A la s k a  P u b l i c  U t i l i t i e s  C o m m is s io n . N o th in g  i n  t h i s  

c h a p t e r  g r a n t s  t h e  a u t h o r i t y  a n y  j u r i s d i c t i o n  o v e r  t h e  

s e r v i c e s  o r  r a t e s  o f  a n y  p u b l i c  u t i l i t y  o r  d im in is h e s  o r  

o t h e r w is e  a l t a r s  th a  j u r i s d i c t i o n  o f  t h a  A la s k a  P u b l i c  

u t i l i t i e s  C o m m is s io n  w i t h  r e s p e c t  t o  a n y  p u b l i c  u t i l i t y ,  

i n c l u d i n g  a n y  r i g h t  t h e  c o m m is s io n  may h a v e  t o  r a v i a w  and 

a p p ro v a  o r  d is a p p r o v e  c o n t r a c t s  f o r  t h e  p u rc h a s e  o f  

e l e c t r i c i t y  b y  a p u b l i c  u t i l i t y  o t h e r  t h a n  w h o le s a le  

a g re e m e n ts  a n d  c o n t r a c t s  d e s c r ib a d  i n  AS 4 2 . 0 5 . 4 3 1 ( c ) (1) and 

AS 4 2 . 0 5 . 4 3 1 ( c ) ( 3 ) .

^ S e c t io n  2  C*]» 4 4 .8 3 .1 6 2  i s  am ended b y  a d d in g  a new

s u b s e c t io n  t o  r e a d :

(p )  I n  c a l c u l a t i n g  p o w e r c o s t  e q u a l i z a t i o n ,  th e  

c o m m is s io n  may n o t  c o n s id e r  v a l i d a t e d  c o s t s  o r  

k i l o w a t t - h o u r  s a le s  a s s o c ia te d  w i t h  a U n i t e d  S ta te s  

D e p a r tm e n t o f  D e fe n s e  f a c i l i t y .

^ S e c t io n  4 [ 5 ] ,  T h is  A c t  i s  r e t r o a c t i v e  t o  N ovem be r 1 , 1937 .

^ S e c t io n  3 [ 6 ] ,  T h is  A c t  ta k e s  effect immediately under as 

0 1 . 1 0 . 0 7 0 ( C ) .

*Section 2 [3]. AS 44.83.090(b) is amended to read:

- 2 -



ALASKA POWER AUTHORITY 
POSITION PAPER 

HOUSE BILL NO. 356

The Alaska Power Autho r i ty  supports enactment o f  House B i l l  No. 356. S p e c i f i ­
c a l l y ,  Sect ions 1, 2 and 3 o f  the b i l l  p rovide f o r  amendments which would 
exempt who lesa le  power agreements and r e l a t e d  con t rac ts  ( the two "wheel ing" 
agreements ) ,  inc lud ing any subsequent amendments to the who lesa le  agreement or 
r e l a t e d  c o n t r a c t ,  between the Alaska Power Autho r i ty  and one o r  more o th e r  
pub l ic  u t i l i t i e s  from review o r  approval by the Alaska Pub lic  U t i l i t i e s  
Commission (APUC). The exemption provided through these amendments covers 
on ly  those agreements f o r  the sa le  o f  power from a p r o j e c t  l icensed by the 
Federal Energy Regulatory Commission (FERC), on or  be fo re  January 1, 1987, 
entered in to  between the Power Autho r i ty  and one o r  more o the r  pub lic  
u t i l i t i e s  a f t e r  October 31 ,  1987 and be fo re  January 1, 1988, i . e . ,  the Brad ley 
Lake Hyd roe lec t r i c  p r o j e c t  ( l i c en sed  by the FERC on December 31 ,  1985 ) ,  and 
the who lesa le  power sa le s  agreements and r e l a t e d  agreements were entered in to  
on December 8 ,  1987. Enactment o f  t h i s  l e g i s l a t i o n  remains e s sen t ia l  to the 
program o f  revenue bond f inanc ing o f  the Brad ley Lake Hyd roe lec t r i c  P r o j e c t .

The need f o r  enactment o f  House B i l l  356 i s  due to a 1986 amendment to APUC 
l e g i s l a t i o n .  The amendment provided the APUC with the au th o r i t y  to review in 
advance and approve who lesa le  power agreements between public u t i l i t i e s .  The 
ex i s t ing  APUC s t a t u t o r y  a u th o r i t y  a l s o  a l lows t h a t ,  once the agreements are in 
e f f e c t ,  the APUC may a l s o  o rde r  the p a r t i e s  to the agreement to renego t ia te
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the agreement i f  the APUC determines tha t  r e t a i l  power ra tes  are not j u s t .  
Where the p a r t i e s  are unable to  agree to  an amendment, the APUC may o rde r  the 
p a r t i e s  to proceed under the agreement's d ispute r e s o lu t i o n  procedures.

The 1986 amendment to  APUC s ta tu te s  was pa r t  o f  a complex, lengthy and con t ro ­
v e r s i a l  package o f  amendments w ith in the "sunset" r e au th o r i z a t i o n  b i l l  f o r  the 
Alaska Pub l ic  U t i l i t i e s  Commission. The e f f e c t  o f  the amendment on the Alaska 
Power A u th o r i t y ,  i t s  wholesa le power agreements and r e l a t e d  c on t r a c t s ,  and the 
Brad ley Lake agreement in p a r t i c u l a r ,  was never considered by the 1986 L e g i s l a ­
t u r e .  Consequently , we are now presented with a s t a t u t o r y  c o n f l i c t .  The 
Power Autho r i ty  i s  exempt by s t a tu t e  from the APUC's j u r i s d i c t i o n .  On the 
o th e r  hand, the APUC has j u r i s d i c t i o n  ove r  wholesa le  power agreements and 
o th e r  r e l a t e d  con t rac ts  to which the Power Author i ty  i s  a pa r ty .

During the 1987 l e g i s l a t i v e  sess ion Senate B i l l  No. 22 was introduced and 
provided f o r  amendments which would have re s to red  law tha t  had been in e f f e c t  
s ince 1976 and tha t was in ad ve r t an t l y  removed during the r e au th o r i z a t i o n  o f  
the Alaska Pub lic  U t i l i t i e s  Commission by the 1986 L e g i s l a t u r e .  The amendments, 
as provided f o r  in SB22, attempted to r e s t o r e , r a t h e r  than change the s ta tus 
quo. A f t e r  a lengthy l e g i s l a t i v e  hearing p rocess ,  SB22 passed the L eg i s l a tu re  
and was subsequently vetoed. Governor Cowper vetoed the b i l l  because o f  
amendments contained in Section 4 o f  HCS CSSSB 22 ( F i n . ) ,  which were i n f l a t e d  
to the amendments which would have exempted wholesa le  power agreements between 
the Alaska Power Author i ty  and pub lic  u t i l i t i e s  from review and approval by 
the APUC. As a r e s u l t  o f  the ve to ,  Brad ley Lake p ro je c t  cons t ruc t ion  could 
not move forward as o r i g i n a l l y  planned.
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During the 1987 l e g i s l a t i v e  s e s s ion ,  the R a i l b e l t  u t i l i t i e s  requested funding 
and s t a tu t o r y  a u th o r i t y  which would have a l lowed f o r  immediate const ruc t ion  o f  
an upgraded i n t e r t i e  system in the R a i l b e l t .  The u t i l i t i e s  asse r ted tha t  th i s  
system was necessary to t ransmit  e l e c t r i c a l  energy from Brad ley Lake to i t s  
users in the R a i l b e l t .  That l e g i s l a t i o n  did not  pass ,  and the u t i l i t i e s  were 
required to develop a l t e rn a t e  ( c o n t r a c tu a l )  arrangements f o r  moving energy 
ove r  the i n t e r t i e  system as i t  e x i s t s  today . These con t rac tua l  arrangements 
are c a l l e d  "wheel ing" and/or " s e r v i c e s "  agreements. These agreements govern 
the u t i l i z a t i o n  o f  seve ra l  segments o f  t ransmiss ion  f a c i l i t i e s  that a re  owned 
and operated by d i f f e r e n t  p a r t i e s .  Fu r the r ,  these agreements se rve as 
add i t iona l  terms and cond i t ions  necessary to provide d e l i v e r y  o f  energy 
contracted f o r  under the Power Sa les Agreement, and are t h e re f o r e  in teg ra l  
pa r ts  o f  the bargain the u t i l i t i e s  have made f o r  Brad ley Lake power. The 
Brad ley Lake Power Sa les Agreement does not become e f f e c t i v e  u n t i l  a l l  
required approva ls  o f  these agreements are rece ived .

Section 4 o f  HB356 provides f o r  amendments to  AS 4 4 . 8 3 . 1 6 2  (Sect ion  7, o f  
SB 22 passed by the 1987 L eg i s l a tu r e  a l s o  included t h i s  language . )  Although 
Section 4 o f  t h i s  b i l l  does not impact the Alaska Power Au tho r i t y ,  i t  does 
r e l a t e  to the Power Cost Equa l i za t ion  Program (PCE) which i s  administered by 
the Alaska Power Au tho r i ty .  This amendment c l a r i f i e s  tha t  APUC should not 
inc lude the k i l ow a t t -h ou r  sa le s  to a Department o f  Defense f a c i l i t y  when 
determining i f  a u t i l i t y  i s  e l i g i b l e  f o r  Power Cost Equa l i za t ion  b e n e f i t s .  
The amendment provides r e s o lu t i o n  to a quest ion tha t  has been pending rega rd ­
ing Naknek E l e c t r i c  A ssoc ia t ion ' s  c a l c u l a t i o n  o f  PCE b e n e f i t s .  Naknek E lec -
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t r i e  Assoc ia t ion  provides con t rac tua l  e l e c t r i c  se rv ice  to the King Salmon A ir  
Force Base under the Federal SWAP Act p ro v i s ion s  o f  1980. The amendment w i l l  
p rov ide a p o s i t i v e  b ene f i t  to l o c a l  customers o f  u t i l i t i e s  p a r t i c ip a t ing  in 
the PCE program which supply power now, o r  in the f u t u r e ,  to a U.S. Department 
o f  Defense f a c i l i t y .  The C ity  o f  Galena, r e c e n t l y  awarded a con t rac t  to s e l l  
power to the Galena A i r  Force Base, w i l l  a l s o  b e n e f i t  from the amendment. The 
exc lus ion  o f  pro ra ta  f i x e d  costs and k i l ow a t t - h ou r  sa les  a r i s i n g  from supplying 
power to  such a f a c i l i t y  w i l l  p rov ide f o r  a p o s i t i v e  economic impact on Naknek 
E l e c t r i c  A ssoc ia t ion 's  members. This amendment w i l l  a l s o  serve to mainta in 
the PCE le v e l  o f  Naknek E l e c t r i c  A ssoc ia t ion ' s  r e s i d e n t i a l  customers without 
inc reas ing  the co s t  o f  power to these customers.
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T o i  S o n  S h i t

D i r e c t ^ ^ J K b r o g r a m  D e v e l o p m e n t

F r o m :  G w e t f  a b e r m i  l l e p v f N

R e s e a r c h  A n e l y W t A J ^  r e i  N a k n e k  E l e c t r i c ’ *

d i s a g r e e m e n t  w i t h  PCS 

l e v e l  d e t e r m i n a t i o n

I  am c o m m e n t  i n g  o n  M r .  F r a n k ® * s  l e t t e r  t o  S e n a t o r  Z h a r o f f  d a t e d  

M a r c h  1 9 ,  1 9 8 7  t h o u g h  t h e  s u p p o r t i n g  d o c u m e n t s  h a v e  n o t  b e e n  
f o r w a r d e d .

T h e  S W A P  A c t  o f  1 9 1 0  s t a t e *  t h a t  a n  e n e r g y  ' . . p u r c h a s e  . . . w i l l  

r e s u l t  i n  s  c a n t  s a v i n g s  t o  s u c h  a g e n c y  o f  e l e e t r i e  e n e r g y  w i t h o u t  

I n c r e a s i n g  c o s t s  t o  o t h e r  c o n s u m e r s  o f  e l e c t r i c  e n e r g y . "  i f  t h e r e  

a r e  a d d i t i o n a l  c o s t s  I n v o l v e d  i n  p r o v i d i n g  p o w e r  t o  w h o l e s a l e  

c u s t o m e r s  o f  N E A ,  Z w o u l d  a s s u m e  i t  t o  b e  t h e  u t i l i t y ' s  

r e s p o n s i b l 1 i t y  t o  t a k a  a l l  a d d i t i o n a l  c o e t e  i n  a c c o u n t  w h e n  

n e g o t i a t i a t i n g  t h e  c o n t r a c t .  I f  t h e  d i r e c t  e e e t s  a r e  n o t  p a s s e d  

t h r o u g h  t o  t h e  w h o l e s a l e  c u s t o m e r s  i n c u r r i n g  t h e  c o s t s ,  t h e  o t h e r  

r a t e p a y e r s  w i l l  s u b s i d i s e  t h e  c o n t r a c t ,  u n l e s s  t h e  a d d i t i o n a l  
d e m a n d  d e c r e a s e s  t h e  t o t a l  c o s t  o f  p o w e r .  T h e  a g r e e m e n t  N a k n e x  

E l e c t r i c  ( N E A )  h a s  w i t h  t h e  A i r  F o r , c e  i s  a  n e g o t i a t e d  w h o l e s a l e  

p o w e r  c o n t r a c t  o f  t h e  f o r M a t  w h i c h  i t  a p p e a r s  t h a t  N fiA  e n t e r s  i n t o  

w i t h  a n y  p u r c h a s e r  w h o s e  d e m a n d  e x c e e d s  5 0 0  k v a .  ( S e e  a t t a c h e d )

C o s t  b a a e d  r a t e s  a r e  d e v e l o p e d  b y  a l l o c a t i n g  t h e  c o s t  o r  r a t i o  o f  

c o s t  o f  s e r v i c e s  a n d / o r  f a c i l i t i e s  t o  t h e  c u s t o m e r  o r  r e t s  c l a s s  

d e p e n d i n g  o n  t h e  d e g r e e  o f  b e n a f i t  t o  t h a t  c l o s e  o r  t h e  l e v e l  o f  

d e m e n d .  I f  o v e r a l l  c o s t s  o f  p r o v i d i n g  e l e c t r i c i t y  t e  t h e  u t i l i t y  

c o n s u m e r  a r e  d e c r e a s e d ,  t h e n  i t  f o l l o w s  t h a t  a  s u b s i d y  w o u l d  
d e c r e a s e .

I t  a p p e a r s  i ' h  t h e  l e t t e r  f r o m  M r .  F r a n k e  t o  8 e n ( Z h a r o f r  t h a t  h e  

w i s h e s  t o  c o u n t  t h e  c o s t e  o f  s u p p l y i n g  e l e c t r i c a l  s e r v i c e  t o  t h e  

A i n  F o r e o  y e t  n o t  i n c l u d e  t h e  b e n e f i t s  o f  t h o s e  e x p e n d i t u r e s  i n  t f v  

f o r m u l a .  ( P C *  d e t e r m i n e d  f r o m  T o t a l  C o a t s / T o t a l  KWH s a l e s  t c  g e t  
u n i t  c o o t  o f  e l e c t r i c i t y , ) T h e r e f o r e  t h e  P C C  l e v e l  w o u l d  b e  m u c h  
h i g h e r .  I f  t h e  KWH w a l e s  o f  t h e  f l l r  F o r c e  B a s e  a r e  e x c l u d e d .  , 

w o u l d  s e e m  t h a t  a n y  p o r t i o n  o f  t h e  c o s t s  t h a t  cjlo n o t ,  c o n t r i b u t e  t o  

* * g S ~ - & T B i f  Afc ■ t f  - j * * -  o t h e r - ,  r a t e p a y e r s  s h o u l d  b e  e x e l u d e d  _ w her> ,  
d e t e r m i n i n g  t h e  u n i t  c o s t  o f  e l e c t r i c i t y  'AVSo u l T i m a t e l y  t h e  P C E ^  

a u b c T d v  T e v e l .  [ f  m a i n t a i n i n g  t h e  P C E  l e v e l  i s  t h e  d e s i r e d  o u t c o m e ,  
t h e n  u s i n g  t h e  r e v e n u e s  f r o m  t h e  A i r  F o r c e  t o  d e c r e a s e  c o s t s  b e f o r ,  
d i v i d i n g  b y  k w h  s a l e s  o f  a l l  o t h e r  c u s t o m e r s  w i l l  o n l y  w o r w  i f  t h e  

c o s t s  o f  p r o v i d i n g  t h a t  s e r v i c e  w o u l d  o u t w e i g h t  t n e  b e n e f i t s .



O n e  o f  t h e  p u r p o s e s  o f  t h e  P o w e r  C o s t  E q u a l  i  z a t i o n  p r o g r a m  a >  

s t a t e d  i n  g e n e r a l  o r d e r  1 $  i s  t o  e n c o u r a g e  f e a s i b l e  a l t e r n a t  i v e *  s 
d i e s e l  g e n e r a t i o n ,  w h i c h  o n e  c o u l d  i n t e r p r e t  b o  n ia a n  w o u l d  b e  i » « «  

e x p e n s i v e  i n  t h e  l o n g  r u n  l e a d i n g  t o  l a s a  d e p e n d e n c e  o n  p o w e r*  
s u b s i d i e s  s u c h  a s  P C E .

T h e  m o s t  e q u i t a b l e  w a y  t o  r e s o l v e  t h e  i s s u e  a t  t h i e  p o i n t  i n  t i m e  

w o u l d  b e  t o  e x c l u d e  t h e  A i r  F o r c e  t o t a l l y  f r o * *  t h e  c o m p u t a t i o n s  
P C E  d e t e r m i n a t i o n  f o r  a l l  o t h e r  r a t e  c l a s e e e .  T h i s  m o u I o  m e a n  

e x c l u d e  t h e  c o s t s  a n d  t h s  k w h  s a l e s  a r i s i n g  f r o m  s e r v i n g  t h e  o a e e  

f r e e  t h e  P C f f  f o r m u l a .  T h e  s u b s i d y  s s r v e a  t o  s k e w  t h e  i m p a c t  o f  
t h i s  c o n t r a c t  o n  t h e  c o o t  o f  p o w e r  f o r  t h e  r e m a i n d e r  o f  t h e  
r a t e p a y e r s .

f



EXHIBIT "B"
RATE SCHEDULE EXTRACT

The fo l lcw iec power ra te  was extracted frm the Naknek E lec t r ic  Association 
Proposal,  F65501-80-D0033, with negotiated p rice adjustment re f lected .

SCHEDULE W
NAKNEK DIVISION WHOLESALE POWER COST

AVAILABILITY
Avai lable to customers desir ing to purchase wholesale power and whose demand 
exceeded SCO kva during any period throughout the calendar year.
TYPE Of SERVICE
To be determined and made a part o f  a subordinate contract  to .be entered into 
with each customer u t i l i z i n g  such serv ice .
RATES

«

All  energy so ld  •  J.9S/KWH 
HINIMIH MONTHLT CHARGE
The minimum monthly charge under the above ra ts  sha l l  be $15 ,000/month.
FUEL COST ADJUSTMENT CHARGE
A surcharge e r  c red i t  may be applied to each b m i h g  f a r  serv ice rendered 
under th is  Schedule to r e f l e c t  Increases o r  decreases 1n the cost o f  fuel 
compared to the base cost  o f  f u e l .

Current Fuel Cost

Surcharge a . _______  (d/Gallon) - 52.34/CUHon
(4/KWHJ Average No. o r  kkHso Io  Her canons Of >'uei (onsiaed 

During Latest 12 Honths

Cun tract'F63501-81-00003
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S e n a t o r  P r e d  F .  Z h a r o f f  

P o o c h  V
J u n e a u ,  A S  m i l  

D e e r  S e n a t o r  Z b a r o f f :

Th* clutches ot l e g i s l a t i v e  over-s ight have f i n a l l y  engulfed the proper 
PCB entit lement o f  che members o f  Naknek E lec t r i c  Association.
This baa been proopted by ca lcu la t ion  methodology used by tha (current) 
s t a f f  o f  the Alaska Public U t i l i t y  Commission. The current s t a f f ' s  
ca lcu la t ion  neehod includes k i lowatt  hours de l ivered to the Kins Saloon 
Air Force Bate under the Federal SWAP Act o f  1980, whereas previously the 
CooBlsslon excluded those KWHa f r e e  the i r  ca lcu la t ion .  The 
recommendation o f  the current APUC s t a f f  fo l l ows the l e t t e r  o f  the law as 
set  f o r th  in  General Orders 14A and HB in which i t  i s  stated "Total 
Ki lowatt  Hours Del ivered", even though the previous S t a f f ' s  interpretation 
o f  the la v  excluded the k i lowatt  hours de l ivered to the Air fo rce .  
Consequently, the new recommendation w i l l  d e l i ve r  s ign i f ican t  economic 
impaction to the balance o f  Kaknek E lec t r i c  Associat ion's consumers in ths 
Mount o f  MQ1.132.41 In Just twelve,months.
strong fee l ings ex is t  within the Association that th i s  was not ths intent 
a f  the law and would l i k e  consideration o f  an amendment to ths law to 
exclude a l l  SVAP Act k i lowatt  hours from the Commission's ca lcu la t ion of  
the f ixed  coet por t ion o f  the PCE entit lement . [

This Association provides contractual e l e c t r i c  serv ice ( a t  the cost o f  
energy on ly ,  i . e . ,  fue l  caste) to the King Salmon Air Force Base under ths 
federa l SWAP Act o f  1960 (Pub l ic  Law 96-571 ) .  Tha premiss f o r  this Act is 
to provide and encourage the interchange between u t i l i t i e s  and National 
Defense in s t a l l a t i o n s  when i t  is "au tua l lv  b ene f i c ia l " .  When the "out o f  
pocket" cents o f  umbers a r t  eLevattd as a r e su l t  o f  inc lusion o f  SWAP Act 
k i lowatt  hoars, the arrangement becomes non-henefic ia i to the majority of 
Naknek E le c t r i c  Association's consumers and consequently no Longer

The higher costs which would be incurred i f  the Air Force ua* forced to 
return to providing f o r  i t s  own e l e c t r i c a l  needs appear undesiraole in 
l i g h t  of defense budget goals . Addit iona l ly ,  the generation equipment at 
the King Salmon Air  Fores beso is d e re l i c t  as wel l  as unre l iab le .  The 
inev i tab le  need f o r  replacement o f  th is  equipment would be el iminated hv 
continued serv ice from Naknek E lec t r ic  Association.
Several attachments are included in support o f  our request to .mmno 
le g i s l a t i o n  to exclude SWAP Act de l ivered energy in rhe f ixed coat portion 
o f  PCS ca lcu la t ions .



fill two * PCE calculation

The attachments are:
01. 1985/86 12 sooth schedule of  PCE d o l l a r  sad KWH values.
02. Sampls o f  data source f o r  attachment 41.
*3. January 28, 1987 Commission Order 8 S t a f f  reeowendation.
*4. Impaction o f  Commission Order.
*3. Comparative o f  83 I  86 data a t  done p revious ly .  (Supports 

acceptable non-inclusion of  Air Force revenue and KWH 
consumption.)

d6. Schedule developed by Cotmussion s t a f f  during f i e l d  audit 
performed 12/63. (Of in te res t  i s  audi t note, highl ighting 
impaction o f  Air Force's consumption. This note providsc the 
basis f o r  our necotiation o f  the ra te*  determined in attachment 
#5->ff7. January 27, 1987 l e t t e r  from our a t torney ,  Roger Keappel. :o
the Commission concernim order (attachment R 3 ) . An n vid cn tia rv  
hearing was held on March 4. 1987, which resu l ted in verbal 
ins t ruc t ion  from the Commission to do what we could to. 
l e g i s l a t i v e l y  exclude SWAP Act energy In the f ixed cone portion  o f 
the PCE ca lcu la t ion .

Your support i u  inf luencing this important amendment to the Law, to 
exclude a l l  SWAP Act Ki lowatt hours from the PCE ca lcu la t ion ,  i s  
requested. The resu l t ing acanoaic e f f e c t  to the Assoc iation's  meubara, 
including the Air Force, makes this amendment a necess ity.
S i n c e r e l y ,

C- _____
G e n e r a l  M a n ag e r

CEF:t b c

e n c l o s u r e s

cc: A d e l h e i d  Herrmann
MCA A t t o r n e y ,  R o s e r  Kam ppei

a R EC a  E x e c u t i v e  S e c r e t a r y ,  D ave  i l u t c h i n e

APUC Chairman, H e a c n e r l v

N e l s  . \ n a e r s a n

NEA B o a rd  Members

N akn ek  E l e o t r i o  A s s o c i a t i o n

r ' i lu
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PROGRAM SUMMARY

Expenditures
I t  i s  estimated tha t  approx imately $200 ,000  o f  add i t iona l  lega l 
fees  w i l l  be incur red due to the PUC hear ings process .
I t  i s  f u r t h e r  estimated tha t  the PUC hear ings process would delay 
the Brad ley  Lake p ro j e c t  by a y e a r .  The r e su l t i n g  increase in 
con s t ru c t ion  cos ts  and i n t e r e s t  dur ing cons t ruc t ion  on the 
long-te rm debt would inc rease the t o t a l  p r o j e c t  costs  by an e s t i ­
mated $19 .15  mi 11 ion.
Funding
I t  i s  assumed th a t  any add i t iona l  Brad ley expenditures would be 
funded by the R a i l b e l t  Energy Fund.
Economic Impact
In add i t io n  to the increased costs descr ibed above and below, a 
de lay in the Brad ley Lake p r o j e c t  would reduce the number o f  jobs  
a v a i l a b l e  on the Kenai Peninsula th i s  summer and next.
Impact on R a i l b e l t  E l e c t r i c i t y  Consumers
Not passing th i s  b i l l  would increase the i n t e r e s t  r a te  on the 
long-te rm debt f o r  Brad ley Lake in two ways. F i r s t ,  debt would 
have to  be issued e a r l i e r  in the con s t ru c t ion  schedule (the IDB 
a l l o c a t i o n  to Brad ley Lake exp i res  on 1 2 / 3 1 / 9 0 ) ,  and completion 
r i s k  becomes more o f  a f a c t o r .  Second and perhaps more important,  
p resen t  law a l lows the PUC to reopen the con t ra c ts  a t  any time in 
the f u t u r e .  The i n t e r e s t  r a t e  pena l ty  from these two f a c t o r s  is 
estimated to be 1/2 percent .  Such a pena l ty  would increase debt 
s e rv ic e  $750 ,000 per y e a r ,  o r  $ 2 2 ,5 0 0 ,0 00  ove r  the l i f e  o f  the 
bonds.
A d d i t i o n a l l y ,  the u t i l i t i e s  are expected to incu r  approximate ly 
$500 ,000  o f  lega l  expenses due to the PUC hear ings process . This 
would be borne by the R a i l b e l t  E l e c t r i c i t y  Consumers.
In summary, the t o t a l  a dd i t i o na l  costs incu r red  from th i s  b i l l  not 
passing would be approximate ly $42 ,3 50 ,0 0 0 .

1332/810/1



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

NEED FOR EXPEDITIOUS PASSAGE OF NEW "SB22" LEGISLATION

The rev ised  const ruct ion schedule adopted f o r  Brad ley Lake has been
developed to accomplish two primary ob je c t i v e s :  f i r s t ,  to complete the
p ro j e c t  in a reasonable timeframe which w i l l  bring the p r o j e c t  on l i n e  
when the u t i l i t i e s ’ seasonal demand f o r  power i s  inc reas ing ;  and second, 
to s t imu la te  the const ruct ion industry and employment oppo r tun i t ie s  by 
i n i t i a t i n g  major const ruct ion e f f o r t s  during the 1988 const ruct ion 
season.
To accomplish the above o b j e c t i v e s ,  and in p a r t i c u l a r  to c rea te  a
meaningful p o s i t i v e  e f f e c t  on the labo r  s i t u a t i o n  in 1988,  i t  is impera­
t i v e  tha t  the main const ruc t ion  cont rac t  (General C i v i l  Construction^ be 
awarded e a r l y  enough in the summer o f  1988 to enable the con t rac to rs  to 
i n i t i a t e  work on both the dam and power tunne l .  I f  the con t rac t  award 
is  delayed beyond Ju ly  1, 1988, the c on t ra c to r  w i l l  s t i l l  begin work on 
the power tunne l .  However, due to the l im i ted  summer season remain ing, 
work on the dam w i l l  probably not be i n i t i a t e d  u n t i l  the spr ing o f  1989. 
As a consequence, the t o t a l  1988 work fo rce  w i l l  be reduced by app rox i ­
mately o n e -h a l f .
Due to the time involved in adve r t i s ing ,  bid p repa ra t i o n ,  bid opening, 
p o ten t i a l  bid p ro te s t s  and the con t rac t  award p rocess ,  in o rder  to 
achieve a con t ra c t  not ice to proceed on Ju ly  1, 1988, i t  is imperative
that "c iean S822" l e g i s l a t i o n  be enacted and signed into  law on cr
be fo re  March 15, 1988.
The attached f low char t  shows the t imetab le requi red to achieve time!# 
award o f  the General C iv i l  Const ruction con t ra c t  and o the r  p ro jec t  
con t rac ts  invo lv ing  1988 cons t ruc t ion .  Also attached is a bar c ‘:ur-. 
which compares the estimated manpower requirements f o r  1988 resul 
from e a r l y  passage o f  SB22 ( p r i o r  to March 1 5 ) ,  versus la t e  passage 
the b i l l  (May 15 ) .
Attachments



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  
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P r o je c t e d  M a n p o w e r  R e q u i r e m e n t s

(June 1988 through May 1989)
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Early SB 22 Passage (Mar 15) | | Late SB 22 P a s s a g e  (May 15)
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O ffic ia l Business

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
P .O . BOX V 

S ta te  C a p ito l 
Juneau, A laska  9981

TO: R epresen ta tive  John Sund

FROM: R epresen ta tive  K 2

DATE: January 2 6 , 1988

SUBJ: HB 3 5 6  -  B ra d le y  Lake E xem ption  fro m  the APUC

A s you re v ie w  House B ill 3 5 6 . w h ich  w ould  exem pt th e  B ra d ley Lake pow er 
sales contracts and re la te d  'services" and w heeling  contracts fro m  the 
re v ie w  or a p p ro va l o f the A la ska  P u b lic  U t ilit ie s  Com m ission, I w ish  to  d raw  
y o u r a tte n tio n  to  se ve ra l specific concerns I have  w ith  the b ill.

I  w ould lik e  to  preface m y specific com m ents w ith  a genera l sta tem ent o f 
su p p o rt fo r  the a d m in is tra tio n 's  essentia l o b jec tive  o f try in g  to  ensure th a t 
the B ra d le y  Lake  pro ject is able to  proceed w ith  resu m p tio n  o f construction  
th is  sum m er. A lth o u g h  I s t i l l  have re se rva tio n s  about the fu n d a m en ta l 
w isdom  o f th e  pro ject, a t th is  po in t, g iven  the e x te n t o f the state's 
com m itm ent (ie , "sunk" costs), I  fe e l th a t a d d itio n a l delays w o uld  be 
c o u n te rp ro d u c tive .

A t  the same tim e , h ow ever, I  am concerned about th e  p o te n tia l lo n g -te rm  
adverse im pacts th a t some o f th e  language proposed in  HB 3 5 6  w ould  have 
on the a b il ity  o f the APUC to p ro tec t consum er in te re s ts . I f in d  it  
troub lesom e th a t th e  b i l l  w ould  p ro v id e  n o t o n ly  th a t the B ra d le y  Lake 
w holesale pow er contracts w ould  be exem pted , b u t also, "w ith o u t lim ita tio n ."  
a ll unspecified "o ther costs" as w e ll. A d d itio n a lly , th e re  is language in  th e  b ill 
s ta ting  th a t "a n y subsequent am endm ents" are beyond APUC ju risd ic tio n .

I also have concerns about Section 29 o f th e  pow er sales contracts, w hich 
re q u ire  th a t R a ilb e lt consum ers make "excess" paym ents beyond those 
re q u ire d  to pay o ff  the debt fo r  the pro ject. Please f in d  attached some d ra ft 
language th a t w ould p rov id e  fo r  the e lim in a tio n  o f th is  p rov is io n .



Exem pting the transm ission  agreem ents, to ge ther w ith  the open-ended 
language contained in  HB 3 56  p ro v id in g  an exem ption  fo r  a ll "o th e r c o s ts ' 
and "a n y am endm ents" w ould re s u lt , to a s ig n ific a n t degree, in  de facto 
d eregu la tio n  o f the R a ilb e lt u til it ie s .

I  urge the Ju d ic ia ry  Com m ittee to c a re fu lly  exp lo re  language m odifications to 
the b i l l  w h ich  w ould m eet tw o fu n d a m e n ta l o b jectives :

1) ensure  th a t the B ra d le y  p ro ject constru c tion  can move fo rw a rd  th is 
sum m er in  o rd e r to  com plete the pro ject in  tim e to se ll lo n g -te rm  tax 
exem p t bonds p r io r to  1 9 9 1 ; and

2 ) also ensure , to th e  g rea test degree possible, th a t th e  APUC w ill be 
able to  p e rfo rm  its  re g u la to ry  fu n c tio n s and safeguard consum er 
in te re s ts .

The fo llo w in g  specific  com m ents are o ffe re d  in  th e  in te re s t o f w o rk in g  ou t 
such language m odifications as q u ic k ly  as possible to p ro v id e  tim e ly  passage 
o f a responsib le  HB 3 5 6 .

SPECIFIC COMMENTS 

AH U nspecified "O ther Costs" Exem pted

In  con trast to la s t ye a rs  HCS CSSSSSB 2 2  (F in ), th a t p rovid ed  o n ly  fo r  the 
exem ption  o f pow er costs, HB 3 5 6  calls fo r  th e  exem ption  o f "a ll costs... 
inc lud ing , w ith o u t lim ita tio n , pow er and o th e r costs...." (see page 1, lin e  29 
th rou g h  page 2 , lin e  4 ).

W h ile  an argum ent can be made th a t bond h o ld ers  re q u ire  th e  se c u rity  o f 
know ledge th a t the pro ject debt w i l l  be rep a id  th ro u g h  pow er sales, the 
exem p tion  o f a ll o th e r costs (ie , m anagem ent sa la ries, consulting contracts, 
a d m in is tra tiv e  costs, legal costs, and a n y o th e r costs inc lud ing those 
estab lished b y  am endm ents to  th e  contracts) cannot be ju s tifie d . T h is  w ould  
have th e  e ffe c t o f aUowing u t il it ie s  to  pass th ro u g h  w ith o u t re v ie w  a n y costs 
w h e th e r reasonsable o r not.

Th is  open-ended language should be m od ified  to  p ro v id e  o n ly  th a t pow er 
costs are to  be guaranteed a f lo w  th ro u g h  to  the ra te s . A l l  "o th e r costs" 
should be rev iew e d  and approved .



A ll  U nspecified A m endm ents Exem pted

HB 3 5 6  proposes no t o n ly  to  exem pt th e  w holesale pow er contracts and the 
re la ted  se rv ices/w h ee lin g  contracts w h ich  have been entered  in to  b u t also 
"a n y subsequent am endm ents" (see page 1. lin e  2 1 ) .

I t  has been stated th a t th e re  are o th e r p a rtie s  (secondary lenders including 
the R u ra l E le c trific a tio n  A d m in is tra tio n ) re v ie w in g  the contracts and who 
m ay re q u ire  some am endm ents. Th ere  is also an expressed desire  on the 
p a rt o f th e  u t ilit ie s  fo r  " f le x ib il i ty "  to make changes in  the contracts as the 
need arises.

N e ith e r o f these argum ents is com pelling . I f  th e  fu n d a m e n ta l need is to  
respond to  th e  possible dem ands o f secondary len ders , th en  th e  b ill should 
include a specific  exem ption  fo r  th a t purpose.

AssiRnrtiUty-oLContcatts

A n o th e r qu estion  reg ard in g  the exem p tio n  p ro v is io n s concerns the p o te n tia l 
a ss ig n a b ility  o f the contracts. In  th e  recen t past th e re  have been ind ica tions 
fro m  R a ilb e lt u t il it ie s  th a t c e rta in  Outside, p r iv a te  in ve s to r-o w n e d  u t ilit ie s  
are in te re s te d  in  purchasing A la ska  co-ops.

Could these contracts be assigned to  an in ve s to r-o w n e d  u t i l i ty ?  I f  so. I w ould 
argue th a t p o te n tia lly  p ro v id in g  a categorical exem ption  fro m  APUC re v ie w  
to a p ro fit-m a k in g  u t i l i t y  and a llow ing th a t u t i l i t y  to  pass th ro u g h  "w ith o u t 
lim ita tio n  ... a ll costs" is  in a p p ro p ria te  sta te  p o licy  adverse to  consum er 
in te re s ts .

"Excess" Paym ents R eq u irem en t

Section 29 o f the Pow er Sales A g ree m e n t (pages 28 -2 9 )  re q u ire s  paym ents 
fro m  R a ilb e lt consum ers "in  excess o f actual deb t service re q u ire d  fo r  
re t ire m e n t o f Bonds issued to  pay Recoverable Construction Costs." These 
paym ents are "in  recognition  o f e ffo rts "  to  o b ta in  an in te r t ie  pro ject betw een 
Fa irban ks and the Kenai Pen insu la , b u t are n o t contingent upon th e  success 
o f such e ffo rts . These "excess" paym ents, w h ich  are to  commence upon the 
re tire m e n t o f a ll bonds, are to  be made to  the A P A  fo r  deposit in to  the 
R a ilb e lt E n erg y Fund.

According to  A P A  Execu tive  D irec to r R obert LeResche. the paym ents, w hich 
are to  be based on the average annual d e b t service fo r  the p ro ject, w i l l  be



a p p ro x im a te ly  $18 m illio n  per ye a r o v e r the period betw een ye a r 30 and 
ye a r 50 o f the contracts fo r  a c u m u la tive  to ta l "excess" p a ym en t o f 
a p p ro x im a te ly  $ 3 6 0  m illio n  in  nom ina l do lla rs . T h is  s im p lifie d  scenario 
assumes no am endm ents to  the contracts th a t could e ith e r extend the life  o f 
the contracts or increase th e  am ount o f the "excess" paym ents above th a t 
am ount c u rre n tly  described in  Section 2 9 . A n y  such am endm ents, 
irre sp e c tiv e  o f reasonableness, w o uld  be ca teg orica lly  exem pted fro m  APUC 
re v ie w  or app rova l under th e  te rm s o f HB 3 5 6  as in troduced .

From  a R a ilb e lt consum er pe rsp ective , eve n  though these "excess" paym ents 
are no t v e r y  sizable in  discounted p rese n t va lu e  te rm s , th e  paym ents are 
d if f ic u lt  to  ju s t i fy . N o tw ith sta n d in g  the phrase "in  recogn ition  o f e ffo rts  to 
ob ta in" th e  in te r t ie , th e  paym ents w o u ld  be fo r  an e s se n tia lly  unspecified 
purpose — or at least fo r  a p ro jec t w h ich  has no t been dem onstrated as 
econom ically feasib le  n o r, I suggest, e ve n  l ik e ly  to be re le v a n t 30  ye a rs  fro m  
now.

M o reo ver, w hen one considers th e  precedent estab lished b y  the Four Dam 
Pool "p ro jec t" financ ing  arrangem ents (w h ich  p ro v id ed  th a t e sse n tia lly  h a lf 
o f th e  Four Dam Pool w as deb t financed and th e  re m a in d e r fu n d e d  w ith  cash 
g ran ts) i t  appears th a t R a ilb e lt consum ers are being assessed an 
e x tra o rd in a ry  charge fo r  e s se n tia lly  u nknow n fu tu re  purposes.

I t  is m y fee lin g  th a t the “excess" p a ym e n t p ro v is io n  should be e lim in a te d  
fro m  th e  w holesale contracts. F o rtu n a te ly , i t  appears th a t Section 29 , w hich 
establishes th e  excess p aym en t p ro v is io n , could be e lim in a te d  w ith o u t 
a ffecting  o th e r e lem ents o f th e  w holesale pow er contracts o r the 
se rv ices/w h ee lin g  contracts.

I  have attached language w h ich  w o u ld  m ake th e  e ffe c tiv e  date o f HB 3 5 6  
conting ent upon th e  e lim in a tio n  o f th is  section.

P rese rva tion -O f .APUC R ev ie w  and C o st.A llo ca tio n , .lu ris tic tio n

M y fu n d a m e n ta l concerns w ith  HB 3 5 6  as in trod uced center on th e  a b il ity  of 
the APUC to  p e rfo rm  its  basic re g u la to ry  fu n c tio n s  and safeguard consum er 
in te re s ts . I t  is im p o rta n t to  c la r ify  th e  o b jec tive  o f th e  b ill. The fu n d a m en ta l 
o b jec tive , as I understand it ,  is to ensure th a t B ra d le y  Lake can proceed in  a 
t im e ly  m anner. I t  is not, as I un d erstan d  i t ,  the ob jec tive  o f th is  b i l l  to 
le g is la tiv e ly  deregulate the R a ilb e lt u t ilit ie s .*

H ow ever, HB 3 5 6  goes fa r  beyond th e  scope o f these basic ob jectives b y  
e lim in a tin g  even  th e  re v ie w  o f a n y and a il costs, w ith o u t lim ita tio n ,



associated w ith  a n y u n d erta k in g s "in  connection w ith " the management, 
op era tion  o r a d m in is tra tio n  o f the B ra d le y  Lake pro ject and the re la ted  
services and w heeling  agreem ents. As a practica l m atte r, the e ffe c t o f HB 
3 5 6  w ould  be to p u t th e  d ire c t pro ject w holesale pow er costs, the associated 
tran sm iss io n  agreem ents, and in d ire c t a d m in is tra tiv e  and m anagement costs, 
in to  a "b lack box". T h is  w o uld  se ve re ly  constra in  and underm ine the a b ility  
o f the APUC to m e a n in g fu lly  regu la te  the R a ilb e lt u t ilit ie s .

In  o rd e r fo r  B ra d le y  La ke  to proceed th is  sum m er, i t  is apparent th a t the 
APUC m ust be rem oved fro m  the in it ia l app rova l o f the power sales 
contracts. (E lim in a tio n  o f in it ia l a p p rova l w i l l  o b v ia te  the concern th a t 
p ro jec t opponents w o u ld  use a Com m ission proceeding to de lay th e  pro ject.) 
In  o rd e r to  p ro v id e  assurances to  p o te n tia l bond ho lders th a t the debt fo r  
th e  p ro jec t w i l l  be reco vera b le , i t  also appears th a t some so rt o f p ro v is io n  
p ro v id in g  a pass though o f pow er costs to  th e  ra tes m ay be a p p ro p ria te .

A t  th is  po in t, I  fe e l i t  is m ost im p o rta n t to  focus on how  i t  w ould be possible 
to  p rese rve  the a b il ity  o f the APUC to :

1 ) re v ie w  and app rove  n on -p o w e r costs (ie , o th e r th an  the w holesale 
pow er costs w h ich  w o u ld  d ire c tly  f lo w  th ro u g h  to  ra te  p a yers); and

2 ) also be able to  re v ie w  and approve as ju s t and reasonable cost 
a llocations associated w ith  im p le m e n ta tio n  o f the re la ted  "services" 
and w heeling  contracts.

Language w h ich  accom plished these ob jectives w ould  sa tis fy  the basic 
purpose o f th e  b ill - -  to  get th e  pro ject re ta rte d  th is  sum m er and com pleted 
in  tim e to  issue tax exem p t bonds b y  1 9 9 1 .

Because th e  re v ie w  and a p p ro va l o f th e  im p le m e n ta tio n  o f the re la ted  
"serv ices" and w hee ling  contracts could o n ly  come a fte r the pro ject was 
com pleted, m ain ta in in g  th is  APUC a u th o r ity  w o uld  n o t c o n flic t w ith  the 
o b je c tive  o f g e ttin g  th e  p ro jec t re s ta rte d  th is  sum m er.

I t  has been suggested th a t m ain ta in ing  the ju r is t ic tio n  o f the APUC w o u ld , to 
some degree, c a rry  a "cost p rem iu m " in  th e  fo rm  o f an in crem en ta l in te re s t 
charge som ew here on th e  o rd e r o f 3 /8  to  1/2  o f a percentage po in t. In  te rm s 
o f in c re m e n ta l costs, th e  A P A  has suggested th a t th is  w ould  increase debt 
se rv ice  costs on the bonds b y  se ve ra l m illio n  d o lla rs . T h is  issue needs to be 
exp lo red  c lo se ly  d u rin g  th e  com m ittee hearings to  d e te rm in e , as p rec ise ly  as 
possible, w h a t the cost p rem iu m  w ould  be fo r  m aintenance o f the APUC's



re g u la to ry  a u th o rity , lim ite d  to non-pow er costs and o n ly  a fte r the pro ject 
was com pleted and opera tiona l.

Of course, any in c re m e n ta l "cost" re su ltin g  fro m  h ig h er in te re s t charges m ust 
be w eighed against the p o te n tia l savings to  consum ers th a t w ould re s u lt 
fro m  APUC re v ie w  and app rova l o ve r p o te n tia lly  excessive n o n-p ow er costs 
such as a d m in is tra tio n  salaries, consulting contracts, legal fees, lobbying  
contracts, etc.

From  a consum er p o in t o f v ie w , i t  w ould seem th a t the p resen t va lu e  o f 
these in crem en ta l costs — to the e x te n t th a t th e y  can a c tu a lly  be d e te rm ined  
to  e x is t — w ould  be o ffse t in  p a rt b y  re g u la to ry  cost contro ls in  the fu tu re . 
T a ken  to g e th er w ith  the proposal to  save R a ilb e lt consum ers th e  cost o f the 
"excess" charges as suggested above, a m odified HB 3 5 6  as I have o u tlin e d  
should come at no e x tra  cost to  th e  consum er th an  w h a t has been proposed. 
I t  w o u ld , h ow ever, s t i l l  p rese rve  the a b il ity  o f the APUC to  p e rfo rm  its  
essen tia l re g u la to ry  fu n ction s and pro tect consum er in te re s ts .

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

cc: House Ju d ic ia ry  Com m ittee m em bers
R ep re sen ta tive  Swackham m er



Attachment 1

Dr_aft_Language to  E lim inate  Excess P aym en t R equ irem ent 

(co n d ition a l e ffe c tiv e  date)

S e c tio n  T h is  A c t ta kes e ffe c t on the date th a t th e  A la ska  Pow er
A u th o r ity , as se lle r, and the Chugach E lec tric  A ssoc ia tion ; Golden V a lle y  
E lectric  Associa tion ; Anchorage M u n ic ip a l L ig h t and Pow er; Sew ard E lectric  
System ; A la sk a  E lec tric  G en era tio n  and T ra n sm iss io n  C ooperative ; Homer 
E lectric  Association ; and M atanuska  E lec tric  Associa tion , as purchasers, e n te r 
in to  an agreem ent to e lim in a te  the re q u ire m e n t fo r  paym ents in  excess of 
actual d eb t service  re q u ire d  fo r  re t ire m e n t o f bonds fo r  th e  B ra d le y  Lake 
h yd ro e le c tric  p ro ject as p ro v id ed  fo r  in  th e  "A g reem en t fo r  th e  Sale and 
Purchase o f E lec tric  Pow er" d a te d ______________
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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  
RESEARCH AGENCY

January 27, 1988
MEMORANDUM
TO: Represen ta t ives  John Sund and Kay Brown
ATTN: John H a r t le  ajid E r ic  Meyers
FROM: Ginny Fay

Leg is la t ive^  Ana lyst
RE: B rad ley  Lake Power S a le s ,  Se rv ice ,  and Transmission Agreements and

House B i l l  356 
Research Request 88 .1 19

You requested tha t  t h i s  agency review the f o l l ow ing  agreements, which House 
B i l l  356 would remove from the purview o f  the Alaska Pub l ic  U t i l i t i e s  
Commission (APUC):

the Brad ley Lake H yd roe le c t r i c  Power Sa les Agreement (Power Sa les 
Agreement) ;
the  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  T r a n sm is s i o n  Sha r ing  
A g re em en t  ( T r a n s m i s s i o n  Ag re em en t )  between Homer E l e c t r i c  
Assoc ia t ion  (HEA) and o the r  R a i l b e l t  u t i l i t i e s ;  and
the Brad ley  Lake Hyd roe le c t r i c  P ro j e c t  Agreement f o r  the Wheeling o f  
E l e c t r i c  Power and f o r  Re la ted Serv ices (Se rv ices  Agreement) between 
Chugach E l e c t r i c  Assoc ia t ion  (CEA) and the o the r  R a i l b e l t  u t i l i t i e s .

You a l s o  asked tha t  we compare p rov is ions  o f  the Brad ley Lake Power Sa les 
Agreement with the Four Dam Pool Power Sa les Agreement. In add i t io n ,  you 
asked tha t  we suggest a l t e r n a t i v e  language f o r  HB 356 tha t  would accomplish 
the o b je c t i v e  o f  assur ing immediate, continued progress on Brad ley Lake 
c o n s t r u c t i o n  but which would minimize impact on the APUC's general 
a u th o r i t y  t o  review and approve e l e c t r i c a l  cos ts  and r a t e s .
The f i r s t  p a r t  o f  t h i s  memorandum provides background in fo rmat ion  on the 
Brad ley Lake p r o j e c t  and HB 356 (Attachment A). The next sec t ion  presents 
an overview o f  each o f  the th ree  Brad ley Lake agreements and compares the 
Brad ley Lake and the Four Dam Pool power s a le s  agreements. This is 
f o l l owed  by a d iscuss ion  o f  HB 356 and how i t  compares with the ve rs ion  o f
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Senate B i l l  22 tha t  was vetoed l a s t  sess ion .  The f i n a l  sec t ion  o f  th is  
memorandum suggests a l t e r n a t i v e  language f o r  HB 356 .

Background
The 90 megawatt Brad ley Lake h yd ro e l e c t r i c  p r o j e c t  i s  c u r r e n t l y  under 
cons t ruc t ion  by the APA on the Kenai Peninsu la near Homer, A laska .  The APA 
has obtained S ta te  app rop r ia t i on s  ( $ 168 ,0 8 0 ,0 0 0 )  and borrowed shor t - te rm 
funds to  f inance the i n i t i a l  cos ts  o f  con s t ruc t ion .  The APA is ready to 
issue the Request For Proposa ls  f o r  the general c i v i l  engineer ing const ruc­
t i o n  c o n t r a c t .  P r i o r  to  committing to the completion o f  the p r o je c t ,  
however, the APA in s i s t ed  tha t  a l l  th ree con t rac ts  noted above be agreed 
upon.
House B i l l  356 was int roduced by Governor Cowper to exempt these Brad ley 
Lake c on t ra c ts  from APUC review and approva l .  Exemption from APUC review 
i s  deemed necessa ry  t o  avoid ex tens ive  p r o j e c t  de lay  caused by in te rvene rs  
in the APUC hear ing p rocess .  Pub l ic  U t i l i t y  Regula to ry P o l i c y  Act (PURPA) 
q u a l i f y i n g  a l t e r n a t i v e  energy f a c i l i t i e s  who intend to  s e l l  power to  some 
o f  the R a i l b e l t  u t i l i t i e s  a re l i k e l y  to inte rvene in the Brad ley Lake 
hearing process .  S im i l a r l y ,  the S ta te  r e g u la to ry  review process provides 
an oppo r tun i ty  f o r  p a r t i e s  who may oppose cons t ruc t ion  o f  the Brad ley Lake 
p r o j e c t  to  de lay  i t s  completion and thus je opa rd i z e  the APA's a b i l i t y  to 
ob ta in  lower i n t e r e s t ,  t a x - f r e e  bonding f o r  the p r o j e c t .  Deregu la t ion o f  
the Brad ley Lake p r o j e c t  by HB 356 a l s o  a l lows automatic f low-th rough o f  
Brad ley  Lake cos ts  i n t o  e l e c t r i c  r a t e s ,  thus guaranteeing revenue requi red 
f o r  bond repayment.
As mentioned in the SB 22 hear ings l a s t  sess ion ,  removal o f  APUC au tho r i t y  
over the Brad ley Lake con t rac ts  does not e l im ina te  a l l  j u d i c i a l  oppor­
t u n i t i e s  f o r  PURPA in te rv en e r s ;  i t  simply t r a n s f e r s  PURPA j u r i s d i c t i o n  to 
the fed e ra l  government. I f  APUC au th o r i t y  i s  removed, in te rvene rs  can 
s t i l l  f i l e  s u i t s  under PURPA in fede ra l  d i s t r i c t  c ou r t .  This cou r t  would 
a l s o  hear any appea ls o f  APUC dec is ions  r e l a t e d  t o  PURPA. In t h i s  regard ,  
removal o f  APUC review au th o r i t y  would e l im ina te  one step in the j u d i c i a l  
p rocess .  The next sec t ion  prov ides some general in fo rmat ion on the th ree 
Brad ley Lake p r o j e c t  c on t ra c t s .
The APA has been advised by bond counsel tha t  APUC ove rs igh t  o f  the 
con t ra c ts  would r a i s e  the i n t e r e s t  r a t e s  on bonds. There has been con­
t inued d iscuss ion  o f  t h i s  p o in t .  We are unable to  comment on the accuracy 
o f  the c la im s .  The APUC review o f  p ro je c t s  does not prec lude the recovery 
o f  "prudent" c o s t s .  However, given the excess generat ing capac i ty  in the 
R a i l b e l t ,  the re  i s  some quest ion tha t  B rad ley Lake would be considered a 
prudent p r o j e c t  at  t h i s  t ime.
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Brad ley  Lake Hyd roe le c t r i c  P ro je c t  Contracts
Wholesale Power Sa le s  Agreement. Of the th ree agreements entered in to  by 
u t i l i t i e s  purchasing Brad ley Lake power, the Power Sa les Agreement (PSA) i s  
the  primary con t ra c t .  P a r t i e s  to  the con t rac t  are the Alaska Power 
A u t h o r i t y  (APA), CEA, HEA, Golden Va l l e y  E l e c t r i c  Assoc ia t ion  (GVEA), 
Anchorage Municipal L ight and Power (AML&P), Matanuska E l e c t r i c  Assoc ia t ion 
(MEA), A la s k a  E l e c t r i c  Genera t ion and Transmission Cooperat ive ,  Inc .  
(AEG&T) and the Seward E l e c t r i c  System (SES) .  The PSA provides f o r  the 
s a le  o f  100 percent o f  the p r o j e c t ' s  power to the purchasing u t i l i t i e s  
under  an u n c o n d i t i o n a l ,  t a k e - o r - p a y  c o n t r a c t .  The agreement a l so  
provides f o r  the f in anc ing ,  ope ra t ion ,  and maintenance o f  the p r o j e c t .  The 
PSA governs the s a le  o f  bonds t o  f inance up to $175 m i l l i o n  o f  the cons t ruc ­
t io n  c o s t s ,  the repayment o f  the bonded debt , the scheduling and sa le s  o f  
p r o j e c t  power, adm in is t ra t ion  o f  the Power Sa les  Agreement, the e s t a b l i s h ­
ment o f  the P r o j e c t  Management Committee, and the determinat ion o f  annual 
p r o j e c t  c o s t s .
The bonded debt w i l l  be r e t i r e d  by proceeds from the s a le  o f  p r o j e c t  
power. The debt,  a long with a l l  o th e r  cos ts  assoc ia ted with opera t ing and 
mainta in ing the p r o j e c t ,  w i l l  be inc luded in a budget o f  annual p r o j e c t  
cos ts  w r i t t e n  by the P r o j e c t  Management Committee. The P r o j e c t  Management 
Committee i s  comprised o f  APA and a l l  u t i l i t i e s  purchasing Brad ley Lake 
power ( in c lud ing  vo t ing members HEA and MEA and nonvoting member AEG&T). 
The P r o j e c t  Management Committee has the ongoing r e s p o n s i b i l i t y  and 
a u t h o r i t y  t o  o v e r s e e  a l l  s i g n i f i c a n t  Brad ley Lake p o j e c t  a c t i v i t i e s  
i n c lu d i n g  c o n t r o l l i n g  c o s t s ,  w r i t ing  the annual budget, and re so lv ing  
d isputes  among the agreement's p a r t i e s .  The APA, however, r e t a in s  the 
r i g h t  to take " requ i red  ac t ions "  to ensure tha t  f i n a n c i a l  o b l i g a t i o n s  under 
the bond covenant are met.
The Power Sa les  Agreement has an i n i t i a l  term o f  50 y e a r s .  I t  becomes 
e f f e c t i v e  when a l l  p a r t i e s  execute the agreement and have obta ined a l l  
n e c e s s a r y  approva ls  f o r  i t  and the r e l a t e d  Transmission and Serv ices 
Agreements. Debt s e rv ice  on the bonds extends f o r  30 y e a r s .  Upon the 
re t i rement  o f  a l l  bonds issued to  pay recove rab le  cons t ruc t ion  c o s t s ,  the 
purchasers  o f  Brad ley Lake power agree t o  make "excess payments" t o  the 
R a i l b e l t  Energy Fund " . . . i n  recogn i t ion  o f  the R a i l b e l t  Energy Counc i l ' s

^ owe r  from the Brad ley Lake p r o j e c t  i s  a l l o c a t e d  on a percentage 
basis  as f o l l o w s :  Alaska E l e c t r i c  Generation & Transmission Cooperat ive ,  
I n c . ,  25 .8  percent (ac t ing  f o r  Hower E l e c t r i c  Assoc ia t ion ,  12 .0  percent and 
M a ta n u sk a  E l e c t r i c  A s s o c i a t i o n ,  1 3 . 8  p e r c e n t ) ;  Chugach E l e c t r i c  
A s s o c i a t i o n ,  3 0 . 4  p e r c e n t ;  Golden V a l l e y  E l e c t r i c  Assoc ia t ion ,  16 .9  
p e r c e n t ;  Anchorage Municipal Light & Power, 25 .9  pe rcent ;  and Seward 
E l e c t r i c  System, 1 .0  percent .  These shares are spec i f i ed  in Exh ib i t  D o f  
the Power Sa le s  Agreement.
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commitment to continued e f f o r t s  to  obta in  a s a t i s f a c t o r y  transmiss ion 
i n t e r t i e  between Fairbanks and the Kenai P e n i n s u l a . . . "  Excess payments are 
to be paid in p ropo r t ion  to  each purchaser 's  share o f  B rad ley Lake power 
and w i l l  be equal to  the average annual debt s e rv ice  on r e t i r e d  bonds minus 
any payments on debt issued to  fund requ i red  p r o j e c t  work. At a maximum, 
excess  payments would equal f o u r  cents f o r  each k i l owa t t  hour (kwh) 
purchased by each o f  the u t i l i t i e s .  Given tha t  Brad ley Lake's p ro jec ted  
output i s  369 .2  k i lowa t t  hours each yea r ,  the excess payments could be as 
much as $14 .8  m i l l i o n  annua l ly  (nominal d o l l a r s )  f o r  power purchased a f t e r  
re t i rement  o f  the bonds. Because the payments would commence so f a r  in the 
f u t u r e ,  the net present va lue o f  the 20 -yea r  revenue stream (2021 -2040 )  is  
estimated t o  be about $10 m i l l i o n .  Excess payments w i l l  be made u n t i l  the 
te rm ina t ion  o f  the 50 -yea r  agreement pe r iod .
I f  the Brad ley Lake p r o j e c t  i s  not completed and ope ra t iona l  by January 1, 
1996, the re  i s  an " e a r l y  out" p rov is ion  f o r  purchasers under the agree­
ment. The PSA may be renewed f o r  40 yea r  per iods o r  f o r  the l i f e  o f  the 
p r o j e c t ,  whichever i s  longe r .
Table 1 (Attachment B) compares some o f  the majo r  p ro v i s ion s  o f  the Brad ley 
Lake and Four Dam Pool power s a le s  agreements. Most o f  the d i f f e r e n c e s  can 
be a t t r i b u t e d  to  inherent d i f f e r e n c e s  in the p r o j e c t s  o r  t o  d i f f e r e n c e s  in
the t iming o f  nego t ia t ion  o f  the power s a le s  agreements. Most o f  the Four
Dam Pool p r o j e c t s  produce excess power. This s i t u a t i o n  precluded t a k e - o r -
pay con t ra c ts  f o r  a l l  o f  the p r o j e c t s '  power. In add i t i o n ,  the cos ts  o f
some o f  the Four Dam Pool p ro je c t s  increased s u b s t a n t i a l l y  from t h e i r
o r i g i n a l  es t imates .  Furthermore, the p r o j e c t s  were completed be fo re  the
power s a l e s  agreement was in p lace ,  pu t t ing  the S ta te  in a weaker 
nego t ia t ing  p o s i t i o n .  The r a t e  reopener p ro v i s io n s  (2001 and 2016) in the 
Four Dam Pool agreement provides a mechanism to  inc rease the debt s e rv ice  
component on these p r o j e c t s  r a th e r  than a means t o  decrease payments. In 
c o n t r a s t ,  the Brad ley Lake agreement inc ludes a p ro v i s ion  f o r  excess 
payments which commence a f t e r  the 3 0 -yea r  bond i s  r e t i r e d .  Both the r a te
reopener and excess payment p rov is ions  o f f e r  a t  l e a s t  p a r t i a l  repayment o f
the S t a t e ' s  equ i ty  in the p r o j e c t s .
T r a n sm i s s i o n  Agreement .  The T r a n sm i s s i o n  Agreement i s  one o f  the 
" r e l a t e d  c on t ra c ts "  mentioned in HB 356 .  The agreement between HEA and 
CEA, GVEA, and AML&P provides f o r  HEA's cons t ruc t ion  o f  a 47 m i le ,  135 
k i l o v o l t  (k v )  t ransmiss ion l i n e  between the Brad ley Junct ion and Soldotna
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Substa t ion .  The l i n e ,  which i s  estimated to cos t  S14.1 m i l l i o n  to  con­
s t r u c t ,  w i l l  p rov ide f o r  d e l i v e r y  o f  Brad ley Lake power to the purchasing 
u t i l i t i e s .  The Transmission Agreement prov ides f o r  the s a le  o r  le a se  o f  
po r t ion s  o f  the HEA l i n e  to  CEA, GVEA, and AML&P. The Sta te  o f  Alaska 
i s  not a pa r ty  t o  t h i s  c on t ra c t .
P a r t i e s  to the agreement are expected to  pay a po r t i on  o f  the l i n e ' s  
cons t ru c t ion  cos ts  as wel l  as reimburse HEA " . . . e a c h  month f o r  a p o r t i on  o f  
HEA's actua l expenses assoc ia ted with ope ra t ing ,  mainta in ing , and repa i r ing  
the  T r a n sm i s s i o n  L i n e . "  Fo rmu las  f o r  c a l c u l a t i n g  cons t ruc t ion  and 
ope ra t ion  and maintenance cos ts  are attached to  the agreement. As HB 356 
i s  c u r r e n t l y  w r i t t e n ,  the cos ts  sp e c i f i e d  by these formulas would not be 
sub je c t  t o  APUC review o r  app rova l .
The a g r e em en t  a l s o  p r o v i d e s  f o r  a number o f  o t h e r  o p e r a t i o n a l  
c o n s i d e r a t i o n s  such as l i n e  upgrading, f a i l u r e  to  cons t ruc t ,  r e p a i r s ,  
spec ia l  p ro v i s i o n s  a f f e c t i n g  CEA, and d ispu te  r e s o l u t i o n .  The term o f  the 
agreement begins when a l l  p a r t i e s  have executed i t  and i t  has received a l l  
necessary app rova l s .  The agreement ends when the l i n e  i s  no longe r  used to 
t r an sm i t  Brad lay  Lake power and a l l  c on s t ru c t ion  costs have been pa id ;  o r  
the date when the Power Sa les  Agreement te rm ina tes ;  o r  any such date as a l l  
p a r t i e s  mutua l ly  agree , provided the date meets with the approval o f  
e n t i t i e s  whose approval i s  necessary .
S e rv ices  Agreement. The Serv ices  Agreement con t ra c t  between CEA and HEA, 
GVEA, MEA, AML&P, SES, and AEG&T prov ides f o r  the t r a n s f e r  o f  Brad ley Lake 
power ac ross  CEA's t ransmiss ion network, s to rage o f  Brad ley Lake power in
CEA's Cooper Lake h yd r o e l e c t r i c  f a c i l i t y ,  and energy purchase and d i s p l a c e ­
ment s e rv ic e s  to  the purchasing p a r t i e s  by CEA. The Serv ices Agreement 
e s ta b l i s h e s  p ro v is io n s  f o r  the :  1) c o n t in u i t y  and scheduling o f  se rv ices  
w i th  CEA s e r v i n g  as d i s p a t ch e r ;  2) r i g h t  t o  add i t iona l  t ransmiss ion 
capac i ty ;  3 )  estab l ishment o f  r a t e s  and b i l l i n g s ;  and 4) r e s o lu t i o n  o f
d i spu te s .  S im i l a r  to the Transmission Agreement, the S ta te  i s  not a par ty  
t o  the Se rv ices  Agreement, which i s  a " r e l a t e d  con t ra c t "  under HB 356 .
Computa t ion  o f  whee l in g  r a t e s  t o  be paid by purchasing p a r t i e s  is
determined by formulas attached to  the agreement. The basic wheel ing r a t e  
i s  i n d i r e c t l y  t i e d  ( th rough v a r i a b l e s  in the fo rmu la )  t o  CEA's r a t e  
ad justment proceedings which occur b e fo re  the  APUC. While t h i s  prov ides a 
" r e f e r en ce  po in t "  f o r  the c a l c u l a t i o n  o f  c o s t s ,  determinat ion o f  actua l 
components o f  cos ts  to be inc luded in each v a r i a b l e  i s  d i f f i c u l t .  As noted 
in Appendix A o f  the s e rv ice  agreement,

O‘ The CEA's p ropo r t ion  o f  the l i n e  inc ludes i t s  percentage share o f  
Brad ley Lake power p lus tha t  o f  SES and MEA.
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Chugach's t ransmiss ion O&M expense and A&G expense associated with
Chugach's Beluga to  Poin t Mackenzie t ransmiss ion segment are not
(and at t h i s  time cannot be) s p e c i f i c a l l y  i a e n t i f i e d  and i so l a t ed  
f rom Chugach's t o t a l  t ransm iss ion  O&M expense and A&G expense. 
T h e r e f o r e ,  in computing "A" and "B" in the f oregoing fo rmula ,  
reasonab le  es timates o f  Chugach's t ransmiss ion OcJ expense and A&G 
expense assoc ia ted with Chugach's Beluga to Po in t  Mackenzie t r a n s ­
miss ion segment s h a l l  be used. Such estimates mav be based on 
reasonab le  proxy v a r i a b l e s .

Under HB 356 ,  the  APUC w i l l  not  have the a u th o r i t y  t o  determine the 
" reasonab leness" o f  these proxy v a r i a b l e s .  The d i f f i c u l t y  in i s o l a t i n g  
these cos ts  f o r  the computation o f  wheel ing charges under the agreement is 
a p r e c u r s o r  to the d i f f i c u l t i e s  tha t  would be faced by the ^PUC in
determining u t i l i t y  cos ts  in a p a r t i a l l y  deregu la ted power system.
The Se rv ices  Agreement rep resen ts  an ope ra t iona l  a l t e r n a t i v e  s o lu t i o n  to
t r a n sm i t t in g  Brad ley Lake power to  a l l  purchasers  in the absence o f  the 
S ta te  o f  A la ska 's  cons t ruc t ion  o f  an i n t e r t i e  from the Kenai Peninsu la to 
Anchorage. P a r t i e s  t o  the Se rv ice  Agreement recognize tha t  the agreement 
w i l l  be superseded i f ,  and when, cons t ru c t ion  o f  an add i t iona l  t ransmiss ion 
l i n e  occu rs ,  o r  i f  power poo l ing arrangements a re  made by the purchasing 
p a r t i e s .

House B i l l  356 and Senate B i l l  22
The major c o n t r a s t  between HB 356 as introduced t h i s  sess ion and SB 22 as 
passed l a s t  sess ion  i s  the add i t io na l  exemption ( f rom APUC review and 
app rova l )  o f  s e rv i c e  and t ransm iss ion  agreements r e l a t e d  t o  the wholesa le  
power s a le s  agreement. This broadening o f  the scope o f  the b i l l  reduces 
APUC's a u th o r i t y  t o  review and approve u t i l i t y  cos ts  and t h e i r  inc lus ion  in 
e l e c t r i c a l  r a t e s .  These agreements are included in the exemption because 
they form the ope ra t iona l  basis  f o r  the f i n a n c i a l  o b l i g a t i o n s  contracted in 
the Power Sa les  Agreement. These r e l a t e d  con t rac ts  were probably not 
inc luded in l a s t  y e a r ' s  b i l l  on ly  because they d'd not e x i s t  a t  the t ime.
A l t e r n a t i v e  Language For HB 356
Attachments C, D,and E provide a l t e r n a t i v e  language f o r  HB 356 . The 
language  p r o v id e d  i,s based on the fo l l ow ing  premises regarding the 
in t e n t i o n  o f  the b i 1 1 : J

1JMary H a l l o r a n ,  O f f i c e  o f  the Governor, D i r e c t o r ,  D iv i s ion  o f  P o l i c y ,  
O f f i c e  o f  Management and Budget, personal  communication, January 20, 1988.
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t o  ensure completion o f  the Brad ley Lake p ro je c t  without f u r t h e r  
de lays  caused by in te rvene rs  in the APUC hearing process ;
t o  ensure tha t  u t i l i t y  r a te s  are adequate to  repay bonded debt ;  and
to  minimize de regu la t ion  o f  R a i l b e l t  e l e c t r i c  u t i l i t i e s .

The language provided in Attachment C p r im a r i l y  c l a r i f i e s  the language and 
i n t e n t  o f  the  b i l l .  In s e c t i o n  1 ( c ) ( 1 ) ,  the re fe rence  to r e la ted  
con t ra c t s  i s  moved within the October 1, 1987 and January 1, 1988 dates to 
more c l e a r l y  spec i f y  the extent o f  r e l a t e d  con t rac ts  covered. In sect ion
( c ) ( 2 ) ,  the "Alaska Power Author i ty "  i s  added to c l a r i f y  the pronoun " i t s "  
which was c l e a r  in l a s t  y e a r ' s  b i l l  but vague in the cu r ren t  b i l l .  Sect ion 
2 i s  unnecessary given the rev ised  language o f  sec t ion  1 ( c ) ( 2 )  o f  the b i l l  
and s p e c i f i c a t i o n  o f  "annual cos ts"  in the Power Sa les  Agreement. However, 
i f  i t  i s  re ta ined  sec t ion  2 can be modif ied t o  spec i fy  "power and t ransm is ­
s ion "  cos ts  r a t h e r  than " a l l "  costs  "without l im i t a t i o n . "  This change to  
sec t ion  2 l im i t s  the e ros ion  o f  APUC au th o r i t y ,  which i s  the gove rno r ' s  
i n t e n t ,  without je opa rd i z ing  the repayment o f  bond debt provided f o r  in 
sec t ion  1 ( c ) ( 2 ) .
Attachment D provides language th a t  separa tes  the f in an c ia l  o b l i g a t i o n  to  
bond ho ld e r s  under the Power Sa les  Agreement from the ope ra t iona l  con­
s t r a i n t s  provided by the r e l a t e d  s e rv ic e  and t ransmiss ion  agreements. 
Sec t ion  1 ( c ) ( 1 )  and (2 )  p e r ta in  to the who lesa le  power s a le s  agrpement and 
ensure s u f f i c i e n t  ra te s  and revenues f o r  repayment o f  the bonds. Sect ion 2 
o f  t h i s  mod i f i ca t ion  provides tha t  the commission s h a l l  a l low r e la ted  
c on t ra c t s  between u t i l i t i e s  t o  the extent requ i red  to enable performance 
under the who lesa le  power s a le s  agreement. This ensures tha t  r a t e s  and 
revenues are s u f f i c i e n t  to  make the power s a le s  agreement f u l l y  ope ra t iona l  
without t o t a l  d e regu la t ion  o f  associated c o s t s .
Attachment E is  s im i l a r  t o  Attachment D in th a t  the la.iguage a l so  separates 
the f i n a n c i a l  o b l i g a t i o n  aspects o f  the power s a le s  agreement from the 
op e ra t io n a l  aspects o f  the t ransmiss ion and s e rv ice  agreements. Section 1 
i s  e s s e n t i a l l y  the same as Attachment D. Given tha t  sect ion 1 ( c ) ( 2 )  
p rov ides  f o r  r a te s  s u f f i c i e n t  to meet the f i n a n c i a l  o b l i g a t i o n  o f  the 
bonds, sec t ion  2 o f  t h i s  mod i f ica t ion  r e t a in s  the APUC's a b i l i t y  to review 
the a l l o c a t i o n  o f  those cos ts  among u t i l i t i e s  and subsequently among r e t a i l
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customer c l a s s e s .  This change addresses the po ten t i a l  problem created by 
the o r i g i n a l  language o f  sect ion 2; the f a r  reaching language in th i s  
sec t ion e l im ina tes  the APUC's a b i l i t y  not on ly  to  approve o r  disapprove 
c o s t s ,  but a l s o  to  a l l o c a t e  costs among customer c l a s s e s .  The o r i g i n a l  
language o f  sect ion 2 goes beyond prov id ing f o r  the automatic f low-through 
o f  B rad ley Lake c o s t s ;  i t  a l lows u t i l i t i e s  to a t t r i b u t e  more than an 
app rop r ia te  share o f  t o t a l  costs  to  Brad ley Lake, thereby by passing the 
re g u la t o ry  process .

*  *  *

I hope t h i s  in fo rmat ion i s  u s e fu l .  P lease do not h e s i t a t e  to contact us i f  
you have add i t iona l  quest ions .
Attachments





I n t r o d u c e d :  1 / 1 3 / 8 8
R e f e r r e d :  J u d i c i a r y  and
F i n a n c e

go00168h

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

2 HOUSE B ILL NO. 356

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FIFTEENTH LEGISLATURE - SECOND SESSION

5 A B ILL

6 For an Act e n t i t le d : "An Act re la t in g  to the a u th o r ity  o f the Alaska

7 P u b lic  U t i l i t i e s  Commission in  connection w ith  cer-

8 ta in  a c t iv i t ie s  o f the A laska Power A u th o r ity  and in

9 connection w ith  c a lc u la tin g  power cost e q u a liz a tio n ;

10 and prov id in g  fo r  an e f fe c t iv e  d a te ."

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

12 *  Section 1 . AS 4 2 .0 5 .4 3 1  is  amended by adding a new subsection to

13 read:

14 (c) Notw ithstanding (b) o f th is  s e c tio n ,

15 (1) a wholesale agreement fo r  the sa le  o f power from a

16 p ro je c t licensed by the Federal Energy Regu la tory Commission on o r

17 before January 1 , 1987, entered in to  between the Alaska Power A u th o r i-

18 ty  and one or more o ther p u b lic  u t i l i t i e s  a f te r  October 31, 1987 and

19 before January I ,  1988, and re la te d  co n tra c ts  fo r  the wheeling, s to r -

20 age, reg en era tion , o r wholesale repurchase o f power purchased under

21 such an agreement, and any subsequent amendments to the wholesale

22 agreement o r re la te d  c o n tra c t, are not su b je c t to  review or approval

23 by the commission; and

24 (2) a wholesale agreement o r re la te d  con tract described in

25 (1) o f th is  subsection may contain  a covenant fo r  the publ.ic u t i l i t y

26 to  e s ta b lis h , charge, and c o lle c t ra te s s u f f ic ie n t  to meet i t s  o b lig a -

27 tio n s  under the c o n tra c t; such a covenant is  v a lid  and enforceab le .

28 *  Sec. 2 . AS 4 2 .0 5 .5 1 1  is  amended by adding a new subsection to  read:

29 (d) A l l  costs incurred by a u t i l i t y  in  connection w ith  a
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1 wholesale agreement o r contract described in  AS 4 2 .0 5 .4 3 1 (c ) (1 ) ,

2 in c lu d in g , w ithou t l im ita t io n , power and o th er cost* incurred  under

3 such an agreement o r c o n tra c t, must be allowed in  the ra te s charged by

4 the u t i l i t y .

5 *  Sec. 3. AS 4 4 .8 3 .0 9 0 (b ) is  amended to  read:

6 (b) The a u th o r ity  is  not subject to  the ju r is d ic t io n  o f the

7 A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n .  N o t h i n g  i n  t h i s  c h a p t e r  [A S  44.-

8 83.010 - 4 4 .8 3 .4 2 5 ] g rants the a u th o rity  any ju r is d ic t io n  over the

9 serv ices o r ra te s  o f any p u b lic  u t i l i t y  o r d im inishes o r otherwise

10 a lte rs  the ju r is d ic t io n  o f the Alaska P u b lic  U t i l i t i e s  Commission w ith

11 respect to  any p u b lic  u t i l i t y ,  inc lud ing  any r ig h t  the commission may

12 have to  review  and approve or disapprove c o n trac ts  fo r  the purchase o f

13 e le c t r ic i t y  by a p u b lic  u t i l i t y  other than wholesale agreements and

14 contracts described in  AS 4 2 .0 5 .4 3 1 (c ) (1 ) .

15 *  Sec. 4 . AS 4 4 .8 3 .1 6 2  is  amended by adding a new subsection to  read:

1$ (p) In  c a lc u la tin g  power cost e q u a liz a t io n , the commission may

17 not consider v a lid a te d  costs or k ilo w a tt-h o u r sa les associated w ith  a

18 U nited S tates Department o f Defense f a c i l i t y .

19 *  Sec. 5 . Th is Act in  re tro a c tiv e  to November 1 , 1987.

20 *  Sec. 6 . Th is Act takes e f fe c t  immediately under AS 0 1 .1 0 .0 7 0 ( c ) .
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ATTACHMENT B 
Comparison o f  the Four Dam Pool 

and B rad ley  Lake Power Sa les  Agreements



COMPARISON OF THE FOUR DAM POOL AND BRADLEY LAKE POWER SALES AGREEMENTS
TABLE 1

FOUR DAM POOL
S t i t e  lo an :  more f l e x i b l e  repayment 

and r a t e  reopener
P r o j e c t  managed by P ro je c t

Management Committee comprised 
o f  a member from each purchasing 
u t i l i t y

P r o j e c t  Management Committee has 
s im i l a r  du t ie s  to the Brad ley 
Lake P r o j e c t  Management Committee

Debt r a t e  reopener on debt s e rv ice  
component on ly

S ta te  equ i ty  = $293 .3  m i l l i o n
S ta te  Loan = $191 .2  m i l l i o n ,  45 yea r  

term, 4 . 3  cents/kwh cu r ren t  debt 
s e rv ice  component

No excess payments

Debt s e rv ic e  and O&M charged f o r  
power s o ld ,  any add i t iona l  sa le s  
increases revenues to  the S ta te

BRADLEY LAKE 
Bonded indebtedness: 30 yea r  payments

P r o j e c t  managed by P ro je c t
Management Committee comprised 
o f  a member from each purchasing 
u t i l i t y

P r o j e c t  Management Committee has 
s im i l a r  r o l e  but APA has requi red 
a f f i rm a t i v e  vote in some cases

Set debt payments over 30 yea rs ,  no 
r a t e  reopener on debt se rv ice

S ta te  Equity provided = $181 m i l l i o n *
Bonded Debt up t o  $175 m i l l i o n

Excess Payments o f  up to 4 cents/kwh 
f o r  the yea rs  31 -50 ,  present 
va lue o f  payments equals approximately 
$10 m i l l i o n

Take-or -pay con t ra c t  f o r  100% o f  
p r o j e c t  power

* Based on es timated cons t ruc t ion  c o s t s .
Note: These p ro v i s io n s  a re based on a review o f  the Brad ley Lake Hyd roe lec t r ic  

P r o j e c t ,  Agreement f o r  the Sa le  and Purchase o f  E l e c t r i c  Power and 
Long-Term Power Sa les  Agreement, Four Dam Pool - I n i t i a l  P ro je c t  o f  the 
Alaska Power Autho r i ty .

Prepared by the House Research Agency, January 1988, ( 8 8 . 1 1 9 ) .





B I L L  R O O T "  H B 0 3 5 6

B I L L  N U M B E R :  H B  3 5 6  I N T R O D U C E D :  1 / 1 3 / 8 8  R E F E R R E D :  

J u d i c i a r y  a n d  F i n a n c e

cpnMCHR•

BY T H E  R U L E S  C O M M I T T E E  BY 

R E Q U E S T  OF T H E  G O V E R N O R

H O U S E  B I L L  NO. 3 5 6  

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

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

A  B I L L

"An A c t  r e l a t i n g  to  t h e  a u t h o r i t y  o f  t h e  A l a s k a  

P u b l i c  U t i l i t i e s  C o m m i s s i o n  in c o n n e c t i o n  w i t h  c e r ­

t a i n  a c t i v i t i e s  o f  t h e  A l a s k a  P o w e r  A u t h o r i t y  and in 

c o n n e c t i o n  w i t h  c a l c u l a t i n g  p o w e r  c o s t  e q u a l i z a t i o n ;  

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

B E  IT E N A C T E D  BY T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. A S  4 2 . 0 5 . 4 3 1  is a m e n d e d  by  a d d i n g  a n e w  s u b s e c t i o n  to 

r e a d :

(c) N o t w i t h s t a n d i n g  (b) o f  t h i s  s e c t i o n ,

(1) a w h o l e s a l e  a g r e e m e n t  f o r  t h e  s a l e  o f  p o w e r  f r o m  a 

p r o j e c t  l i c e n s e d  b y  t h e  F e d e r a l  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  on or 

b e f o r e  J a n u a r y  1, 1987, a n d r e l a t e d  c o n t r a c t s  f o r  t h e  w h e e l i n g ,  s t o r­

age. r e g e n e r a t i o n ,  o r  w h o l e s a l e  r e p u r c h a s e  o f  p o w e r  p u r c h a s e d  u n d e r  

s u c h  an a g r e e m e n t ,  a n d  a n y  s u b s e q u e n t  a m e n d m e n t s ,  e n t e r e d  int o  b e ­

t w e e n  t h e  A l a s k a  P o w e r  A u t h o r i t y  a n d  o n e  o r  m o r e  o t h e r  p u b l i c  u t i l i­

ti e s  a f t e r  O c t o b e r  31, 1 9 8 7  a n d  b e f o r e  J a n u a r y  1, 1988, [AND 

R E L A T E D  C O N T R A C T S  F O R  T H E  W H E E L I N G ,  S T O R A G E ,  R E G E N E R A T I O N ,  O R  W H O L E S A L E  

R E P U R C H A S E  O F  P O W E R  P U R C H A S E D  U N D E R  S U C H  A N  A G R E E M E N T ,  A N D  A N Y  S U B ­

S E Q U E N T  A M E N D M E N T S ]  a r e  n o t  s u b j e c t  to  r e v i e w  o r  a p p r o v a l  b y  t h e  

c o m m i s s i o n ;  a n d

(2) a w h o l e s a l e  a g r e e m e n t  o r  r e l a t e d  c o n t r a c t  d e s c r i b e d  in

(1) o f  t h i s  s u b s e c t i o n  m a y  c o n t a i n  a c o v e n a n t  f o r  t h e  p u b l i c  u t i l i t y  

to e s t a b l i s h ,  c h a r g e ,  a n d  c o l l e c t  r a t e s  s u f f i c i e n t  to  m e e t  t h e  A l a s k a  

P o w e r  A u t h o r i t y ' s  f i n a n c i a l  [ITS] o b l i g a t i o n s  u n d e r  t h e  c o n t r a c t ;  suc h  

a c o v e n a n t  is v a l i d  a n d  e n f o r c e a b l e .

*  Sec. 2. A S  4 2 . 0 5 . 5 1 1  is a m e n d e d  by  a d d i n g  a n e w  s u b s e c t i o n  to read:

(d) [ALL] P o w e r  a nd t r a n s m i s s i o n  c o s t s  i n c u r r e d  by  a u t i l i t y

in c o n n e c t i o n  w i t h  a w h o l e s a l e  a g r e e m e n t  o r  c o n t r a c t  d e s c r i b e d

in A S  4 2 . 0 5 . 4 3 1 ( c ) ( 1 ) ,  [ I N C L U D I N G ,  W I T H O U T  L I M I T A T I O N ,  P O W E R  A N D  

O T H E R  C O S T S ]  i n c u r r e d  u n d e r  s u c h  an a g r e e m e n t  o r  c o n t r a c t ,  m u s t  be 

a l l o w e d  in t h e  r a t e s  c h a r g e d  b y  t h e  u t i l i t y .



Sec. 3. A S  4 4 . 8 3 . 0 9 0 ( b )  is a m e n d e d  to  read:

(b) T h e  a u t h o r i t y  is n ot s u b j e c t  to t h e  j u r i s d i c t i o n  o f  t h e  

A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n .  N o t h i n g  in this c h a p t e r  [AS 4 4 . -

8 3 . 0 1 0  - 4 4 . 8 3 . 4 2 5 ]  g r a n t s  t h e  a u t h o r i t y  a n y  j u r i s d i c t i o n  o v e r  t he 

s e r v i c e s  or r a t e s  o f  a ny p u b l i c  u t i l i t y  o r  d i m i n i s h e s  o r  o t h e r w i s e  

a l t e r s  t h e  j u r i s d i c t i o n  o f  the A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  w i t h  

r e s p e c t  to  a n y  p u b l i c  u t i l i t y ,  i n c l u d i n g  a n y  r i g h t  t h e  c o m m i s s i o n  m a y  

h a v e  to r e v i e w  and a p p r o v e  or d i s a p p r o v e  c o n t r a c t s  f o r  t h e  p u r c h a s e  o f  

e l e c t r i c i t y  by  a p u b l i c  u t i l i t y  o t h e r  t h a n  w h o l e s a l e  a g r e e m e n t s  a n d  

c o n t r a c t s  d e s c r i b e d  in A S  4 2 . 0 5 . 4 3 1 ( c ) ( 1 ) .

Sec. 4. A S  4 4 . 8 3 . 1 6 2  is a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  to read:

(p) In c a l c u l a t i n g  p o w e r  c o s t  e q u a l i z a t i o n ,  t h e  c o m m i s s i o n  m a y  

not c o n s i d e r  v a l i d a t e d  c o s t s  o r  k i l o w a t t - h o u r  s a l e s  a s s o c i a t e d  w i t h  a 

U n i t e d  S t a t e s  D e p a r t m e n t  o f  D e f e n s e  f a c i l i t y .

Sec. 5. T h i s  A c t  is r e t r o a c t i v e  to N o v e m b e r  1, 1987.

Sec. 6. This Act takes effect immediately under AS 01.10.070(c).
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S P O N S O R :

BY  T H E  R U L E S  C O M M I T T E E  BY 

R E Q U E S T  O F  T H E  G O V E R N O R

H O U S E  B I L L  NO. 3 56 

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

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

A  B I L L

"An A c t  r e l a t i n g  to t h e  a u t h o r i t y  o f  t h e  A l a s k a  

P u b l i c  U t i l i t i e s  C o m m i s s i o n  in c o n n e c t i o n  w i t h  c e r ­

ta i n  a c t i v i t i e s  o f  t h e  A l a s k a  P o w e r  A u t h o r i t y  and in

c o n n e c t i o n  w i t h  c a l c u l a t i n g  p o w e r  c o s t  e q u a l i z a t i o n ;

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

B E  IT E N A C T E D  BY T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. A S  4 2 . 0 5 . 4 3 1  is a m e n d e d  by  a d d i n g  a n e w  s u b s e c t i o n  to 

r e ad:

(c) N o t w i t h s t a n d i n g  (b) o f  t h i s  s e c t i o n ,

(1) a w h o l e s a l e  a g r e e m e n t  f o r  t h e  s a l e  o f  p o w e r  f r o m  a

p r o j e c t  l i c e n s e d  b y  t h e  F e d e r a l  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  on or

b e f o r e  J a n u a r y  1, 1987, e n t e r e d  i n t o  b e t w e e n  t h e  A l a s k a  P o w e r  A u t h o r i­

t y  a nd o n e  o r  m o r e  o t h e r  p u b l i c  u t i l i t i e s  a ^ t e r  O c t o b e r  31, 1 9 8 7  and

b e f o r e  J a n u a r y  1, 1988, [AN D  R E L A T E D  C O N T R A C T S  F O R  T H E  W H E E L I N G ,  S T O R ­

AGE,  R E G E N E R A T I O N ,  O R  W H O L E S A L E  R E P U R C H A S E  O F  P O W E R  P U R C H A S E D  U N D E R  

S U C H  A N  A G R E E M E N T ,  A N D  A N Y  S U B S E Q U E N T  A M E N D M E N T S  T O  T H E  W H O L E S A L E

A G R E E M E N T  O R  R E L A T E D  C O N T R A C T ,  A R E  N O T  S U B J E C T  T O  R E V I E W  O R  A P P R O V A L  

BY T H E  C O M M I S S I O N ;  AND ]

(2) a  w h o l e s a l e  a g r e e m e n t  [OR R E L A T E D  C O N T R A C T ]  d e s c r i b e d  in

(1) of t h i s  s u b s e c t i o n  m a y  c o n t a i n  a c o v e n a n t  f o r  t h e  p u b l i c  u t i l i t y  

to e s t a b l i s h ,  c h a r g e ,  a n d  c o l l e c t  r a t e s  s u f f i c i e n t  t o  m e e t  its o b l i g a­

t i o n s  u n d e r  t h e  c o n t r a c t ;  s u c h  a c o v e n a n t  is v a l i d  a n d  e n f o r c e a b l e .

* Sec. 2. A S  4 2 . 0 5 . 5 1 1  is a m e n d e d  by a d d i n g  a n e w  s u b s e c t i o n  to read:

(d) [ALL C O S T S  I N C U R R E D  BY A  U T I L I T Y  IN C O N N E C T I O N  W I T H  A 

W H O L E S A L E  A G R E E M E N T  O R  C O N T R A C T  D E S C R I B E D  IN A S  4 2 . 0 5 . 4 3 1 ( c ) ( 1 ) ,  

I N C L U D I N G ,  W I T H O U T  L I M I T A T I O N ,  P O W E R  A N D  O T H E R  C O S T S  I N C U R R E D  U N D E R  

S U C H  AN  A G R E E M E N T  O R  C O N T R A C T ,  M U S T  B E  A L L O W E D  IN T H E  R A T E S  C H A R G E D  BY 

T H E  U T I L I T Y . ]

(d) T h e  c o m m i s s i o n  shall a l l o w  r e l a t e d  c o n t r a c t s ,  i n c l u d i n g  s u b s e q u e n t  

a m e n d m e n t s ,  b e t w e e n  u t i l i t i e s  s u f f i c i e n t  to e n a b l e  p e r f o r m a n c e  u n d e r  

t h e  w h o l e s a l e  p o w e r  a g r e e m e n t  d e s c r i b e d  in (cl(I) a b ove.



Sec. 3. A S  4 4 . 8 3 . 0 9 0 ( b )  is a m e n d e d  to read:

(b) T h e  a u t h o r i t y  is n o t  s u b j e c t  to t he j u r i s d i c t i o n  o f  the 

A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n .  N o t h i n g  in t h i s  c h a p t e r  [AS 4 4.-

8 3 . 0 1 0  - 4 4 . 8 3 . 4 2 5 ]  g r a n t s  t h e  a u t h o r i t y  a n y  j u r i s d i c t i o n  o v e r  the 

s e r v i c e s  o r  r a t e s  o f  a n y  p u b l i c  u t i l i t y  or d i m i n i s h e s  or  o t h e r w i s e  

a l t e r s  t h e  j u r i s d i c t i o n  o f  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  w i t h  

r e s p e c t  to a n y  p u b l i c  u t i l i t y ,  i n c l u d i n g  a n y  r i g h t  t h e  c o m m i s s i o n  m a y  

h a v e  to  r e v i e w  and a p p r o v e  o r  d i s a p p r o v e  c o n t r a c t s  f o r  t h e  p u r c h a s e  of 

e l e c t r i c i t y  b y  a p u b l i c  u t i l i t y  o t h e r  t h a n  w h o l e s a l e  a g r e e m e n t s  and 

c o n t r a c t s  d e s c r i b e d  in A S  4 2 . 0 5 . 4 3 1 ( c ) ( 1 )  and A S  4 2 . 0 5 . 0 1 1  (d).

S ec. 4. A S  4 4 . 8 3 . 1 6 2  is a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  to  read:

(p) In c a l c u l a t i n g  p o w e r  c o s t  e q u a l i z a t i o n ,  t h e  c o m m i s s i o n  m a y  

n o t  c o n s i d e r  v a l i d a t e d  c o s t s  o r  k i l o w a t t - h o u r  s a l e s  a s s o c i a t e d  w i t h  a 

U n i t e d  S t a t e s  D e p a r t m e n t  o f  D e f e n s e  f a c i l i t y .

Sec. 5. T h i s  A c t  is r e t r o a c t i v e  to  N o v e m b e r  1, 1987.

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


