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AMENDMENT
by Goll

Pache 1, Line 23 _ A :
Delete:  "all long-term debt incurred for the project is retired"

Insert and replace with: "the project begins commercial operation”

Delete Section 2: ,
Page i, Line 28 through Page 2, Line 3

Re-number sections accordingly.



SUND
215/88
LETTER OF INTENT - HB 356

It is the intent of the Legislature in enacting AS
42.05.511(d) to codify some of the testimony of the
utilities and the AlaSka Public Utilities Commission as to
how costs will be allocated under the Bradley Lake power
sales agreement and w_heelln% contracts, and any amendments
thereto. The intent is that the formula for cost allocation
among the utilities, as spelled out in Appendix A to the

wheellng agreement, would be begond the authority of the
APUC; the commission would not be able to mandate changes to
that formula. The specific cost items to be allocated under
the formula, however, would be subject to normal APUC review.
Thus, for example, the Pe.rcenta%e of a utility's
ributable to ocPeratlng. and
b
y

administrative costs at .

maintenance expenses for wheeling could be reviewed, but,
once those costs have been validated by the APUC, the method
f allocation among the utilities, as Specified by the
rmula in the contracts, would be exempt from APUC-mandated

0
fo
changes.
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Sponsor:  Kuies uommxttee
RepquestorrU Governor Components
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PERSONAL SERVICES
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CONTRACTUAL
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FEDERAL FUNDS
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PART-TIME
TEMPORARY
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ice of Management and Budge
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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 iIncreased 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 I1DB
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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FEDERAL FUNDS b} [
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TOTAL

POSITIONS: **>11belt Energy Fund

FULL-TIME

PART-TIME
TEMPORARY
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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. T 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 iIncreased 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 I1DB
allocation to Bradley Lake expires on 12/31/90), and completion
risk becomes more of a factor. Second and perhaps more important,
present law allows the PUC to reopen the contracts at any time 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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TOTAL OPERATING _____ R S 0 0 0

CAPITAL | o 0 0 T~ a

REVENUE 0 0 0 0 0 0
FUNDING: (Thousands ofDollars)

GENERAL FUND 0 0 0 0 0 o
FEDERAL FUNDS 0 0 0 0 0 0
OTHER 0 0, 0 0 0 0
TOTAL n n n 0 .n
POSITIONS:

FULL-TIME n . o o . .
PART-TIME n n no. n n 0
TEMPORARY n 0 n n

ANALYSIS :  (Attach aseparatepage ifnecessary)
See attached

Preparedby: T.S. Mo
Pu

. insRi. 1l ~ Executive Director pjone, 276-6222
Division."Alaska |

n I,
blic Utilities Commission Date-  1/6/88

Approved by Commissioner.:

agency:  commerce &/ECOriomic Development v

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget f
Impacted Agency(ies) page. 0



January 6, 1988

ed legislation amends AS 42.05.431(b), which es-

the Commission's authority to review and approve
power contracts entered into between the Alaska Power
and other public utilities.

0
d
e
hority

= >=
= o 5

en Section .431(b) was enacted in 1986, no fiscal impact was
forecasted and the Commission did not receive any additional
resources. The expectation was that the Commission would respond
to filings pursuant to this section with existing staff. There-
f%re, no resultant fiscal |m|pact IS projected in response to the
changes included in this b ill.

Page 2 of 2
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AMENDMENT

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."

-1- 2/5/88



AMENDMENT
Offered in the HOUSE: BY: SUND
TO: CSHB 356 (Judiciary)
PAGE 1 LINE: 21
After "public utilities" add:
"or among the utilities"”

This amendment corrects a drafting error,
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AMENDMENT

Offered in the FINANCE COMMITTEE By Swackhamer
TO: CSHB 356 (Judiciary)

Page 1, line 29, to page 2, line 1
Delete ", except those disallowed under AS 42.05.387(3)," "

Page 2, line 2:
Delete

-1- 2/5/88



Alaska State Legislature

HOUEE OF FPRESENTATINGS
Committee on Finance
business P.O. Box V
State Capitol
_ _ Juneau, Alaska 99811
TO: Members of the House Finance Committee

FROM: Representative Kav Brow
DATE: February 4. 1988 A "\

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

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

As a general comment, | would like to clearly state my support for the
Administration s essential o_bLectlve of tryln% to ensure that the Bradley Lake
Prpject_ IS able to proceed with resumption of construction this summer. At
his Eomt, given the extent of the state s commitment to the project lie.

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

At the same time, however. | am concerned about the potential long-term
adverse impacts that some of the language included in CS HB 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 hill, I would like to offer the following additional amendments.

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

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

2 2.&'30 safequard the consumer interest by keeping the extent of
utility deregulation to a minimum.

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



02/04/80 Rep. K. Brown

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

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

COMMENT: As suggested by the Commission In [ts comments, ensuring the
enforceability of rate covenants should be limited to the wholesale power
agreement and not extend to the 'related’ services or wheeling agreements.
See Attachment 1

Limitation on Automatic Approval of “Any Amendments"

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

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

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

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

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



and operational. The utilities have testified that if 1t were not for the need
to get the project going this summer, they would not be expecting an
exemption from the APUC review. See Attachment 2.

Elimination of Excess Payments

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

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

Costs." These excess payments will amount to hundreds of millions of
dollars In nominal terms. (This simplified scenario assumes no amendments

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

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



Attachment 1

AMENDMENT * 1

by BROWN

Um_Lt £nfQrceobilUy of Covenants to Wholesale Agreement

Amend page 1, line 24 to delete the phrase:

‘or related contract"



Attachment 2

AMENDMENT # 2
by BROWN

Limitation on Automatic Approval of "Any Amendments

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

Insert "adopted before January 1, 1996,



Attachment 3

AMENDMENT * 3
by BROWN

Elimination of Excess Payments

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

"* Sec. 5. APPLICABILITY. AS 42.05.431(c), 42.05.511(d), and the
amendments made to AS 44.83.090(b) by sec. 3 of this Act, do not apply to
wholesale power agreements and related contracts in which the purchasers
are required to make excess payments as that term is described in Section
29 of the Bradley Lake Hydroelectric Project Agreement for the Sale and
Purchase of Electric Power prepared November 6th, 1987."
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Offered: 2/3/88 go0168hB
Referred: Finance

Original sponsor: Rules/Governor

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

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

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

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

(d) Validated costs, except those disallowed under

HB0356B -1- CSHB 356(Jud)



AMENDMENT * 3A

(NOTE: substitute for prior Amendment *3)

by BROWN

Elimination of Excess Payments

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

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

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

Renumber sections accordingly



Offered in the HOUSE:

TO: CSHB 356 (Judiciary)
PAGE 1 LINE: 21
After "public utilities" add:
"or among the utilitie s"

This amendment corrects a drafting error.
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AMEND M ENT

Offered in the FINANCE COMMITTEE
By Swackhammer

TO: CSHB 356 (Judiciary)

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

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

Page 2, line 2:

Delete ","

2/5/88
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go0168hBh
Cramer
AMENDMENT
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."

flpjtftmKd or C{II"(I]

-1- 2/5/88



SUND
2/5/88

LETTER OF INTENT - HB 356

It is the intent of the Legislature in enacting AS
42.05,511(d) to codify some of the testimony of the
utilitie s and the Alaska Public U tilitie s Commission as to
how costs w ill be allocated under the Bradley Lake power

sales agreement and wheeling contracts, and any amendments
thereto. The intent is that the formula for cost allocation
among the utilities, as spelled out in Appendix A to the
wheeling agreement, would be begond the authority of the
APUC; the commission would not be able to mandate changes to
that formula. The specific cost items to bhe allocated under
the formula, however, would bhe subject to normal APUC review.
Thus, for example, the Percenta?e of a utility's
administrative costs attributable to o(Peratmg, and
maintenance expenses for wheeling could be reviewed, but,
once those costs have been validated by the APUC, the method
of allocation among the utilities, as specified by the
f%rmula in the contracts, would be exempt from APUC-mandated
changes.
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LEI3 AIVE AFAIRS AAENCY
MEMORANDUM February 8, 1988
SUBJECT: CSHB 356 (Finance)
(APUC jurisdiction over certain activities)
TO: Representative Al Adams
Chairman

House Finance Committee

FROM: Teresa B. Cramer
Legislative Counsel

Enclosed is the Committee Substitute you requested.

Section 6 of the bill, Ilimiting 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 Il, section 19 of the state constitution, or
as a legislative intrusion into the prerogative of the
executive responsibility to conduct negotiations on behalf
of the state, a violation of the separation of powers first
recognized in Bradner v. Hammond, 553 P.2d 1 (Alaska 1976).

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

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

If 1 may be of further assistance, please advise.
Enclosure

TBC:bb
wkb2/060



POUCH Y . STATE CAPITCH.
JUNEAU. AIASKA 99811

ICD1L Ul 101 1UIFK 07-465-3000
LEIS AINVE AFAIRS AANCY

MEMORANDUM February 5, 1988

SUBJECT: Deposit of excess payments under the

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

TO: Representative John Sund, Chairman
House Judiciary Committee

FROM: Teresa B. Cramer>4/n*
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 1is required to deposit money
received from the sale of power from projects constructed
under the energy program for Alaska in the general fund un—
less the money has been pledged or otherwise covenanted to
secure bonds. The excess payments do not meet the
requirements of the exception. The statute could be
construed to allow the APA to deposit the payments in the
Railb elt energy fund only if the Railbelt energy fund 1is
considered to be the same as the general fund.



Representative John Sund, Chairman
House Judiciary Committee

Page 2

February 5, 1988

The Railbelt energy fund is an account within the general
fund under AS37.05.153. The statute provides

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

The legislature has given the account a special purpose,
even though the purpose 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 1is
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 1f the legislature appropriates them to it.

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

If | may be of further assistance, please advise.

TBC:gc
WKG1:067
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STEVE COWPER, GOVERNOR

REPLY TO:
DEPARTMENT OF L AW / nfitai w4tn avenue
] SUITE 200
- ANCHORAGE. ALASKA 99501-1994
OFFICE OF THEATTORNEY GENERAL / PHONE: (907) 276-3550
January 29, 1988 ciist national center
100 CUSHMAN ST.
SUITE 400
FAIRBANKS. ALASKA 99701-4679
Chairman \_]Ol:ln Sund } N p.o. box k- state capitol
eHouse Judiciary Committee juneau. alaska 998N -0300
Alaska State Legislature phone: (907)46S-3600
House of Representatives
P.0. Box 4

Juneau, Alaska 99811

Re: Bradley Lake Power Sales Agreement
- Excess Payments

Dear Chairman Sund,

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

The Bradley Lake project 1is a hydroelectric project
within the energy program for Alaska. Sec. 20, ch. 133 SLA 1982.
Honey received by the Authority for the sale of power fronm
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 thatthe power
purchasers of the Bradley Lake hydroelectric projectwill make
payments in excess of actual debt service once the construction
bonds have been retired. These "excess" payments will be made to
the Alaska Power Authority for deposit into the Railbelt Energy
Fund.

As you already know, the Railbelt Energy Fund 1is a
specialfund treated as an account 1in the general fund. AS
37.05.153. The fund 1is managed by the Department of Revenue.
Interest received on money 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 with—
draw money from the state treasury. AK Const, art. 1IX, sec. 13.
Thus only the legislature may appropriate money from the Railbelt
Energy Fund. Nor can we expect that the Railbelt Energy Fund



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

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

It 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 1in
favor of having the excess payments used for future Railbelt
energy needs and in favor of a Kenai-Fairbanks intert-ie. All the
negotiators 1interpreted section 29 as a statement of intent and
not as a contract condition on which the excess payments were
contingent. In fact, the contract specifically provides that
"[t]he Purchasers® obligations to make payment under this Section
29 are not contingent upon the success of ... continued efforts
to obtain a satisfactory intertie between Fairbanks and the Kenai
Peninsula.

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

Please call me if | can be of further assistance.
Very truly yours,
GRACE BERG SCHAIBLE
ATTORNEY GENERAL
C~rolynE~"tjorfen/n
Assistant Attorney General

<dc: Robert E. LeResche



February 4, "1088

Representative Aliaerl Adams
Chairman, House Finance Committee

Dear Chairman Adams and Mouse Finance Committee:

The Alaska Consumer Advncecy Program (ACAP), a utility ciansumei advocacy

group, object? to the passage of House Bill NO. 3B6 in its current format because It removes
the Consumers’ Check (the Alacsif* Public I JtilHIs* OommIlfs-iors) From tho ralo molting oriel

determination process.

However, ACAP believes that the amendments to H.B. 1558 proposed by the House
Judiciary Committee are in the consumers' best Interest and if clarified, would ease some of

the ratepayers' concern in regard to this.bill

The following comment pertains to Section 2 (cl), pagej.

ACAP believes the House Judiciary Committee's intent in inserting the phiase
"validated costs, except those disallowed under A8 42.0n.381(a)”, and the subsequent
deletion of the phrase "without limitation, power and other costs incurred under such an
agreement or contract”, was to permit only validated costs to be included In the rates
cl l‘Higch by utilities tor Uraciloy Lsim powsr, A oornontico cinnngo would beip eraur* this
goal, ACAP offers to this committee the following language changes, .beginning on page 1,
line 29, (d); Only validated costs, except those disallowed under and on page
line Z described In AS 42.05,431(c)(1). shall he allowed ...

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

the House Finance Committee to amend this language in such a manner that the time period
for APUC OMcluelon inoludoc only lL.ho time fromr-t i*qulrrtiV iv. tiNm H-0 ck'bi. wtuviiv of irifUyi
costs as described above.

ACAP thanks Chairman Adams arid the House Finance Committee for the opportunity
to piuvide the consumers’ perspective in these discussions and it urges them to Include these.

comments. ACAP's objective Is to keep oversight over a project which has the potential to

create a large adverse Impact on consumers' electric rates,

Sincerely.
1ffrw A7

V John D. Hines
Okaff Economist

Alaska Consumer Advocacy Program



Summary

0
Power Sales & Wheelin Agreements
affected hy HB35

The foIIowing1 three a?reements, executed by all parties on
December 8, "1987, would be affected by enactment of HB356.
a

1. Bradley Lake Hydroelectric Project Power Sales Agreement
Fl’Jor\é/ﬁgSg?ées Agreement) between the APA and the five

2. Bradley Lake Hydroelectric Project Transmission Sharing
Agreenent (Transmission Agreement) providing for
transmission of Project Bower by Homer Electric
ﬁlsassokcalatlon, Inc. (HEA) between”the Project and Soldotna,

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

These three agreements comprise the necessary contractual
arrangements Telated to the purchase of Project capacity and the
delivery of that capacity to the purchasers. Under the” Power Sales
Agreemént, the pyrchasers agree to Rurchase their percentage share
0 PrO{ecf capacity and pay their share of annual costs of” the
Project. The Transmission” Agreement and the Services Agreement
rovide for the transmission "of Project power from the Project over
EA' Planned 115 kv transmission line to the Soldotna Substation;
then, from SoJdotna to Anchorage over CEA's emstmgn 115 kv _
facilities. Transmission of Project power from Anchorage north will
be provided under the previously executed Alaska Intertie Agreement.

The APA has designed, licensed and initiated construction of the
Project using fupds appropriated b}/ the State and borrowed through
private institutions. Ultimately the State will provide 50% or more
of the capital costs through apgropriations and will finance the
rem_ammg Portlon with revenue bonds. The Bower purchasers are
obJigated to repay the_debt service on the ponds (not to exceed a
Prmmpal amount of $175 million) as part of the cost of power from
he Project. If the State fails to complete the Project, the

45/J04/1
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purchasers have no obligation to pay any debt service. However
once the Project is commercjally oPerabJe, the purchasers will be
obh%ate% to pa¥ for th(?lr sharé of Project capacity until the
revenue bonds are repaid.

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

PONER SALES AGREEMENT

The APA is a public corporation within the Alaska State Department
of Commerce and Economic Development, specifically authorized to
construct, operate and maintain generating prohects whose power
capability i1s marketed to Alaska“utilitieS. The Project has a
planned capacmé 0of 90 megawatts and an estimated annual energy
output of some 360,000 megawatt hours/annum. [t is being _
constructed on the Bradley River near Homer, Alaska, The foIIowln%
Egrr)talgistyhave contracted to purchase the following shares of projec

. L % MV

Homer Electric Association* | D TO
Seward Electric System 1.0 0.9
Chugach Electric Association 30.4 21.4
Anc orage Municipal Light & Power 25.9 23.3
Matanuska Electric Association* 13.8 12.4
Golden Valley Electric Association 16.9 5.2

100.0 90.

0

&Alaska Electric Generation & Transmission Co perativWAEG&T)
on behalf of HEA & MEA will purchase 25.8%, or 23.2 MA

The Power Sales Agreement is the keg contract among the three
involved in the transaction. It provides for the Sale of power and
the flnancmg, operation, and maintenance of the Project. It
governs the Sales of bonds to finance a portion of Pro%ect _
construction costs, the repayment of such debt, the scheduling and
ga es of gower from the Project and the administration of the™ Power
ales Agreement.

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

45/304/2
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the Project Management Committee requests that repairs, maintenance
Srr]gcégr&gwals (Required Project Work] be paid for out of bond

The bond_debt will be reti_r?]d b}/ groceeds from the sale of Project
power, The debt, along with all qther costs associated with
oRerafmpg and maintaining the Project, are included in a budget of
annual Project costs.

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

Should any purchaser default on its payment, the APA is authorized
to immediately bring suit. If the APA’suspends or terminates power
deliveries to"a de a_uI,tln% Purchaser, and 1f the APA estimates that
there will be insufficient funds to pay annual Project costs, the
APA may increase other purchasers' perCentage sharés up to a 25%
ceiling without the purchasers' consent.

The Agreement also provides for continuity of service, procedures to
establish rates and billing, Project mandgement, dispute resolution,
record keeping, maintenance, inspection, obligations under the Bond
Resolution, and surplus to the State after bonds are retired.
Section 13 creates the PYO{GC'[ Management Committee (PMC). The PMC
Is comprised of representatives of all parties to the Agreement. It
acts as.a clearinghouse for, and coordinator of, the administrative
activities required of the APA and the purchasing utilities in
operating the Project and administering the Agreement. [t has the
ongoing obligation and au_thorlt)( to oversee and guide all _
significant Project actjvities hereb)( controlling costs, setting
budgets. and resolving disputes among the parties ‘subject to the
APA's right to take ™Required Actions.

The Power Sales Agreement has an initial term of 50 years. It
becomes effective “on the date when, 1) it is executed and delivered
by all the parties and, _22 when each purchaser has obtained all
necessary approvals for it and related transmission and services
agreements. The Agreement will terminate either 50 years after the
date of commercial “operation of the Project, or when" no ponds are
outs andmgf and all payment obligations "have been satisfied,
whichever Ts later.

There is an early out provision which allows for termination on
January 1, 1996 n the event that commercial operation does not
occur on or_before that date. The Agreement may be renewed for
4Q-year periods of the life of the Project, whichever is longer.

45/304/3
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THE TRANSMISSION AGREEMENT

Pursuant to the Transmission Agreement, HEA agrees to construct and
operate approximately 47 miles ‘of 115 kv transmission [ine between
the Bradley Junction” and Soldotna Substation. The Eurpose of the
line is to” deliver Project gower to GVEA, CEA the City of
Anchorage, and_the City of Seward, utilities who_otherwise do not
have transmission capability to take delivery. The Agreement
Prowdes for the sale or lease of portions of the transmission line
Soewtarsred)purchasers (CEA, GVEA the City of Anchorage and the City of

The Agreement Prowdes for payments by the purchasers to HEA for
capability of the line once the line 1s in Service whether or not
the line Temains operable. In the event that the line iIs downrated,
payments may he increased under certain circumstances. Pa¥,ments
Include amortization costs of construction loans and operation and
maintenance expense.

The Agreement also provides for continuity of service, operation and
mainténance, failure fo construct, line upgrading, major repairs,
special provisions affecting CEA, and dispute reSolution.

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

THE SERVICES AGREEMENT

Pursuant to the Services Agreement, CEA will provide wheelln?_|
stora(tye, and ener%y purchase services to the parties é , EAk
MEA, the City of Anchorage, the City of Seward and AEG&T). Parties
are not bound to sue CEA's services exclusively. In addition, the
Agreement establishes provisions for continuity and scheduling of
sgrvices, rights to additional transmission capacity, rates and
billing, and dispute resolution.

The term of the Agreement begins on the date all parties, 1) have
received satisfactory opiniofds of counsel, 2) have been executed and
delivered. the Agreement, and 3) the Agreement has been apProve_d b
all entities whose approval is necessdry. The Agreement terminatés

45/304/4
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on the earlier of the date on which the APA terminates the Project;
or the 50th anniversary of the date of commercial operation of "the
Project; or the date on which the Agreement has been terminated,
upon proper notice, with a party who has available alternate
transmission facilities; or upon mutual agreement of all parties
subject to necessary federal and state approval.

The Services Agreement provides an alternative solution to the
problem of transmitting or otherwise using Prolnect power absent
extension of the Alaska Intertie line from Anchorage to the Kenai
Peninsula. Parties to this Agreement recogmze that the Agreeme_nt
will be superseded by other arran(t;ements IT, and when, conStryction
of additional transmission facilities occurs, or If power pooling
arrangements are made by the parties.

45/304/5



3TATS OF ALASKA
OFRC* OF THf OOYERNOA

BILL ANALYSIS

commerce- MU.NMMO) IFNEH
Economic Development f ATaska Power Authority HB 356 H RULES/BY REQUEST OF GOVERNCR
"An Act relating to the authority of the Alaska Public Utilities Commission,
| SUMMARY )

Alaska Public Utilities Commission

ORGANIZATIONAL SUPPORT FOR HU ORGANIZATIONAL OPPOSITION TO MU.

FISCAL IMPACT: 1 ROHE (2 FISCAL NOTE ATTACHED

As a resuTt of g 1986 amendment to APUC legislation, the APUC was provided with new
regulatory authority to review and approve wholesale power agreements between utilities.
The effect on the Alaska Power Authority has been demonstratéd with those agreements and
related contracts associated with the Bradley Lake project. The project has been unable
to move forward because of the regulatory change adoptéd through the "1986 amendment. The
intent of this bill is to provide, the neCessary” exemption language to allow for construc-

ANALTSIS OF BILUPROQRAM EFFECTS

e amendments in Sections 1-3 (as described below) will provide the necessary APUC
regulatorly exemption for wholesale’ power agreements and related contracts associated with
thé Bradfey Lake project, This amendment™ serves to clearly exempt these specific con-
tracts without removing APUC's jurisdiction over all other power sales aft;reements between
the Power Authority and utilitiés on future Power Authority power projects. These amend-
ments provide the “statutory exemption Ianguage necessary ‘to allow for the Bradley Lake
He/droelectnc project to proceed as plained, although® now on a reyised construction
SCHEDULE (see 'attached). ~ Proposed amendments in Sections 1-3 provide the necessary
statutory authority to insure that long-term financing of the project is possible.

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

The 2proposed amendments in  Sections 1-3 of the above referenced bill AS 42.05.431,
AS 42.05.511 and AS. 44.83.090(b) respectively. ~ Amendments to AS 42.05.431 and
AS 42.05.511 will provide statutory authority to. allow the Power Authority to contract
with utilities to quarantee that the utilities will charge sufficient rates to cover the
Power Authority's “bond obligations on the Bradley Laké Hydroelectric PijeCt. These
amendments also” serve to expand the scope of the Brdd|ey Lake "project re?u atory exemption
to Include secondary contracts that are associated. with the project. AthouV%h not speci-
fically named in the bill, these related contacts include and. agreement for Wheeling and

PUAM ATTACH A SEPARATE SHEET FOR ADOMCNAL COCMNTt ON ANALTON.




BILL ANALYSIS
January 25, 1988
Page 2

BACKGROUND/LEGISLATIVE INTENT (Continued);

tion of thg Bradley Lake project to commence this year (See attached sheet on 1988 Con-
struction Sche uey

Section 4 of this legislation provides the necessary statutory change which will serve to
cIar_n‘Y that APUC may not include the kilowatt-hour” sales to @a U.S.” Department of Defense
facility when determining if a utility is eligible for PCE program henefits. This amend-
ment will resolve a pending question regarding” Na'.nek Electri¢c Association's sale of power
to King Sdddmon Air Forcé Base. The “same ‘potential question exists with the City of
Galena and their future sale of power to the Galena Air Force Base.

ANALYSIS OF BILL/PROGRAM EFFECTS (Continued):

tial customers of the utility. This amendment provides compliance to the Federal SWAP Act
of 1980 which allows for a"U.S. Department of Defense facility to purchase power from a
local utility, with the Ipurchase resulting in a cost savings to the flocal utility without
Increasing costs to other consumers of power,

AVENDVENTS PROPOSED (Continued):

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

Lake power purchasers and Homer Electric Association, Inc.

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

Section 4 amends AS 44.83.162 and stipulates that APUC may not consider validated costs. or
kilowatt hour sales to a U.S. Department of Defense facility when determining if a ut|I|,tH
is eligible for Power Cost Equalization SPCE) program benefits. ~ This provision wi
rohibit  PCE ¢ I(fulated from Including rates’ paid” on military bases utilizing power
enerated and sold by a local utility,

14917816(2)



ALASKA PUBLIC UTILITIES COMMISSION

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

The Commission endorses the intent of the amendments to HB 356 which were
included in CS for HB 356 (Jud|C|ar¥)._ The Commission believes that the
amencded Ianguaﬁe addresses, at least in part, the concerns previously
expressed by the Commission regarding oversight of costs incurred in
connection with "related contracts.

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

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

Second, the Commission believes that the phrase, "except those
disallowed under AS 42.05.381(a)" in Section 2 can be deleted as
redundant.  The amendment which changed "all costs" to "validated costs
was, the Commission understands, inténded to_provide for Commission,
oversight of costs which can be recovered, Therefore, the Commission's
authority to "validate" costs automatmallK preserves the authority to
disallow costs under AS 42.05.381(a) and the specific language to that
effect is redundant.

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

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

d(dz Notwithstanding the provisions of AS 42_.05.43_1(c2(|)-{2)
validated costs.icurred by a utility in connection with the related
contracts described in AS 42.05.431(c)(1) must be allowed in the rates
charged by the utility.

Finally, the Commission would also reiterate its earlier statement that the
Brov_|3|_on in Section 1 ensuring the enforceability of rate covenants should
e limited to_the wholesale power agreement and riot extended to the "related
contracts." The provision in Section 1 that any rate covenant in the
related contract® 1s valid and enforceable 1s”inconsistent with the amend-
ments to Section 2 which preserve the Commission's authority to "validate"
costs.. Further, as Prevmusly noted, the "related contracts" are between
utilities (not with the APA) and contracts between utilities _should not
create rate coyenants which are bmdm% on the Commission. ~Therefore
Section 1 should be amended to eliminate from proposed AS 42.05.431(c)(2)
the words, " ... or related contract . . . .

n
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Alaska Public U tilities Commission
Comments on HB356
January 26, 1988

. Overall Analysis

The Commission conours that exemption of the wholesale ﬁow,er con-
tract between the Alaska Power Authority (APA) and purchasing
utilities from Commieeion review and apé)roval IS necessary to
meat the construction schedule for the Bradley Lake Hydroelectric
Project (Bradley Lake) established by the APA. Therefore, if the
Lefglslatu[e supports this schedule, HB356 should be enacted in-
sofar as it provides that "a wholesale agreement for the Bale of

a
deral Energy Regqulator
ntered (i,]r%/to bge,tvveenythe
e blic utilities

_ 988...[is] not

|

e
power from a project licensed by the Fe
Commission on or before January 1, 1987, e
AlaBka Power Authority and one or more oth
after October 31, 1987, and before January 1,
subject to review or approval by the commissio
The commission also believes that the foret};oin exemption pro-

e Commission to honor

tects the APA'a bondholders by obligating th

through rates the terms and conditions negotiated hetween the APA
art1dtt ethutllm S Therefore, the provision in HB356 which
states

at the wholesale power agreement ma% contain a valid and
enforceable covenant for t.e utility to establish rates su ffi-
cient to meet its obligations under the contract appears_to be
redundant but is certainly not objectionable insofar as it con-
cerns the wholesale power agreement between tha APA and the pur-
chasing u tilitie s,

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

The Commission believes that five basic questions should be an-
swered before these a?reements are exempted from commission re-
view. First, is total exemption of the agreements from Commis-
sion review necessary in order for the construction of Bradley

Lake to proceed on schedule? Second, are there public policy

reasons not to_exempt totally the related contracts from Commis-
sion review? Third, are there regulatory policy reasons not to
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exempt totally the related contracts from Commission review?

Fourth, should the rate covenant provisions be extended to the
"related contractu? Fifth, what, if any, exemPnon status s
appropriate for "subsequent amendments" to related contracts?

The Commission doe® not believe that it is nacassary to exempt
totally the related contraota from Commission review in order for
Bradley Lake construction to proceed on schedule. The APA is not
a signatory to the related contraots and the costs for services
pursuant t0 the related contracts are not part of the financial
commitments to bondholders. Therefore, it is not neceBBary to
extend to the related contracts the same rate covenant and cost
recovery provisions which apply to the wholesale power agreement
between the APA and the utilitie s. The Commission is unaware of
any tothetr legal requirement for total exemption of the "related
contraots.

The Commission also believes that it would be poor public palicy
to exempt totally the related agreements from Commission review.
Because the APA'is not a signatory to the related contracts, the
APA Board of Directors has not reviewed the contracts in the same
public process or with the same diligence as the wholesale power
agreement itself. The related contracts are the type of agree-
ment which are typically subject to regulatory oversight and an
exemption in this aaBe would be contrary to the publlc policy
estt?,lt),lgslged in AS 42.05 regarding the Commission*a regulation of
utilities.

Finally, the Commission believes that total exemption of the r
lated oontracts from Commission review presents S|%n|f|cant re
ulatory problems. The "related contracts" affect the overall
oR,erauon of the contracting utilities and involve facilities
which are not dedicated solely to B_radleY Lake but which are com-
mon fa cilities used to provide services to all customers. As
such, the agreements raise basic issues with respect to dividing
costs between regulated (non-Bradley Lake) and unregulated
(Bradley Lake) functions. To illustrates

«© D

exemption extends to facilities uued or ©Oxpenaea incurred

nerate, wheel, store and transmit Bradley Lake Power and
non-Bradley Lake power, the qeneratl_o,n_and tranSmission opera-
tions of the regulated signatory utilities are essentially exempt
from economic regulation.

-If exemption means that only non-Bradley Lake facilities
and expenses are jurisdictional to the commission, iignifioant
rate implications arise, flatting aside the arguments and chal-
lenges associated with allocating investment and expenses hetween
regulated and unregulated portions of a whole, there is no as-
surance that the sum of the unregulated and regulated parts would
equal the whole, thereby creating a situation of either over-
recoverY or undarrecovery for the affected utiliti& s. in other
words, the customers of a purchasing u tility could pay too much

- | f
to rege
a
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or not enough depending on the particular oircumstance, with the
result that the customers of the transmitting u tility would
either be subsidized or be subsidizing the auetomors of the pur-
chasing u tility. It has been this Commission's experience that
the issue of which customers should bear what share of an invest-
ment or expense is usually more important than the guastion of
the total cost which must be paid.

-If exemption means that the Commission or any consumers
cannot challenge the "relatedness" of a subsequent investment or
expense relating to B,rad,leg_Lake, a substantial "hols” in ths
Commission’s current jurisdiction would exist.

ision ensuring the en-
be extended to "related
etween u tilities; u tili-
:K private contract,

e Commission.

The Commission also bslieves that the pr
forceability of rats aovenants should no
contracts."” Those contracts are solelK
ties should not be allowed to establish,
rate covenants which would be binding on t

oV
t
|

While the Commission believes that it is important that its
{ur|sd|ct|on to regulate the rates for services provided under
he related contracts be preserved, the Commission also recog-
nizes that the utilities, purohasing B,radle* Lake power must be
assured that the power can be transmitted from the project site
to their service area or that, alternatively, there can be an
"administrative"” or "paper" transfer of the power. Therefore,
the Commission bslieves that the related contraots between the
utilities, to the extent that they establish operational methods
to assure suoh delivery of power,  are necessary and appropriate
and should be exempt ffom Commission review. hus, the commis-
sion recommends that HB356 provide that the operational aspects
designed to assure delivery of power be exempt from Commission
approval, but that ths Commission's authority to evaluate costs
and establish rates for services be preserved.

II. Response to House Judiciary Committee Inquiries

There are four major differences between SB22 and HB356, other
than elimination of sections regarding u tility deregulation.
The first, and most significant, differelnce is that SB22 exempted

{
from Commission review and approval only the wholesale power con-
tract for Bradley Lake power and did not exempt "related con-
tracts for the wheellng, storage, regeneration, or wholesale
rePurchase of power and any subsequent amendments." These "re-.
lated contracts and subsequent amendments,” were not mentioned in
3B22 and would have remained under Commission jurisdiction under

SB22.

The second major difference concerns the provisions which assura
that utilitie s recover costs associated with Bradley Lake. SB22
stated simply that "power coata Incurred by a u tility in connec-
tion with Fpurchase of Bradley Lake power]  shall be "allowed in
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the rate# charged by the u tility ." HB356 en,Iarqes,thls provision
significantly.” It States that ™"all costs.,,including, without
lim itation, power and other coats" incurred in connection with an
agreement to gurchase power from Bradley Lake must be included in
rates. That broader provision could be interpreted to require
recovery of costs associated with BradIeY Lake that are normally
excluded from rates by statute, such as obme and advertising
expanses (AS 42.05.38 3 The legislation should make olear
whether the contemplated exemption extends to every section of

the Commission's existing statute.

The third major difference is that HB356 includes a completely
new provision which provides that both the wholesale power agree-
ment and related contracts may include rate covenants and such
covenants are valid and enforceable. The Commission understands
the term "covenant" to mean that utilitie s can "promise" the APA
and each other, by contract, that they will establish rates at a
specified level in order to make payments to the APA or other
utilities. Because such a covenant is "valid and anforceable,"
he Commission assumes that it would bhe required to set ratas
ufficient to allow the utility to meet all expanses, even those
mprudently incurred or unreasonable in amount;, in other words,
he Commission interprets "covenant" to mean that it could not
isallow expenses or investment for any reason whatsoever, if it
ould cause a breach of the rate covenant.

— —.pn —

=

The fourth major difference is that 3B22 included a provision
that the APA is not a public utility under AS 42.05.  That provi-
sion is not included in HB356. The effect of the exclusion*is
that wholesale power contracts between the APA and other public
utilities, other than those specifioally exempted by HB356, w ill
remain under the jurisdiction of the commission.

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

A BILL

For an Act entitled: "An Act relating to the authority of the
Alaska Public Utilities Commission 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) Notwithstanding (b) of this section,
Q 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 ?0R 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 comission;

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;

Buch a covenant is valid and enforceable; ar.dr.1

@3) the operational provisions of a related contract
entered into prior to January 1, 1988, and technical or
clarifying amendments thereto, which ara necessary for the
wheeling, Btoraga, regeneration, or wholesale repurchase of
power purchased under an agreement described in (1) of this
subsection are not subject to approval by tho commission;
provided, however, that ths commission shall have the
authority to determine the cost of and establish rataa for
any services provided pursuant to such a related contract.

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

SUBSECTION TO READ:

(D) ALL COSTS INCURRED 3Y A UTILITY IN CONN“TTIQN 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.]
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*Section 2 [3]. AS 44.83.090(b) 1is amended to read:

(b) The authority is not subject to the jurisdiction
of tha Alaska Public U tilities Commission. Nothing in this
chapter grants the authority any jurisdiction over the
services or rates of any public utility or diminishes or
otherwise altars tha jurisdiction of tha Alaska Public
utilitie s Commission with respect to any public u tility,
including any right the commission may have t0 raviaw and
approva or disapprove contracts for the purchase of
electricity by a public utility other than wholesale
agreements and contracts describad in AS 42.05.431(c)(1) and
AS 42.05.431(c)(3).

ASection 2 c*]» 44.83.162 is amended by adding a new
subsection to read:

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

ASection 4 [5], This Act is retroactive to November 1, 1937.

ASection 3 [6], This Act takes effect immediately under as

01.10.070(C).



ALASKA POWER AUTHORITY
POSITION PAPER
HOUSE BILL NO. 356

The Alaska Power Authority supports enactment of House Bill No. 356. Specifi-
cally, Sections 1, 2 and 3 of the hill provide for amendments which would
exempt wholesale power agreements and related contracts (the two "wheeling"
agreements), including any subsequent amendments to the wholesale agreement or
related contract, between the Alaska Power Authority and one or more other
public utilities from review or approval by the Alaska Public Utilities
Commission (APUC).  The exemption provided through these amendments covers
only those agreements for the sale of power from a project licensed by the
Federal Energy Regulatory Commission (FERC), on or before January 1, 1987,
entered into between the Power Authority and one or more other public
utilities after October 31, 1987 and before January 1, 1988, i.e., the Bradley
Lake Hydroelectric project (licensed by the FERC on December 31, 1985), and
the wholesale power sales agreements and related agreements were entered into
on December 8, 1987. Enactment of this legislation remains essential to the
program of revenue bond financing of the Bradley Lake Hydroelectric Project.

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

1475/816(1)



the agreement if the APUC determines that retail power rates are not just.
Where the parties are unable to agree to an amendment, the APUC may order the
parties to proceed under the agreement's dispute resolution procedures.

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

During the 1987 legislative session Senate Bill No. 22 was introduced and
provided for amendments which would have restored law that had been in effect
since 1976 and that was inadvertantly removed during the reauthorization of
the Alaska Public Utilities Commission by the 1986 Legislature. The amendments,
as provided for in SB22, attempted to restore, rather than change the status
quo. After a lengthy legislative hearing process, SB22 passed the Legislature
and was subsequently vetoed. Governor Cowper vetoed the bill because of
amendments contained in Section 4 of HCS CSSSB 22 (Fin.), which were inflated
to the amendments which would have exempted wholesale power agreements between
the Alaska Power Authority and public utilities from review and approval by
the APUC. As a result of the veto, Bradley Lake project construction could
not move forward as originally planned.

1475/816(2)



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

Section 4 of HB35% provides for amendments to AS 44.83.162 (Section 7, of
SB 22 passed hy the 1987 Legislature also included this language.) Although
Section 4 of this bill does not impact the Alaska Power Authority, it does
relate to the Power Cost Equalization Program (PCE) which is administered by
the Alaska Power Authority. This amendment clarifies that APUC should not
include the kilowatt-hour sales to a Department of Defense facility when
determining if a utility is eligible for Power Cost Equalization benefits.
The amendment provides resolution to a question that has been pending regard-
ing Naknek Electric Association's calculation of PCE benefits. Naknek Elec-

1475/816(3)



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

1475/816(4)
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April 21, 1987

IUfl X
Toi Son Shit

Direct"”™~JKbrogram Development

From: Gwetf abermillep v fN
Research AnelyWtAJ" rei Naknek Electric’*

disagreement with PCS
level determination

I am commenting on Mr. Frank® *s letter to Senator Zharoff dated
March 19, 1987 though the supporting documents have not been
forwarded.

The SWAP Act of 1910 state* that an energy ‘..purchase ...w ill
result in s cant savings to such agency of eleetrie energy without
Increasing costs to other consumers of electric energy.” if there
are additional costs Involved in providing power to wholesale
customers of NEA, Z would assume it to be the wutility " s
responsibllity to taka all additional coete in account when
negotiatiating the contract. If the direct eeets are not passed
through to the wholesale customers incurring the costs, the other
ratepayers will subsidise the contract, unless the additional
demand decreases the total cost of power. The agreement Naknex

Electric (NEA) has with the Air For,ce is a negotiated wholesale
power contract of the forMat which it appears that NfiA enters into
with any purchaser whose demand exceeds 500 kva. (See attached)

Cost baaed rates are developed by allocating the cost or ratio of

cost of services and/or facilities to the customer or rets class
depending on the degree of benafit to that close or the level of
demend. If overall costs of providing electricity te the wutility
consumer are decreased, then it follows that a subsidy would

decrease.

It appears i'h the letter from Mr. Franke to 8en( Zharofr that he

wishes to count the coste of supplying electrical service to the
Ain Foreo yet not include the benefits of those expenditures in tfv
formula. (PC* determined from Total Coats/Total KWH sales tc get
unit coot of electricity,) Therefore the PCC level would be much
higher. If the KWH wales of the fllr Force Base are excluded. s

would seem that any portion of the costs that cjlo not, contribute to
**gS~-&TBifAfcmtf -j**- other-, ratepayers should be exeluded _wher> ,
determining the unit cost of electricity 'AVSo ulTimately the PCE~™
aubcTdv Tevel. [f maintaining the PCE level is the desired outcome,
then using the revenues from the Air Force to decrease costs befor,
dividing by kwh sales of all other customers will only worw Iif the
costs of providing that service would outweight tne benefits.



One of the purposes of the Power Cost Equalization program a>

stated in general order 1% is to encourage feasible alternative* s
diesel generation, which one could interpret bo niaan would be i»««
expensive in the long run leading to lasa dependence on power*

subsidies such as PCE.

The most equitable way to resolve the issue at thie point in time
would be to exclude the Air Force totally fro** the computations

PCE determination for all other rate claseee. This moulo mean
exclude the costs and ths kwh sales arising from serving the oaee
free the PCff formula. The subsidy ssrvea to skew the impact of

this contract on the coot of power for the remainder of the

ratepayers.



Cuntract"F63501-81-00003
EXHIBIT "B"
RATE SCHEDULE EXTRACT
The follcw wer rate was .extracted Frm the Naknek Electric. Association
? %B 6 %933 with negotiated price ag ?Iected

Proposal, 1-8 justment re
SCHEDULE W
NAKNEK DIVISION WHOLESALE POWER QST
AVAILABILITY
Ava|| ble ustomers desirin urchase wholesale power and whose demand
excee 3(5% ﬁv omnrng any pe |o Phroughout t%e ca? rﬁ)gar year.

TYPE Of SERVICE

T0 be determined and made a part of a subordinate contract to.be entered into
with each customer uti |2|ng such service.

RATES

All energy sold + J.9S/KWH

HINIMIH MONTHLT CHARGE

The minimum monthly charge under the above rats shall be $15,000/month.
FUEL COST ADJUSTMENT CHARGE

A surchar e er cred|t may_ pe applled to each bmihg far service rend?re?
under tg chedule to réflect Increases or decreases In the cost of

compared to the base cost of ue
Current Fuel Cost
Surchar?e a. (d/Gallon) 52. I/CUHon
4 Average NO. Of kkHso!]o Her canons Of >'Uei (onsiaed
During Latest 12 Hont
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NAKNEK ELECTRIC ASSOCIATION,

I NC

POST OFFICE BOX 118 * NAKNgK ALASKA BS33 « F<OKE Q1 2*M2df

Senator Pred F. Zharoff
Pooch V
Juneau, AS m il

Deer Senator Zbaroff:

Th* clutches ot legislative over-sight hav? finally en%ulfed the proper

PCB entitlement of”che members of Naknek Electric ‘AssoCiation.

This baa been ted by calculation methodology_used by tha (cyjrent)
stzitff o? the A‘t)ﬁ Eg btf C Utm Commlssmn gy Hg curyent s{ lH
caculatlon nee g mc!]udes llowatt hours del |vere to the Kms aloon
A:)r0 grs%e g)t(% lﬂme rﬂtogeFe eralrgté\%t;hAct 0 Icu at 0,. whereas, previously the
recommengatmn of the current APUC sta?g foﬁows tfte letter of the law as

set forth eneral Orders 14A and HB | n which 1t Is ?tated "Total
K| owatt Hours Delivered”, even though t e prevmus Staf S |nterpretation
8 the lav excl ded the k|Iowat hours qF lvered to. the Air force. .
onsequently, e n?w reco ation will  deliver S|qn|f|cant economic
Impaction t "the balance ¢ Ka nek Electric Association's consumers In ths
Mount of MQ1.132.41 In Just twelve,months.

stfron eelings ex at within the Association that this was nﬁt fhs intent
a aw and would |ike consideration of an _amengment to t
exclyde all SVAP Act kilowatt hours from the Commission's calculat|on of
the fixed coet portion of the PCE entitlement. [

This Assomatton pr?wqes contractual eIectrni serV|ce gat the cost of
energy onl uel caste) to the King Salmon Air Force Base under ths
federal Act ‘of 1960 mubllc Law 96-571). Tha p [em|ss for this Acf IS
o provide ﬁj ncouragv% e interchange be ween Ut Ities and Nationa
Defense insta Iat|on en It 1S "autuallv beneficial”. When th? ‘out of
EOC et" %nts of umbers art eLevattd as a result 0 lnclushon of. syap A?

llowatt hoars, the arrangoement becomes non-heneficial to the maéorlty 0
Naknek Electric Association's consumers and consequently no Longer

e ST e R0 % e, i A e 2 et
[ H t gtense q)%d et goals. A§8|t|ona ﬁ E%neratmn equipment at
the K|n Salmon AH orefa beso is ?ere ict as weII as le.” The

tfnre |atf
Inevitable need ?r re cement this equipment would be eliminated hv
continued service from Naknek Electric Assoclation.

Several attachments are included in. support of our request to mmno
tﬁg Iayé)'rgutg“eoxncéude SWAP Act delivered energy in rhe fixed coat portion



fill two * PCE calculation
The attachments are:

8} %985/86 }2 sgoth sched le of PCE dollelr sad KWH values.

. Sampls of data source or attachment

* fanuarY 28, 1987 Commlsso Order 8 Staff reeowendation.

*J. [mpaction of Commission” Order.

*3. Comparative of 83 , 80 data .. done previously. SM/R!HO”S
ggﬁg rt*ﬁblleonn)on |ncIu3|on of Air Force revenue and

do. ScheduIFe) developed b¥ Cotmussion staff during field aud|t
performed 12/63 Interest is audit_note, highlig tm%
|mgact|on of Force's consumption.  This note Prowds the

asis for our necot|at|on of the rate* determined In attachment

ff7. j%?nu&%q 27, 1987 letter f rom our attornegn Roger Kmepel

mission Oncemlm Or er (7a aﬁ FH R 3). nvidcntiary
earin rOIm on March IC resulted An verbal

lmstrtf%non fhg Commlssmn t0 do what we, could to
gls atlve {/1 exclude swap Act energy In the fiXed cone portion of
thé ece calculation.

exclude Act K t hours from the PCE calculation, 1s
regue& e resulting aﬁanoaw effect to the Association's meubara,
Including the Air Force,”ma

Sincerely,

Your upé)ort " |anuen?|\A};atth|s |mportant amendment t? the Law, to

es this amendment a necessity.

Naknek Eleotrio Association

C-

General Manager
CEF:tbc

enclosures

CC.  aderneia Herrmann
MCA Attorney, RoOSer Kamppei
aRECa xecutive Secretary, Dave ilutchine
IAPLEC alrman Heacnerlv
Nels .\naersan
NEA Board Members

r'ilu



STATE OF ALASKA 1988 LEGISLATIVE SESSION
FISCAL NOTE

REQUEST: Rules Committee E}ib[}/%rﬁgfg.:

WIISIO Eﬂﬁ fcutnority in connection with ?pCVAffectEd -Power Authority

activities of the Alaska bower Authority

E%ar&séog ., bovernor Components:.

EXPENDITURES/REVENUES:  (Thousands of Dollars)
OPERATING FY 88 FY 89 FY 90 FY 91 FY 92

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING

CAPITAL | (50) (150) (19,150:

REVENUE

FUNDING:  (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS

OTHER* m ] 1506 19«1b0)
TOTAL

POSITIONS: “Rai belt Energy Fund

FULL-nME
PART-TIME
TEMPORARY

ANALYSIS :  (Attacha separate page if necessary)
(See attached page)

Preparedby: Robert E. LeResche 465-3575

Division:~  Alaska Power Authority 1/8/88
rovedb Commlssmner Anthon)é Smith Date: _I/5./55_
ency partment of Commerce Economic Development

Distribytion (b¥ preparer).
Legislative Finance
Legislative Sponsor
S?f ueSt?rwh tand Budet
ice0 nagy(nenan uclge

naIe cretary



PROGRAM SUMMARY

Expenditures

|t is estimated that agproximatel% 8200,000 of additional legal
fees will be incurred due to the PUC hearings process.

It is further estimated that the PUC hearm%s P_rocess would delay
the Bradley Lake project by a )(ear._ The resulting iIncrease in
construction costs and Interest during construction on the _
Iong-term debt would increase the total project costs by an esti-
mated $19.15 mi 1L on.

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
de|a_>{ 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 |DB
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
he future. The interest rate penalty from these two factors |s
estimated _to be 1/2 percent. Such a penalty would increase debt
%ga\égce $750,000 per year, or $22,500,000 over the life of the

Additionally, the utilities are exPected to incur approximate%y_
$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



A laska Pow er A uthority

NEED FCR EXPEDITIOUS PASSAGE OF NEW "SB22" LEGISLATION

The revised construction schedule adopted for Bradley Lake has been
developed to accomplish two anary objectives. . first,” to complete the
prorj]ect In @ reasonable timeframe ‘which will _brln% the project. on tine
when the utilities’ seasonal demand for power Is ifcreasing; and . sgcond,
to. stimulate the construction indystry and emploklment opportunities . by
égz;tsbantmg major construction efforts during the 1988 construction

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

Due to the time involved in advertising, bid preparation, bid openin?,
potential bid protests and the contrdct award process, .in order 10
achieve .a contract noticeto proceed on July 1, 1988, it is imperative
that "ciean $822" legislation be enacted ™ andsigned into law on cr
before March 15, 1988.

The attached flow chart shows the timetable required to achieve timel#
award of the General Civil Construction contract and other project
contracts involving 1988 construction. Also attached is a bar cur-,
which compares the" estimated manpower reﬂuwements for 1988 resul
{rhoembeﬁrI){M as,f%g;e of SB22 (prior to March 15), versus late passage

| y 157,

Attachments



Bradley Lake Hydroelectric Project
1988 Construction Schedule

1988
March _Apr[l S| May ~| June July f August
CONTRACTS L
I
Bid Notice to
IESPe |C%" Opening Procead
. v 3/15 v 5/15
senera et JTT-117 7ve is 77777777 777777111
onstruction Alvaneed .~ _,_ Finalize Bid i Bid Eval, Dam A Tunnel
A vartlsing Preparation A Proteste Construction
I i
laaut Bid Bid Award Camp
Documant Opaning A NTP Available
v 3/15 .V 5/l v o8 \A/A
Camp & Catering 1Z1Z zrz1z 22277 CZ:: L7
- Bd. oL B'd L- Construct \,, ~ Operate
Preparation Eval, Camp | amp
| I
Istua Bid Bid Award
Documant Opaning & NTP
Transmission Line v 3/15 v 5/1 vV 8/1
Clearing zv [ Z7Z z .71\l zvzzt z7 71 1 1 -2z z72-77¢
Bid X Bid Begin
Preparation Eval. Gearing
B2 | aroiech e tII i
Becomes Law FOJECh aNstruCtion

January 198B



Manpower

Bradley Lake Hydroelectric:

fYnje< o

Projected Manpower Requirements

(June 1988 through May 1989)
240

Jun Jul Aug Sep Oct Nov Dec Jan

Feb

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

Mar

159

Apr May

January 1988



Alaska State Legislature

House
P.O. BOX V
State Capitol
Official Business Juneau, Alaska 9981

TO: Representative John Sund
FROM: Representative K2
DATE: January 26, 1988
SUBJ: HB 356 - Bradley Lake Exemption from the APUC

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

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

counterproductive.

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

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



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

deregulation of the Railbelt utilities.

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

1) ensure that the Bradley project construction can move forward this

summer in order to complete the project in time to sell long-term tax
exempt bonds prior to 1991; and

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

interests.

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

of aresponsible HB 356.

SPECIFIC COMMENTS
AH Unspecified "Other Costs" Exempted

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

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

whether reasonsable or not.

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

should be reviewed and approved.



All Unspecified Amendments Exempted

HB 356 proposes notonly to exempt the wholesale power contracts and the
related services/wheeling contracts which have been entered into but also

"any subsequent amendments" (see page 1 line 21).

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

need arises.

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

AssiRrti Uy-oL Gitcatts

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

are interested in purchasing Alaska co-ops.

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

interests.

"Excess" Payments Requirement

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

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



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

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

now.

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

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

services/wheeling contracts.

| have attached language which would make the effective date of HB 356

contingent upon the elimination of this section.
Preservation-Of APUC Review and Cost.Allocation, .luristiction

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

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



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

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

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

1) review and approve non-power costs (ie, other than the wholesale

power costs which would directly flow through to rate payers); and

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

Language which accomplished these objectives would satisfy the basic
purpose of the bill -- to get the project retarted this summer and completed

in time to issue tax exempt bonds by 1991.

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

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



regulatory authority, limited to non-power costs and only after the project

was completed and operational.

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

contracts, etc.

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

essential regulatory functions and protect consumer interests.

(* It should be noted that all of the utilities Part|(_:| pating in the prolﬁct already have the means to
derequlate themselves. Co-0p's can deregulate, with the Consent of the membership. It is noteworth
that, In the case of the co-0ps at least, consumers have not allowed their utilitity management to op
oL, Thet _Le%lslature should not enact a measure that essentially pre-empts this consurer
prerogative.

cc: House Judiciary Committee members
Representative Swackhammer



Attachment 1

Dr_aft_Language to Eliminate Excess Payment Requirement

(conditional effective date)

Section This Act takes effect on the date that the Alaska Power
Authority, as seller, and the Chugach Electric Association; Golden Valley
Electric Association; Anchorage Municipal Light and Power; Seward Electric
System; Alaska Electric Generation and Transmission Cooperative; Homer
Electric Association; and Matanuska Electric Association, as purchasers, enter
into an agreement to eliminate the requirement for payments in excess of
actual debt service required for retirement of bonds for the Bradley Lake
hydroelectric project as provided for in the "Agreement for the Sale and

Purchase of Electric Power" dated



N

ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

P.0. Box Y. State Capitol
Juneau. Alaska 99311-3100
Mail Stop J100
(907) 465-3991

January 27, 1988
MEVCRANDUM
T0:  Representatives John Sund and Kay Brown
ATTN.  John Hartle ajid Eric Meyers

FROM  Ginny Fay
Legislative” Analyst

RE: Bradle%_Lake Power Sales, Service, and Transmission Agreements and
House Bill 356
Research Request 88.119

You requested that this agency review the following agreements, which House
i1l 35 would remove ffom the purview of the” Alaska Public Utilities
Commission (APUC).

the Bradley Lake Hydroelectric Power Sales Agreement (Power Sales
Agreementﬁ

the Bradley _Lake Hydroelectric Project Transmission _Sharing
Agreement ‘_lTransmlssmn A reemen_tl)_ _between Homer ElectriC
ASsociation (HEA) and other Railbelt utilities; and

the Bradley Lake Hydroelectric Project Agreement for the Wheeling of
Electric _Power and ‘for Related Services ?Servmes A?reement), Detiveen
Chugach Electric Association (CEA) and the other Railbelt utilities.

You also asked that we compare provisions of the Bradley Lake Power Sales
Aq(reement with the Four Dam Pool Power Sales Agreement.” In addition, you
asked that we su?gest alternative language for HB 356 that would accomplish
the objective of “assuring immediate, continued progress on Bradley Lake
construction but which™ would minjmize |m§act on the APUC's general
authority to review and approve electrical costs and rates.

The first part of this memorandum provides background information on the
Bradley Lake project and HB 356 (Attachment A). “The next section presents
an overview of each of the three Bradley Lake aPreements and compares the
Bradley Lake and the Four Dam Pool power sales agreements.  This s
followed by a discussion of HB 356 and how it compares with the version of



Representatives Sund and Brown
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Senate Bill 22 that was vetoed last session. The final section of this
memorandum suggests alternative language for HB 356.

Background

The 90 megawatt Bradley Lake hydroelectric project is currently_ under
construction by the APA on the Keriai Peninsula near Homer, Alaska. “The APA
has obtained State appropriations ($168,080,000) and _borrowed short-term
funds to finance the ‘initial costs of construction.  The APA is ready to
Issue the Request For Proposals for the general civil engineering consfruc-
tion contract.  Prigr to commlttln% to the completion of the project,
lr}lg\(/)vnever, the APA insisted that all three contracts noted ahove be agreed

House Bill 356 was introduced by Governor Cowper to exemPt these Bradley
Lake contracts from APUC review “and approval. ~ Exemption from APUC review
IS deemed necessary to avoid extensive p_rogect delay caused by interveners
in the APUC hearlng_ process. Public Utility Reguldtory Policy Act (PURPA)
quallfylng alternative, energy facilities who intend to sell power to some
ﬁf the Railbelt U§!|It_lleS| arteh I|I§€,I¥ to |?t$rvene in the Bradley _Lé'like
earing process, Similarly, the State regulatory review process provides
an _opgorpunity for parties yWh_o may oppose %onstruyqtlon of [[)he Brad[)ey Lake
P .
project to de_IaY its completion and thus JeoRardue_ the APA's ability to
e Bradley Lake. project by 1B 0 ko allows utomatic Aowdhrough of
Bradley Lake costs into electric rates, thus guaranteeing revenue required
for bond repayment.

As mentioned in the SB 22 hearings last session, removal of APUC authority
over .the Bradley Lake contracts” does not eliminate all judicial oppor-
tunitjes for PURPA interveners: it simply transfers PURPA jurisdiction to
the federal government. [f APUC authority is removed, _interveners can
still file suits under PURPA in federal district court. — This court would
also hear a% appeals of APUC decisions related to PURPA. In this regard
removal of APUC review authority would eliminate one step in the judicial
Erocess. The next section provides some general information on the three
radley Lake project contracts.

The APA has been advised by bond counsel that APUC oversight of the
contracts would raise the inferest rates on bonds. There has been con-
tinued discussion_of this pojnt.  We are unable to comment on the accuracy
of the claims. The APUC review of projects does not preclude the recovery
of "prudent" costs. However, given the excess generating capacity in the
Rala\belt, there is some_[%uesnon that Bradley Lake would be considered a
prudent project at this time.
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Bradley Lake Hydroelectric Project Contracts

Wholesale Power Sales Agreement. Of the three agreements entered into by
utilities purchasing Bradley Lake power, the Power Sales A%reement (PSA) i$
the primary contract, arties 'to the contract are the Alaska Power
Authority °(APA), \ HEA Golden Valley Electric Association (GVEA),
Anchoragé Municipal Light and Power (AML&P),_Matanuska Electric Association
MEA). “Alaska 'Electric_ Gengeration and_Transmission Cooperative, Inc.
AEG&I) and the Seward Electric System (SES).  The PSA provides for the
sale of 100 percent of the ErOJeCt'S power to the purchasing utilities
under an unconditional, take-0r-pay contract. The agréement also
Browdes for the flnancmg, operation, ‘and maintenance of the PrOjeCt. The
SA governs the sale of bonds to finance up to $175 million of the construc-
tion~costs, the repayment of the honded debt, the scheduling and sales of
proiect power, administration of the Power Sales Agreement, ‘the establish-
guregjegtf CtgsetSPrOJect Management Committee, and the “determination of annual

The hbonded debt will be retired by proceeds from the sale of project
power.  The debt, along with all other costs associated with operating  and
mamtamm% the project, will be included in a bud1gnet of .annual project
costs written by the Project Management Committee. e Project Management
Committee is comprised of APA and all utilities purchasing Bradley” Lake
;%ower (Including voting members HEA and MEA and nonvoting “memper AEG&T).
he Project Management Committee has the ongoing reSponsibility. and
authority to ovefsee all significant Bradley "Lake poject activities
including controlling costs, Writing the _annual budget, and resolving
d_|3ﬁutes among the = dgreement's Partles. The APA, however, retains the
right to take ™required actions" to ensure that financial obligations under
the bond covenant ‘are met.

The Power Sales Agreement has an initial term of 50 years. It becomes
effective when all” parties execute the agreement and have obtained all
necessary apBrovaIs for it and the reldted Transmission and Services
Agreements.  Debt service on the honds extends for 30 years. Upon the
retirement of all bonds issued to pay recoverable construction costs, the
Bur_chasers of Bradley Lake power agfee to make “"excess payments" to the
ailbelt Energy Fund” "...in "recognition of the Railbelt Energy Council's

Mower from the Bradley Lake project. is allocated on a_ percentage
basis as follows: Alaska Electric Generation & Transmission Cooperative,
Inc., 25.8 percent (acting for Hower Electric Association, 12.0 percent and
Matanuska " Electric Association, 13.8 percent); Chugach Electric
Association, 30.4 percent; Golden Valley Electric Association, 16.9
Eercent; Anchorage Municipal Light & Power, 25.9 percent; and  Seward
lectric System, 1.0 percent. These shares are specified in Exhibit D of
the Power Sales Agreement,
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commitment to continued efforts to obtain, a satisfactory transmission
intertie between Fairbanks and the Kenai Peninsula..." ExceSs palments are
to e,?ald In proportion to each purchaser's share of Bradley Lake power
and will be equal o the average annual debt service on retired bonds minus
any payments on debt issued to fund required project work. At a maximum
excess” payments would equal four cents for each k|Iowatt'hour,(kwh3
purchased Dy each of the utilities,  Given that Bradley Lake's projecte
outRut is 369.2 kilowatt hours each year, the excess payments could "be as
mich as $14.8 milljon annually (nomirial dollars) for power purchased after
retirement of the bonds. Because the payments would commence so far in the
future, the net present value of the 20-year revenue stream (2021-2040) is
estimated to pe about $10 million. Excess payments will be made until the
termination of the 50-year agreement period.

|t the Bradley Lake project is not completed and oRerational by January 1,

, there is an "early out" provision for purchasers under the agree-
ment. . The _P%A may. be rénewed for 40 year periods or for the life of the
project, whichever’is longer.

Taple 1 (Attachment B} compares some of the major provisions of the Bradley
Lake and Four Dam Pool power sales agreements. = Most of the differences can
be attributed to inherentdifferences in the projects or to differences in
the timing of negotiation of the power sales agreements. Most of the Four
Dam Pool projects™ produce excess power, — This Situation precluded take-or-
pay contracts for ‘all of the projects’ —power. In addition, thecosts of
some, of the Four Dam Pool 'projectsincreased substantially from their
original estimates.  Furthermare,” the projects were completéd before the
Rower_ sales agreement was in place, puttlng the State In a weaker
egotlatlng position. The rate reopener provisions (2001 and 2016) in the
Four Dam Pool agreement provides a mechanism to increase the debt” service
component on thése projects rather than a means to decrease payments. In
contrast, the Bradley Lake agreement includes a provision “for excess
payments which commence after the 30-year bond is retired. Both the rate
reopener and excess paﬁ/ment provisions'offer at least partial repayment of
the State's equity In the projects.

Transmission A(t;reement._ The Transmission Agreement is one of the
"related contracts” mentioned in HB 356.  The agreement between HEA and
CEA, and AML&P provides for HEA's construction of a 47 mile,

kilovolt (kv) transmission line between the Bradley Junction and Soldotna
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Substation, ~ The line, which is estimated to cost S14.1 million to con-
struct, will provide for delivery of Bradley Lake power to the purchasin
utilities. he Transmission Agieement provides for the sale or lease 0
Pomons of the HEA line to CEA, GVEA and AML&.  The State of Alaska
s not a party to this contract.

Parties to the agreement are _exBected to pay a portion of the [ine's
construction costs“as well as reimpurse HEA "...each ‘month for a portion of
HEA's_actual  expenses assoclated with operating, maintaining, and repairing
the Transmission Line."  Formulas f%r calculating construction and
operation and maintenance costs are aftached to the agreement. As HB 356
IS currently written, the costs specified by these formulas would not be
subject to APUC review or approval,

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

Services Agreement. ~ The Services Agreement contract befween CEA and HEA
GVEA MEA "AML&P. SES, and AEGET provides for the transfer of Bradley Lake
ower across CEA's transmission network, storage of Bradley Lake povier in
EA's Cooper Lake hydroelectrjc facility, and €nergy ?urchase and displace-
ment services to the purchasing partiés by CEA™ The Services Agreement
establishes provisions for the” 1) continuity and scheduling of Services
with CEA serving ~as dispatcher, 2) right to additional™ transmission
cagamty; 3g,esta lishment _of rates and billings; and 4) resolution of
disputes. Similar to the Transmission Agreement, the State is not a party
to the Services Agreement, which is a "related contract" under HB 356.

Computation of wheelln? rates to bepaid by _purchasing parties is
determined by formulas atfached to .the agreement. e basic ‘wheeling rate
IS indirectly tied (throygh variables™ in the formula) to CEA's’ rate
adjustment praceedings which” occur before the APUC. ~ While this provides a
reference point" for the calculation of costs, determination of actual
components of costs to be included in each variable is difficult. As noted
In Appendix A of the service agreement,

“Ihe CEA's proportion of the line includes its percentage share of
Bradley Lake power ;?Ius that of SES and MEA
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Chugach's  transmission Q8Mexpense and ASG expense associated with
Chugach's ~Beluga to Point Mackenzie transmission  segment are not
and” at this time cannot be) specifically iaentified and isolated
rom Chugach's total  transmission OSM @xpense and ARG expense.
Therefore? in computing "A" and "B" in the foregoing formula
reasonable” estimates of “Chugach's transmission OcJ ekpense and ASG
expense assocliated with Chugach's Beluga to Point Mackenzie trans-
mission segment shall be used.  Such estimates mav be based on
reasonable proxy variables.

Under HB 356, the APUC will not have the authority to determing the
"reasonableness" of these proxy variables.  The dlffICU|tr\]/ In isolating
these costs for the computation” of wheeling charges under the agreement iS
aprecursor to . the difficulties that would be faced by the” "PUC n
determining utility costs in a partially deregulated power system.

TheServices Agreement represents an operational alternative solutiop to

transm|tt|n? radley Lake power to all purchasers in the absence of the

State of Alaska's construction of an intertie from the Kenai Peninsula to

Anchorage.  Parties. to the Service Agreement recognize that the agreement

will be”superseded if, and when, consfruction of an additional transmissjon

nget_eosccurs, or if power pooling arrangements are made by the purchasing
es.

House Bill 356 and Senate Bill 22

The major contrast between HB 356 as introduced. this, session and SB 22 as
assed “last session Is the additjonal exemption (from APUC review and
approval) of service and _transmissjon agreements related to the wholesale
ower sales a_%reement., This broadening™ of the scope of the hill reduces
PUC's authority to review and approve Utility costs and their inclusion in
electrical rates. These agreements are .included in the exemption because
they form the operational basis_for the financial obligations contracted in
the” Power Sales Agreement.  These related contracts were probably not
included in fast yedr's bill only because they d'd not exist at the time.

Alternative Language For HB 356
Attachments C, D,and E provide alternative |anguage for HB 356.  The

E%rt\ Htal%% Opfrc%\ﬁgd%dm!us based on the following™ premises regarding the

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

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

The Ianguafge provided in Attachment C primarily clarifies the language and
intent “of the bill. . In section '1(c)(l), the reference td related
contracts |s moved within the October 1,” 1987 and January 1, 1988 dates . to
more clearly sPecn‘y the extent of related contracts covered. In section
(¢)(2), the” "Alaska” Power Author_ltr" I added to clarify the pronoun "its"
which was clear in last year's Dbill but vague in the cufrent Dill.  Section
2 IS unnecessary given the revised language of section 1(c)(2) of the Dbill
and specification “of "annual costs" in ‘the” Power Sales Agreement. However,
if it is retained section 2 can be modified to specify "power_and transmis-
sion” costs rather than "all" costs_ "without limitation." This change to
section 2 limits the erosion of APUC authority, which is the governor's
é;g%etinotr’] i/v(g?(ozu)t jeopardizing the repayment of “hond debt providéd for in

Attachment o provides language that separates the financial obligation to
bond holders ‘under the Poweér Sales Agreement from the operational con-
straints provided by the related sefvice and transmission agreements.
Section lfc_)(_l) and (2) pertain to the wholesale power sales agrpement and
ensure. sutficient rates and revenues for repayment of the bonds; = Section 2
of this modification provides that the ‘commission shall allow related
contracts between utilities to the extent required to enable performance
under the wholesale power sales agreement.  This ensures that rates and
revenues are sufficient to make the "power sales agreement fully operational
without total deregulation of associated costs.

Attachment E is similar to Attachment D in that the la.iguage also separates
the financial obligation aspects of the power sales “agfeement from the
operational aspects” of the transmission and seryice a(t;reements._ Section 1
IS essentially the same as Attachment D.  Given that section 19c){2)
Browdes for “rates sufficient to meet the financial obligation of "the
onds, section 2 of this modification retains the APUC's ability to review
the allocation of those costs among utilities and subsequently dmong retail



Representatives Sund and Brown
January 27, 1988
Page 8

customer classes.  This ¢hange addresses the potential problem created b
the original language of section. 2: the far reaching language in thi
section “elimipateS the APUC's ability not only to approve “or disapprove
costs, but also to allocate costs dmong customer classes. The original
language of section 2 goes beyond providing for the automatic flow-thiough
of “Bradley Lake costs; 1t allows utilities to attrlb%te more than “an
aé) r?éjrlate share of total costs to Bradley Lake, thereby by passing the
regulatory process.

* * *

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

Attachments






Introduced: 1/13/88 00168h
Referred: Judiciary and %

Finance
BY THE RULES COMMITTEE BY
1 IN THE HOUSE REQUEST OF THE GOVERNOR
2 HOUSE BILL NO. 356
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
4 FIFTEENTH LEGISLATURE - SECOND SESSION
5 A BILL

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

7 Public U tilities Commission in connection with cer-
8 tain activities of the Alaska Power Authority and in
9 connection with calculating power cost equalization;
10 and providing for an effective date."

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

12 * Section 1. AS 42.05.431 is amended by adding a newsubsection to

13 read:

14 (c) Notwithstanding (b) of this section,

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

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

28 * Sec. 2. AS 42.05.511 is amended by adding a new subsection to read:
29 (d) All costs incurred by a wutility in connection with a

HBO356A 1- HB 356
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10
11
12
13
14
15
1s
17
18
19
20

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

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

HB 356 -2- HBO356A



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



COVPARISON OF THE FOUR DAM POOL AND' BRADLEY LAKE POWER SALES AGREENENTS

FOUR DAM POCL

Stite loan: more flexible repayment
and rate reopener

Project mana(t;ed by Project |
anagement Committee comprised
oft,la,tmember from each purchasing
utility

Project. Management Committee has
similar ddties to the Bradley.
Lake Project Management Committee

Debt rate reopener on debt service
component only

State equity = $293.3 million

State Loan = $191.2 million, 45 year
term, 4.3 cents/kwh current debt
service component

No excess payments

Debt service and Q8M charged for
power sold, any additional sales
Increases revenues to the State

BRADLEY LAKE
Bonded indebtedness: 30 year payments

Project mana?ed by Project
anagement Committee comprised
oft_ia_tmember from each purchasing
utility

Project. Management Committee has
similar role but APA has required
affirmative vote in some cases

Set debt payments over 30 years, no
rate reopener on debt service

State Equity provided = $181 million*
Bonded Debt up to $175 million

Excess Payments of up to 4 cents/kwh
folr thefyears 3%- 0, pEesent matel
alue of payments equals approximate
§0 ] pyments equats app y

Take-or-pay contract for 100% of
project” power

* Based on estimated construction costs.

Note:

These provisions are based on a review of the Bradley Lake Hydroelectric
Project, Agreement for the Sale and Purchase of Electric

Power and

/k?n -TerF;n OWer ?]ale_s Agreement, Four Dam Pool - Initial Project of the
aska Power Aut

ority.

Prepared by the House Research Agency, January 1988, (88.119).






BILL ROOT™ HBO356
BILL NUMBER: HB 356 INTRODUCED: 1/13/88 REFERRED:
Judiciary and Finance

cpnMCHRe
BY THE RULES COMMITTEE BY
REQUEST OF THE GOVERNOR

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

"An Act relating to the authority of the Alaska

Public Utilities Commission in connection with cer—
tain activities of the Alaska Power Authority and in
connection with calculating power <cost equalization;

and providing for an effective date."”

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

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

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

* Sec. 2. AS 42.05.5111is amended by adding a new subsection to read:
(d) [ALL] Power and transmission costs incurred by a wutility
in connection with a wholesale agreement or contract described
in AS 42.05.431(c)(1), [INCLUDING, WITHOUT LIMITATION, POWER AND
OTHER COSTS] 1incurred under such an agreement or contract, must be
allowed 1in the rates charged by the utility.



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

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

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

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

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

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

the






BILL ROOT: HBO356
BILL NUMBER:- HB 356 INTRODUCED: 1/13/88 REFERRED:
Judiciary and Finance

SPONSOR:
BY THE RULES COMMITTEE BY

REQUEST OF THE GOVERNOR

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

"An Act relating to the authority of the Alaska
Public Utilities Commission 1in connection with cer—
tain activities of the Alaska Power Authority and in
connection with calculating power cost equalization;
and providing for an effective date."

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

(¢D) a wholesale agreement for the saleof power from a
project licensed by the Federal Energy Regulatory Commission on or
before January 1, 1987, entered into between the Alaska Power Authori—
ty and one or more other public utilities a”“ter October 31, 1987 and

before January 1, 1988, [AND RELATED CONTRACTS FOR THE WHEELING, STOR-—
AGE, REGENERATION, OR WHOLESALE REPURCHASE OF POWER PURCHASED UNDER
SUCH AN AGREEMENT, AND ANY SUBSEQUENT AMENDMENTS TO THE WHOLESALE
AGREEMENT OR RELATED CONTRACT, ARE NOT SUBJECT TO REVIEW OR APPROVAL
BY THE COMMISSION; AND]

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

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

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

(d) The commission shall allow related contracts, 1including subsequent
amendments, between utilities sufficient to enable performance under
the wholesale power agreement described in (cl(l) above.



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

(b) The authority is not subject to the jJurisdiction of
Alaska Public Utilities Commission. Nothing 1in this chapter [AS 44.-
83.010 - 44.83.425] grants the authority any jurisdiction over the
services or rates of any public utility or diminishes or otherwise

alters the jurisdiction of the Alaska Public Utilities Commission with
respect to any public utility, including any right the ~commission may
have to review and approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale agreements and
contracts described in AS 42.05.431(c)(1) and AS 42.05.011 (d).

Sec. 4. AS 44.83.162 1is amended by adding a new subsection to read:

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

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

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

the



